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Managing for Innovation in a Changing World

In recent years, organizations have been buffeted by massive and far-reaching social,
technological, and economic changes. Any manager who still believed in the myth of
stability was rocked out of complacency when, one after another, large financial insti-
tutions in the United States began to fail. Business schools, as well as managers and
businesses, were scrambling to keep up with the fast-changing story and evaluate its
impact. This edition of Management addresses themes and issues that are directly rel-
evant to the current, fast-shifting business environment. I revised Management with
a goal of helping current and future managers find innovative solutions to the prob-
lems 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 crisis management
skills, e-business, rapidly changing technologies, globalization, outsourcing, global
virtual teams, knowledge management, global supply chains, the Wall Street melt-
down, and other changes 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 management 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 was to control and limit people,
enforce rules and regulations, seek stability and efficiency, design a top-down hier-
archy, and achieve bottom-line results. To spur innovation and achieve high per-
formance, however, managers need different skills to engage workers’ hearts and
minds as well as take advantage of their physical labor. The new workplace asks that
managers focus on leading change, 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 environ-
ment. Managers focus on developing, not controlling, people to adapt to new tech-
nologies and extraordinary environmental shifts, and thus achieve high performance
and total corporate effectiveness.

My vision for the ninth edition of Management is to present the newest manage-
ment 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. I have added
a questionnaire at the beginning of each chapter that draws students personally into
the topic and gives them some insight into their own management skills. A chapter
feature for new managers, called the New Manager Self-Test, gives students a sense of
what will be expected when they become managers. The combination of established
scholarship, new ideas, and real-life applications gives students a taste of the energy,
challenge, and adventure inherent in the dynamic field of management. The South-
Western/Cengage Learning staff and I have worked together to provide a textbook
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 stu-
dents both respect for the changing field of management and confidence that they can
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understand and master it. The textual portion of this book has been enhanced through
the engaging, easy-to-understand writing style and the many 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 exhibits and a new set of 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 Ninth Edition

The ninth edition of Management is especially focused on the future of management
education by identifying and describing emerging ideas and examples of innovative
organizations and by providing enhanced learning opportunities for students.

Learning Opportunities

The ninth edition has taken a leap forward in pedagogical features to help students
understand their own management capabilities and learn what it is like to manage in
an organization today. New to this edition is 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. New Manager Self-
Tests in each chapter provide further opportunity for students to understand their
management abilities. These short feedback questionnaires give students insight into
how they would function in the real world of management. End-of-chapter questions
have been carefully revised to encourage critical thinking and application of chap-
ter concepts. End-of-chapter cases and ethical dilemmas 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 cur-
rent issues managers face. At the same time, chapter text has been tightened and
sharpened to provide greater focus on the key topics that count for management
today. This tightening has resulted in a shortening of the text from 21 to 19 chapters.
The essential elements about operations and technology have been combined into one
chapter. An appendix on entrepreneurship and small business has been provided for
students who want more information on managing in small businesses start-ups.

Chapter 1 includes a section on making the leap from being an individual contribu-
tor in the organization to becoming a new manager and getting work done primarily
through others. The chapter introduces the skills and competencies needed to manage
organizations effectively, including issues such as managing diversity, coping with glo-
balization, and managing crises. In addition, the chapter discusses today’s emphasis
within organizations on innovation as a response to a rapidly changing environment.

Chapter 2 continues its solid coverage of the historical development of management
and organizations. It also examines new management thinking for turbulent times.
The chapter includes a new section on systemic thinking and an expanded discussion
of post-World War II management techniques. The final part of the chapter looks at
issues of managing the technology-driven workplace, including supply chain man-
agement, customer relationship management, and outsourcing.

Chapter 3 contains an updated look at current issues related to the environment and
corporate culture, including a new section on issues related to the natural environ-
ment and managers’ response to environmental advocates. The chapter also illus-
trates how managers shape a high—performance culture as an innovative response to
a shifting environment.
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Chapter 4 takes a look at the growing power of China and India in today’s global
business environment and what this means for managers around the world. The
chapter discusses the need for cultural intelligence, and a new section looks at under-
standing communication differences as an important aspect of learning to manage
internationally or work with people from different cultures. In addition, the complex
issues surrounding globalization are discussed, including a consideration of the cur-
rent globalization backlash. A new section on human resources points out the need
for evaluating whether people are suitable for foreign assignments.

Chapter 5 makes the business case for incorporating ethical values in the organi-
zation. The chapter includes a new discussion of the bottom-of-the-pyramid business
concept and how managers are successfully applying this new thinking. The chapter
also has an expanded discussion of ethical challenges managers face today, includ-
ing responses to recent financial scandals. It considers global ethical issues, as well,
including a discussion of corruption rankings of various countries.

Chapter 6 provides a more focused discussion of the overall planning process and
a new discussion of using strategy maps for aligning goals. This chapter also takes
a close look at crisis planning and how to use scenarios. The chapter’s final section
on planning for high performance has been enhanced by a new discussion of intelli-
gence teams and an expanded look at using performance dashboards to help manag-
ers plan in a fast-changing environment.

Chapter 7 continues its focus on the basics of formulating and implementing strategy.
It includes a new section on diversification strategy, looking at how managers use
unrelated diversification, related diversification, or vertical integration as strategic
approaches in shifting environments. This chapter also looks at new trends in strat-
egy, including the dynamic capabilities approach and partnership strategies.

Chapter 8 gives an overview of managerial decision making with an expanded dis-
cussion of how conflicting interests among managers can create uncertainty regard-
ing decisions. A new section on why managers often make bad decisions looks at the
biases that can cloud judgment. The chapter also includes a new section on innova-
tive group decision making and the dangers of groupthink.

Chapter 9 discusses basic principles of organizing and describes both traditional and
contemporary organizational structures in detail. The chapter includes a discussion
of organic versus mechanistic structures and when each is more effective. Chapter 9
also provides a description of the virtual network organization form.

Chapter 10 includes a more focused discussion of the critical role of managing change
and innovation today. The chapter includes a new discussion of the ambidextrous
approach for both creating and using innovations and has expanded material on
exploration and creativity, the importance of internal and external cooperation, and
the growing trend toward open innovation.

Chapter 11 includes an expanded discussion of the strategic role of HRM in building
human capital. The chapter has new sections on coaching and mentoring and the trend
toward part-time and contingent employment. New ways of doing background checks
on applicants, such as checking their pages on social networks, are discussed, and the
chapter also looks at the changing social contract between employers and employees.

Chapter 12 has been revised and updated to reflect the most recent thinking on organiza-
tional diversity issues. The chapter looks at how diversity is changing the domestic and
global workforce and includes a new section on the traditional versus inclusive models
for managing diversity. This chapter also contains new coverage of the dividends of
diversity; an expanded discussion of prejudice, discrimination, and stereotypes; and a
new look at the difference between stereotyping and valuing cultural differences. The
chapter includes a new five-step process for achieving cultural competence.

Chapter 13 continuesits solid coverage of the basics of organizational behavior, includ-
ing personality, values and attitudes, perception, emotional intelligence, learning and
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problem-solving styles, and stress management. Many exercises and questionnaires
throughout this chapter enhance students” understanding of organizational behavior
topics and their own personalities and attitudes.

Chapter 14 has been enriched with a discussion of followership. The chapter empha-
sizes that good leaders and good followers share common characteristics. Good lead-
ership can make a difference, often through subtle, everyday actions. The discussion
of power and influence has been expanded to include the sources of power that are
available to followers as well as leaders. The discussions of charismatic, transforma-
tional, and interactive leadership have all been revised and refocused.

Chapter 15 covers the foundations of motivation and also incorporates recent think-
ing about motivational tools for today, including an expanded treatment of employee
engagement. The chapter looks at new motivational ideas such as the importance of
helping employees achieve work-life balance, incorporating fun and learning into
the workplace, giving people a chance to fully participate, and helping people find
meaning in their work.

Chapter 16 begins with a discussion of how managers facilitate strategic conversa-
tions by using communication to direct everyone’s attention to the vision, values,
and goals of the organization. The chapter explores the foundations of good com-
munication and includes a new section on gender differences in communication, an
enriched discussion of dialogue, and a refocused look at the importance of effective
written communication in today’s technologically connected workplace, including
the use of new forms of manager communication such as blogs.

Chapter 17 includes a new section on the dilemma of teams, acknowledging that
teams are sometimes ineffective and looking at the reasons for this, including such
problems as free riders, lack of trust among team members, and so forth. The chapter
then looks at how to make teams effective, including a significantly revised discus-
sion of what makes an effective team leader. The chapter covers the types of teams
and includes a new look at effectively using technology in virtual teams. The chapter
also includes a section on managing conflict, including the use of negotiation.

Chapter 18 provides an overview of financial and quality control, including Six
Sigma, ISO certification, and a new application of the balanced scorecard, which
views employee learning and growth as the foundation of high performance. The dis-
cussion of hierarchical versus decentralized control has been updated and expanded.
The chapter also addresses current concerns about corporate governance and finding
a proper balance of control and autonomy for employees.

Chapter 19 has been thoroughly revised to discuss recent trends in operations man-
agement, information technology, and e-business. The chapter begins by looking at
the organization as a value chain and includes an expanded discussion of supply chain
management and new technologies such a radio frequency identification (RFID). The
discussion of information technology has been updated to include the trend toward
user-generated content through wikis, blogs, and social networking. The chapter
explores how these new technologies are being applied within organizations along
with traditional information systems. The chapter also discusses e-commerce strate-
gies, the use of business intelligence software, and knowledge management.

In addition to the topics listed above, this text integrates coverage of the Internet
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 characteristics of the manager’s job.

Part One introduces the world of management, including the nature of management,
issues related to today’s chaotic environment, the learning organization, historical
perspectives on management, and the technology-driven workplace.
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Part Two examines the environments of management and organizations. This sec-
tion includes material on the business environment and corporate culture, the global
environment, ethics and social responsibility, and the natural environment.

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

Part Four focuses on organizing processes. These chapters describe dimensions of
structural design, the design alternatives managers can use to achieve strategic objec-
tives, structural designs for promoting innovation and change, the design and use of
the human resource function, and the ways managing diverse employees are signifi-
cant to the organizing function.

Part Five is devoted to leadership. The section begins with a chapter on organiza-
tional behavior, providing grounding in understanding people in organizations. This
foundation paves the way for subsequent discussion of leadership, motivation of
employees, communication, and team management.

Part Six describes the controlling function of management, including basic principles
of total quality management, the design of control systems, information technology,
and techniques for control of operations management.

Innovative 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 innova-
tive features that draw students in and help them contemplate, absorb, and comprehend
management 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
learning objectives and an outline of its contents. These devices provide an overview
of what is to come and can also 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 the
student a chance to participate in the chapter content actively by completing a short
questionnaire related to the topic.

Take a Moment. At strategic places through the chapter, students are invited to Take
a Moment to apply a particular concept or think about how they would apply it as a
practicing manager. This call to action further engages students in the chapter con-
tent. Some of the Take a Moment features also refer students to the associated New
Manager Self-Test, or direct students from the chapter content to relevant end-of-
chapter materials, such as an experiential exercise or an ethical dilemma.

New Manager Self-Test. ANew Manager Self-Test in each chapter of the text provides
opportunities 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 provide insight into what to expect and how students
might perform in the world of the new manager.

Concept Connection Photo Essays. A key feature of the book is the use of photo-
graphs accompanied by detailed photo essay captions that enhance learning. Each
caption highlights and illustrates one or more specific concepts from the text to rein-
force student understanding 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 the text contains several written examples
of management incidents. They are placed at strategic points in the chapter and are
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designed to illustrate the application of concepts to specific companies. These in-text
examples—indicated by an icon in the margin—include well-known U.S. and inter-
national companies such as Toyota, Facebook, UPS, LG Electronics, Google, Unilever,
Siemens, and eBay, as well as less-well-known companies and not-for-profit organi-
zations such as Red 5 Studios, Strida, Genmab AS, ValueDance, and the U.S. Federal
Bureau of Investigation (FBI). These examples put students in touch with the real world
of organizations so that they can appreciate the value of management concepts.

Manager’s Shoptalk Boxes. A Manager’s Shoptalk box in each chapter addresses a
specific topic straight from the field of management that is of special interest to stu-
dents. These boxes may describe a contemporary topic or problem that is relevant to
chapter content, or they may contain a diagnostic questionnaire or a special example
of how managers handle a problem. The boxes heighten student interest in the sub-
ject matter and provide an auxiliary view of management issues not typically avail-
able in textbooks.

Video Cases. The six parts of the text conclude with video cases, one per chapter, that
illustrate the concepts presented in that part. The 19 videos enhance class discussion,
because students can see the direct application of the management theories they have
learned. Companies discussed in the video package include Recycline, Flight 001,
and Numi Organic Teas. Each video case explores the issues covered in the video,
allowing students to synthesize the material they’ve just viewed. The video cases
culminate with several questions that can be used to launch classroom discussion or
as homework. Suggested answers are provided in the Media Case Library.

Exhibits. Several exhibits have been added or revised in the ninth 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 con-
solidate key points, indicate relationships among concepts, and visually illustrate con-
cepts. They also make effective use of color to enhance their imagery and appeal.

Glossaries. Learning the management vocabulary is essential to understanding con-
temporary management. This process is facilitated in three ways. First, key concepts
are boldfaced and completely defined where they first appear in the text. Second,
brief definitions are set out in the margin 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.

A Manager’s Essentials and Discussion Questions. Each chapter closes with a sum-
mary of the essential points that students should retain. The discussion questions are
a complementary learning tool that will enable students to check their understand-
ing of key issues, to think beyond basic concepts, and to determine areas that require
further study. The summary and discussion questions help students discriminate
between main and supporting points and provide mechanisms for self-teaching.

Management in Practice Exercises. End-of-chapter exercises called “Management
in Practice: Experiential Exercise” and “Management in Practice: Ethical Dilemma”
provide a self-test for students and an opportunity to experience management issues
in a personal way. These exercises take the form of questionnaires, scenarios, and
activities, and many also provide an opportunity for students to work in teams. The
exercises are tied into the chapter through the Take a Moment feature that refers stu-
dents to the end-of-chapter exercises at the appropriate point in the chapter content.

Case for Critical Analysis. Also appearing at the end of each chapter is a brief but
substantive case that provides an opportunity for student analysis and class discus-
sion. Some of these cases are about companies whose names students will recog-
nize; others are based on real management events but the identities of companies and
managers have been disguised. These cases allow students to sharpen their diagnos-
tic skills for management problem solving.



PREFACE

Continuing Case. Located at the end of each part, the Continuing Case is a run-
ning discussion of management topics appropriate to that part as experienced by
General Motors Company. Focusing on one company allows students to follow the
managers’ and the organization’s long-term problems and solutions in a sustained
manner.

Supplementary Materials

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

Instructor’s CD-ROM. Key instructor ancillaries (Instructor’s Manual, Test Bank,
ExamView, and PowerPoint slides) are provided on CD-ROM, giving instructors the
ultimate tool for customizing lectures and presentations.

Test Bank. Scrutinized for accuracy, the Test Bank includes more than 2,000 true/
false, multiple-choice, short-answer, and essay questions. Page references are indi-
cated for every question, as are designations of either factual or application so that
instructors can provide a balanced set of questions for student exams. Each question
is also tagged based on AACSB guidelines.

ExamView. Available on the Instructor’s Resource CD-ROM, ExamView contains all
of the questions in the printed Test Bank. This program is an easy-to-use test cre-
ation software compatible with Microsoft Windows. Instructors can add or edit ques-
tions, instructions, and answers, and select questions (randomly or numerically) by
previewing them on the screen. Instructors can also create and administer quizzes
online, whether over the Internet, a local area network (LAN), or a wide area network
(WAN).

PowerPoint Lecture Presentation. Available on the Instructor’s Resource CD-ROM
and the Web site, the PowerPoint Lecture Presentation enables instructors to custom-
ize their own multimedia classroom presentation. Containing an average of 27 slides
per chapter, the package includes figures and tables from the text, as well as outside
materials to supplement chapter concepts. Material is organized by chapter and can
be modified or expanded for individual classroom use. PowerPoint slides are also
easily printed to create customized Transparency Masters.

Study Guide. Packed with real-world examples and additional applications for help-
ing students master management concepts, this learning supplement is an excellent
resource. For each chapter of the text, the Study Guide includes a summary and com-
pletion exercise; a review with multiple-choice, true/false, and short-answer ques-
tions; a mini case with multiple-choice questions; management applications; and an
experiential exercise that can be assigned as homework or used in class.

Video Package. The video package for Management, ninth edition, contains two
options: On the Job videos created specifically for the ninth edition of Daft’s Man-
agement and BizFlix videos. On the Job videos use real-world companies to illustrate
management concepts as outlined in the text. Focusing on both small and large busi-
ness, the videos give students an inside perspective on the situations and issues that
corporations face. BizFlix are film clips taken from popular Hollywood movies such
as Failure to Launch, Rendition, and Friday Night Lights, and integrated into the ninth
edition of Daft. Clips are supported by short cases and discussion questions at the
end of each chapter.

Web Site (www.cengage.com/management/daft). Discover a rich array of online
teaching and learning management resources that you won'’t find anywhere else.


www.cengage.com/management/daft

PREFACE

Resources include interactive learning tools, links to critical management Web sites,
and password-protected teaching resources available for download.

Premium Student Web Site (www.cengage.com/login). Give your students access to
additional study aides for your management course. With this optional package, stu-
dents gain access to the Daft premium Web site. There your students will find inter-
active quizzes, flashcards, PowerPoint slides, learning games, and more to reinforce
chapter concepts. Add the ninth edition of Management to your bookshelf at www
.cengage.com/login and access the Daft Premium Web site to learn more.
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Learning Outcomes

After studying this chapter, you should be able to:
1.

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

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

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

Describe management types and the horizontal and vertical differences
between them.

Define ten roles that managers perform in organizations.

Appreciate the manager’s role in small businesses and nonprofit
organizations.

Understand the personal challenges involved in becoming a new
manager.

Discuss characteristics of the new workplace and the new management
competencies needed to deal with today’s turbulent environment.
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Innovative Manageme

Turbulent Times

ARE You READY TO BE A MANAGER?"

Welcome to the world of management. Are you ready for
it? This questionnaire will help you see whether your pri-
orities align with the demands placed on today’s manag-

SCORING & INTERPRETATION: All eight items in
the list may be important, but the odd-numbered items
are considered more important than the even-numbered

5
o
=
=]
Q.
c
(2]
=
]
3

ers. Rate each of the following items based on what you items for long-term success as a manager. If you checked 2
think is the appropriate emphasis for that task to your three or four of the odd-numbered items, consider your- m
success as a new manager of a department. Your task is self ready for a management position. A successful new s
to rate the top four priority items as “High Priority” and manager discovers that a lot of time has to be spent in §
the other four as “Low Prioity.” You will have four of the the care and feeding of people, including direct reports 2
items rated high and four rated low. and colleagues. People who fail in new management jobs -

often do so because they have poor working relationships

High Low or they misjudge management philosophy or cultural
Priority  Priority values. Developing good relationships in all directions
1. Spend 50 percent or more of your is typically more important than holding on to old work

time in the care and feeding of skills or emphasizing control and task outcomes. Success-
PR ful outcomes typically will occur when relationships are 3
2. Make sure people understand solid. After a year or so in a managerial role, successful E
that you are in control of the people learn that more than half their time is spent net- B
R working and building relationships. 2
]

3. Use lunches to meet and network
with peers in other departments.

4. Implement the changes you
believe will improve department
performance.

5. Spend as much time as possible
talking with and listening to
subordinates.

6. Make sure jobs get out on time.

Reach out to your boss to discuss
his expectations for you and your
department.

Suizvedio N

8. Make sure you set clear expec-
tations and policies for your
department.

Many new managers expect to have power, to be in control, and to be personally
responsible for departmental outcomes. A big 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. Managers are dependent on subordinates more than vice-versa because
they are evaluated on the work of other people rather than on their own work. In a
world of rapid change, unexpected events, and uncertainty, organizations need man-
agers who can build networks and pull people together toward common goals.

The nature of management is to motivate and coordinate others to cope with
diverse and far-reaching challenges. For example, Bruce Moeller, CEO of DriveCam,
begins his work day by walking around visiting managers in operations, market-
ing, sales, engineering, finance, and so forth. Those managers, in turn, walk around
talking with their direct reports, and on down the line. Moeller believes continual,
free-flowing communication keeps everyone “on the same page” and helps employ-
ees meet goals at DriveCam, a company that sells and installs video recorders that
monitor the behavior of commercial drivers.?
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In the past, many managers did exercise tight control over employees. But the field
of management is undergoing a revolution that asks managers to do more with less, to
engage whole employees, to see change rather than stability as natural, and to inspire
vision and cultural values that allow people to create a truly collaborative and produc-
tive workplace. In today’s work environment, managers rely less on command and con-
trol and more on coordination and communication. This approach differs significantly
from a traditional mind-set that emphasizes tight top-down control, employee separa-
tion and specialization, and management by impersonal measurement and analysis.

This textbook introduces and explains the process of management and the chang-
ing 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 already recognize
some of the skills 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 fundamental management skills for planning,
organizing, leading, and controlling a department or entire organization.

WHyY INNOVATION MATTERS

The theme of this text is innovation. To gain or keep a competitive edge, managers
have renewed their emphasis on innovation, shifting away from a relentless focus on
controlling costs toward investing in the future. In a survey of nearly 1,000 executives
in North America, Europe, South America, and Asia, 86 percent agreed that “innova-
tion is more important than cost reduction for long-term success.”?

Why does innovation matter? Innovations in products, services, management sys-
tems, production processes, corporate values, and other aspects of the organization
are what keeps companies growing, changing, and thriving. Without innovation, no
company can survive over the long run. The growing clout and expertise of compa-
nies in developing countries, particularly China and India, have many Western man-
agers worried. In a hypercompetitive global environment, companies must innovate
more—and more quickly—than ever. Throughout this text, we will spotlight various
companies that reflect this new innovation imperative. In addition, Chapter 10 dis-
cusses innovation and change in detail. First, let’s begin our adventure into the world
of management by learning some basics about what it means to be a manager.

THE DEFINITION OF MANAGEMENT

Every day, managers solve difficult problems, turn organizations around, and
achieve astonishing performances. To be successful, every organization needs good
managers.

What characteristic do all good managers have in common? They get things done
through their organizations. Managers are the executive function of the organization,
responsible for building and coordinating an entire system rather than performing
specific tasks. That is, rather than doing all the work themselves, good managers cre-
ate the systems and conditions that enable others to perform those tasks. As a boy,
Wal-Mart founder Sam Walton made $4,000 a year at his paper route. How? Walton
had a natural talent for management, and he created a system whereby he hired
and coordinated others to help deliver papers rather than simply delivering what he
could on his own.*

By creating the right systems and environment, managers ensure that the depart-
ment or organization will survive and thrive beyond the tenure of any specific super-
visor or manager. Consider that Jack Welch was CEO of General Electric through 20
amazingly successful years, but the leadership transition to Jeff Immelt in 2001 was
as smooth as silk, and GE has stayed at or near the top of lists such as Fortune mag-
azine’s “Most Admired Companies,” the Financial Times “most respected” survey,
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and Barron’s most admired companies. People who have
studied GE aren’t surprised. The company has thrived for
more than a century because managers created the right
environment and systems. In the late 1800s, CEO Charles
Coffin emphasized that GE’s most important product
was not lightbulbs or transformers, but managerial talent.
Managers at GE spend a huge amount of time on human
resources issues—recruiting, training, appraising, men-
toring, and developing leadership talent for the future.’

Recognizing the role and importance of other people is
a key aspect of good management. Early twentieth-century
management scholar Mary Parker Follett defined manage-
ment as “the art of getting things done through people.”®
More recently, noted management theorist Peter Drucker
stated that the job of managers is to give direction to their
organizations, provide leadership, and decide how to use
organizational resources to accomplish goals.” Getting
things done through people and other resources and pro-
viding leadership and direction are what managers do.
These activities apply not only to top executives such as Eric
Schmidt of Google or Indra Nooyi of PepsiCo, but also to
the manager of a restaurant in your home town, the leader
of an airport security team, a supervisor of an accounting
department, or a director of sales and marketing. Thus, our
definition of management is as follows:

Management is the attainment of organizational goals in an effective and effi-
cient manner through planning, organizing, leading, and controlling organizational
resources.

This definition holds two important ideas: (1) the four functions of planning, orga-
nizing, leading, and controlling, and (2) the attainment of organizational goals in an
effective and efficient manner. Let’s first take a look at the four primary management
functions. Later in the chapter, we’ll discuss organizational effectiveness and efficiency,
as well as the multitude of skills managers use to successfully perform their jobs.
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when the series ends.

As a new manager, remember that management means getting things done through
other people. You can’t do it all yourself. As a manager, your job is to create the
environment and conditions that engage other people in goal accomplishment.

THE FOUR MANAGEMENT FUNCTIONS

Exhibit 1.1 illustrates the process of how managers use resources to attain organiza-
tional goals through the functions of planning, organizing, leading, and controlling.
Although some management theorists identify additional management functions,
such as staffing, communicating, or decision making, those additional functions
will be discussed as subsets of the four primary functions in Exhibit 1.1. 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, which
influence how managers perform these functions.

Planning

Planning means identifying goals for future organizational performance and decid-
ing on the tasks and use of resources needed to attain them. In other words, mana-
gerial planning defines where the organization wants to be in the future and how

Concept (,OOM/W%WW A business may develop from a
founder’s talent, but good management and vision can take it to
the next level. Tattoo artists Ami James (left) and Chris Nufez (right)
started the business Miami Ink, which is the namesake of the TLC/
Discovery reality television program in its fourth season in 2008.
The partners pitched the concept for the show with a friend and
turned their business into the most well-known tattoo design studio
in the United States. Planning for life after reality TV, James and
Nufez are creating another Miami tattoo studio, Love Hate Tattoo,
because TLC/Discovery will own the rights to the name Miami Ink

TakeaMoment

management The attainment
of organizational goals in an
effective and efficient manner
through planning, organizing,
leading, and controlling
organizational resources.

planning The management
function concerned with defin-
ing goals for future organiza-
tional performance and decid-
ing on the tasks and resources
needed to attain them.
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PART 1 INTRODUCTION TO MANAGEMENT

EXHIBIT | 1.1 TheProcess of Management

organizing The management
function concerned with assign-
ing tasks, grouping tasks into
departments, and allocating
resources to departments.

leading The management
function that involves the
use of influence to motivate
employees to achieve the
organization’s goals.

Concept Covinection  As Chairman and CEO of Google,
Eric Schmidt works with co-founders Sergey Brin and Larry Page to

Management Functions

Planning
Select goals and
ways to attain them

Performance
Controlling Organizing = Attain goals
Monitor activities Assign ® Products

and make corrections responsibility for task

accomplishment

Leading

Use influence to
motivate employees

to get there. An example of good planning comes from Time Warner, Inc., where
the marketing chiefs of the various divisions—HBO, Time Inc., Turner Broadcasting,
Warner Bros., AOL, New Line Cinema, and Time Warner Cable—get together every
three weeks to talk about future projects and how the divisions can work together to
make them more successful. Thanks to careful planning, for example, almost every
division is involved in promoting major films such as The Golden Compass, Hairspray,
and The Lord of the Rings trilogy.®

Organizing

Organizing typically follows planning and reflects how the organization tries to
accomplish the plan. Organizing involves assigning tasks, grouping tasks into depart-
ments, delegating authority, and allocating resources across the organization. In recent
years, companies as diverse as IBM, the Catholic Church,
Motorola, and the Federal Bureau of Investigation have
undergone structural reorganizations to accommodate
their changing plans. At Avon Products, where sales have
stalled and overhead costs have run amok, CEO Andrea
Jung recently trimmed seven layers of management and
reorganized the company into a structure where more
decisions and functions are handled on a global basis to
achieve greater efficiency of scale.’

Leading

Leading is the use of influence to motivate employees
to achieve organizational goals. Leading means creat-
ing a shared culture and values, communicating goals
to employees throughout the organization, and infusing

©ELAINE THOMSON/ASSOCIATED PRESS

strike the right balance between innovation and discipline. These employees with the desire to Perform at a hlgh level.
managers place a high priority on leading through shared values Leading involves motivating entire departments and
and goals to keep Google’s employees motivated and energized. Yet divisions as well as those individuals working immedi-

from his experience of engineering a turnaround at struggling Novell,
Schmidt knows the other management functions of planning,
organizing, and controlling are just as important for success. In

ately with the manager. In an era of uncertainty, global
competition, and a growing diversity of the workforce,

discussing his management role at Google, Schmidt says, “I keep the ablhty to Shape CUIture/ communicate gOﬁlS, and

things focused.”

motivate employees is critical to business success.
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One doesn’t have to be a well-known top manager to be an exceptional leader.
Many managers working quietly in both large and small organizations around the
world also provide strong leadership within departments, teams, nonprofit organiza-
tions, and small businesses. For example, Cara Kakuda is an area general manager
in Hawaii for Nextel Partners, the rural-market division of Nextel Communications.
Kakuda earned the job because of her ability to motivate and inspire employees. “Peo-
ple give her 150 percent,” said a Nextel executive."

Controlling

Controlling is the fourth function in the management process. Controlling means
monitoring employees’ activities, determining whether the organization is on tar-
get toward its goals, and making corrections as necessary. Managers must ensure
that the organization is moving toward its goals. Trends toward empowerment
and trust of employees have led many companies to place less emphasis on top-
down control and more emphasis on training employees to monitor and correct
themselves.

Information technology is helping managers provide needed organizational
control without strict top-down constraints. Companies such as Cisco Systems and
Oracle use the Internet and other information technology to coordinate and monitor
virtually every aspect of operations, which enables managers to keep tabs on perfor-
mance without maintaining daily authoritarian control over employees."

ORGANIZATIONAL PERFORMANCE

The other part of our definition of management is the attainment of organizational
goals in an efficient and effective manner. Management is so important because
organizations are so important. In an industrialized society where complex tech-
nologies dominate, organizations bring together knowledge, people, and raw mate-
rials to perform tasks no individual 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 thousands of videogames, compact discs, and DVDs be made available for our
entertainment? Organizations pervade our society, and managers are responsible for
seeing that resources are used wisely to attain organizational goals.

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 (Wal-Mart),
win pay increases for members (AFL-CIO), meet spiritual needs (United Methodist
Church), or provide social satisfaction (college sorority). Deliberately structured means
that tasks are divided and responsibility for their performance is assigned to orga-
nization members. This definition applies to all organizations, including both profit
and nonprofit. 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 coor-
dinate resources in an effective and efficient manner to accomplish the organization’s
goals. Organizational effectiveness is the degree to which the organization achieves
a stated goal, or succeeds in accomplishing what it tries to do. Organizational effec-
tiveness 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 materials, money, and people are necessary for producing
a given volume of output. Efficiency can be calculated as the amount of resources
used to produce a product or service. Efficiency and effectiveness can both be high in
the same organization. Managers at retailer Target, for instance, continually look for
ways to increase efficiency while also meeting the company’s quality and customer
satisfaction goals.

controlling The management
function concerned with moni-
toring employees’activities, keep-
ing the organization on track
toward its goals, and making
corrections as needed.

organization A social entity
that is goal directed and delib-
erately structured.

effectiveness The degree to
which the organization achieves
a stated goal.

efficiency The use of minimal
resources—raw materials, mon-
ey, and people—to produce a
desired volume of output.
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Target

performance The organiza-
tion’s ability to attain its goals
by using resources in an ef-
ficient and effective manner.

conceptual skill The cogni-
tive ability to see the orga-
nization as a whole and the
relationships among its parts.

PART 1 INTRODUCTION TO MANAGEMENT

Expect more, pay less. An astonishing 97 percent of Americans recognize Target’s red-and-
white bull’s-eye brand, and almost as many are familiar with the slogan. “Sometimes we
focus a little bit more on the ‘pay less,” sometimes on the ‘expect more,” but the guardrails
are there,” says Gregg Steinhafel, who took over as CEO of the trendy retailer in May 2008.

Target’s slogan not only offers a promise to customers, it also reflects the company’s
emphasis on both effectiveness and efficiency. Target has an elite, secret team, called the
“creative cabinet” that is made up of outsiders of various ages, interests, and nationalities
who provide ideas and insights that keep the company on the cutting edge of consumer
trends and give their input regarding managers’ strategic initiatives. Innovation, design, and
quality are key goals, and managers focus on providing a fun store experience and a unique,
exciting product line. At the same time, they keep a close eye on costs and operating efficien-
cies to keep prices low. “I talk a lot about gross margin rate and the key drivers to improve
our metrics and performance,” Steinhafel says. In its SuperTarget centers, the retailer is able
to consistently underprice supermarkets on groceries by about 10 percent to 15 percent and
comes very close to Wal-Mart’s rock-bottom prices.

As the economy slows, Target, like other retailers, has found the need to adjust worker
hours and look for other efficiencies, which has drawn unfavorable attention from worker
advocacy groups. Managers have to walk a fine line to continue to meet their goals for both
efficiency and effectiveness.”

All managers have to pay attention to costs, but severe cost cutting to improve
efficiency can sometimes hurt organizational effectiveness. The ultimate responsibil-
ity of managers is to achieve high performance, which is the attainment of organiza-
tional goals by using resources in an efficient and effective manner.

MANAGEMENT SKILLS

A manager’s job is complex and multidimensional and, as we shall see throughout
this book, 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 summarized in three categories: conceptual, human, and technical.”® As illus-
trated in Exhibit 1.2, the application of these skills changes as managers move up in
the organization. Although the degree of each skill necessary at different levels of an
organization may vary, all managers must possess skills in each of these important
areas to perform effectively.

Conceptual Skills

Conceptual skill is the cognitive ability to see the organization as a whole system
and the relationships among its parts. Conceptual skill involves the manager’s think-
ing, information processing, and planning abilities. It involves knowing where one’s
department 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.**

EXHIBIT 1.2 Relationship of Conceptual, Human, and Technical Skills to Management

Management Level
Top Managers

Middle Managers

First-Line Managers

Nonmanagers (Individual Contributors)

Conceptual Skills m " Technical Skills
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Conceptual skills are needed by all managers but are especially important for
managers at the top. Many of the responsibilities of top managers, such as decision
making, resource allocation, and innovation, require a broad view. Consider how
recent strategic changes at General Electric reflect the conceptual skills of CEO Jeff
Immelt. Immelt is remaking GE by thinking on a broad, long-term scale about the
types of products and services people around the world are going to need in the
future. He’s pushing for growth by investing heavily in basic scientific and tech-
nological research, looking toward the needs of developing countries, and making
structural and cultural changes that focus GE toward creating innovative products
and services to meet shifting customer needs."

Human Skills

Human skill is the manager’s ability to work with and through other people and to
work effectively as a group member. Human skill is demonstrated in the way a man-
ager relates to other people, including the ability to motivate, facilitate, coordinate,
lead, communicate, and resolve conflicts. A manager with human skills allows sub-
ordinates to express themselves without fear of ridicule, encourages participation,
and shows appreciation for employees’ efforts. Heather Coin, manager of the Sher-
man Oaks, California, branch of The Cheesecake Factory, demonstrates exceptional
human skills. She considers motivating and praising her staff a top priority. “I really
try to seek out moments because it’s so hard to,” she says. “You could definitely
go for days without doing it. You have to consciously make that decision [to show
appreciation].”'¢

Human skills are essential for managers who work with employees directly
on a daily basis. Organizations frequently lose good people because of front-line
bosses who fail to show respect and concern for employees.”” However, human
skills are becoming increasingly important for managers at all levels. In the past,
many CEOs could get by without good people skills, but no longer. Today’s
employees, boards, customers, and communities are demanding that top execu-
tives demonstrate an ability to inspire respect, loyalty, and even affection rather
than fear. “People are expecting more from the companies they’re working for,
more from the companies they’re doing business with, and more from the com-
panies they’re buying from,” says Raj Sisodia, a professor of marketing at Bentley
College and co-author of a recent book called Firms of Endearment.'s

Technical Skills

Technical skill is the understanding of and proficiency in the performance of specific
tasks. Technical skill includes mastery of the methods, techniques, and equipment
involved in specific functions such as engineering, manufacturing, or finance. Tech-
nical skill also includes specialized knowledge, analytical ability, and the competent
use of tools and techniques to solve problems in that specific discipline. Technical
skills are particularly important at lower organizational levels. Many managers get
promoted to their first management jobs by having excellent technical skills. How-
ever, technical skills become less important than human and conceptual skills as
managers move up the hierarchy. For example, in his seven years as a manufactur-
ing engineer at Boeing, Bruce Moravec developed superb technical skills in his area
of operation. But when he was asked to lead the team designing a new fuselage for
the Boeing 757, Moravec found that he needed to rely heavily on human skills in
order to gain the respect and confidence of people who worked in areas he knew
little about."

Complete the experiential exercise on page 25 that pertains to management
skills. Reflect on the strength of your preferences among the three skills and the
implications for you as a manager.

human skill The ability to
work with and through other
people and to work effectively
as a group member.

technical skill The under-
standing of and proficiency
in the performance of specific
tasks.

TakeaMoment
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When Skills Fail

Everyone has flaws and weaknesses, and these shortcomings become most appar-
ent under conditions of rapid change and uncertainty.*® Therefore, during turbulent
times, managers really have to stay on their toes and apply all their skills and com-
petencies in a way that benefits the organization and its stakeholders—employees,
customers, investors, the community, and so forth. In recent years, numerous highly
publicized examples showed us what happens when managers fail to effectively and
ethically apply their skills to meet the demands of an uncertain, rapidly changing
world. Companies such as Enron, Tyco, and WorldCom were flying high in the 1990s
but came crashing down under the weight of financial scandals. Others, such as Rub-
bermaid and Kmart, are struggling because of years of management missteps.

Although corporate greed and deceit grab the headlines, many more companies
falter or fail less spectacularly. Managers fail to listen to customers, misinterpret sig-
nals from the marketplace, or can’t build a cohesive team and execute a strategic plan.
Over the past several years, many CEOs, including Bob Nardelli at Home Depot,
Carly Fiorina at Hewlett-Packard, and Michael Eisner at Disney have been ousted
due to their failure to implement their strategic plans or keep stakeholders happy.

Recent examinations of struggling organizations and executives offer a glimpse
into the mistakes managers often make in a turbulent environment.* One of the big-
gest blunders is managers’ failure to comprehend and adapt to the rapid pace of
change in the world around them. A related problem is top managers who create
a climate of fear in the organization so that people are afraid to tell the truth and
strive primarily to avoid the boss’s wrath. Thus, bad news gets hidden and impor-
tant signals from the marketplace are missed. People stop thinking creatively, avoid
responsibility, and may even slide into unethical behavior if it keeps them on the
boss’s good side.”

Other critical management missteps include poor communication skills and fail-
ure to listen; poor interpersonal skills; treating employees as instruments to be used;
a failure to clarify direction and performance expectations; suppressing dissenting
viewpoints; and the inability to build a management team characterized by mutual
trust and respect.” Bob Nardelli was forced out at Home Depot largely because he
was unable to build trust and cohesiveness among his board and management team,
and his brusque and unfeeling style alienated executives and rank and file workers
alike. Using expletives for emphasis at one meeting soon after his arrival as CEO,
Nardelli reportedly said, “You guys don’t know how to run a . . . business.” At the
annual meeting where shareholder advocates were protesting Nardelli’s extravagant
pay package, the CEO limited shareholder questions to one minute, sealing his image
as a callous executive unwilling to listen and compromise. He tried to redeem himself
by going on a “listening tour,” but the damage had been done.* Contrast Nardelli’s
approach with that of Jim McNerney, who spent his first six months as CEO of Boeing
talking with employees around the company to understand Boeing’s strengths and
challenges and emphasizing the need for cooperation and teamwork.”

MANAGEMENT TYPES

Managers use conceptual, human, and technical skills to perform the four manage-
ment functions of planning, organizing, leading, and controlling in all organiza-
tions—large and small, manufacturing and service, profit and nonprofit, traditional
and Internet-based. But not all managers’ jobs are the same. Managers are responsi-
ble for different departments, work at different levels in the hierarchy, and meet dif-
ferent 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.” Kevin Kurtz is a middle manager
at Lucasfilm, where he works with employees to develop marketing campaigns
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for some of the entertainment company’s hottest films.?” And Domenic Antonellis
is CEO of the New England Confectionary Co. (Necco), the company that makes
those tiny pastel candy hearts stamped with phrases such as “Be Mine” and “Kiss
Me.”? 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 hierarchical level. Exhibit 1.3 illus-
trates the three levels in the hierarchy. A recent 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.?” For first-level managers,
the main concern is facilitating individual employee performance. Middle manag-
ers, though, are concerned less with individual 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 strat-
egy 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
such titles as president, chairperson, executive director, chief executive officer (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 entrepre-
neurial spirit that can help the company innovate and keep pace with rapid change.*

1

top manager A manager who
is at the top of the organizational
hierarchy and is responsible for
the entire organization.
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Concept @owm&ét«:ow Supported in part by USAID and
published by The Killid Group, a media company headquartered in
Kabul, Mursal is the first nationally distributed women’s magazine

in Afghanistan’s history. Aimed at average women, most of whom
are illiterate due to the lack of educational opportunities, the
publication makes liberal use of photographs to cover a wide range
of women’s issues. It is the job of middle managers, such as the
Mursal editors shown here talking with board member Palwasha
Hassan, to help realize an organization’s strategic goals, which are
typically defined by top management.

middle manager A manager
who works at the middle levels
of the organization and is re-
sponsible for major departments.

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

first-line manager A mana-
ger who is at the first or second
management level and is directly
responsible for the production
of goods and services.

functional manager A mana-
ger who is responsible for a
department that performs a
single functional task and has
employees with similar training
and skills.

PART 1 INTRODUCTION TO MANAGEMENT

Middle managers work at middle levels of the orga-
nization and are responsible for business units and major
departments. Examples of middle managers are depart-
ment head, division head, manager of quality control,
and director of the research lab. Middle managers typi-
cally have two or more management levels beneath them.
They are responsible for implementing the overall strate-
gies and policies defined by top managers. Middle man-
agers generally are concerned with the near future rather
than with long-range planning.

The middle manager’s job has changed dramati-
cally over the past two decades. Many organizations
improved efficiency by laying off middle managers and
slashing middle management levels. Traditional pyrami-
dal organization charts were flattened to allow informa-
tion to flow quickly from top to bottom and decisions to
be made with greater speed. Exhibit 1.3 illustrates the
shrinking middle management.

Yet even as middle management levels have been
reduced, the middle manager’s job has taken on a new vital-
ity. Rather than managing the flow of information up and
down the hierarchy, middle managers create horizontal net-
works that can help the organization act quickly. Research shows that middle managers
play a crucial role in driving innovation and enabling organizations to respond to rapid
shifts in the environment.® As Ralph Stayer, CEO of Johnsonville Sausage said, “Leaders
can design wonderful strategies, but the success of the organization resides in the execu-
tion of those strategies. The people in the middle are the ones who make it work.”*

Middle managers’ status has also escalated because of the growing use
of teams and projects. Strong project managers are in hot demand. A project
manager is responsible for a temporary work project that involves the participa-
tion 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 as well as functional boundaries.

First-line managers are directly responsible for the production 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
groups of nonmanagement employees. Their primary concern is the application of
rules and procedures to achieve efficient production, provide technical assistance,
and motivate subordinates. The time horizon at this level is short, with the empha-
sis on accomplishing day-to-day goals. For example, Alistair Boot manages the
menswear department for a John Lewis department store in Cheadle, England.*
Boot’s duties include monitoring and supervising shop floor employees to make
sure 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.

© SUZANNE PLUNKETT/ASSOCIATED PRESS

Horizontal Differences

The other major difference in management jobs occurs horizontally across the orga-
nization. Functional managers are responsible for departments that perform a sin-
gle functional 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.
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General managers are responsible for several depart-
ments that perform different functions. A general manager
isresponsible for a self-contained division, such asa Macy’s
department store or a General Motors assembly plant, and
for all the functional departments within it. Project manag-
ers also have general management responsibility because
they coordinate people across several departments to
accomplish a specific project.

WHAT Is IT LIKE TO BE A
MANAGER?

© NEWSCOM

Unless someone has actually performed managerial work,

Concept (_,OOMMWOW The father-son team of Don (left)

it is hard to understand exaCﬂy what managers do onan and Donnie (right) Nelson have both held the position of general
hour-by-hour, day-to-day basis. The manager’s job is S0 manager for the NBA Mavericks. In 1997, when Don Nelson took
diverse that a number of studies have been undertaken in over as general manager and head coach of the Mavericks, the bas-

an attempt to describe exactly what happens. The ques-
tion of what managers actually do to plan, organize, lead,
and control was answered by Henry Mintzberg, who

ketball team was in a freefall. Donnie joined his father the next year
as assistant coach to help build the team. They were rewarded for
their efforts in 2003 when the team broke through with a dynamic
defense. Donnie moved into the general manager position in 2005

followed managers around and recorded all their activi- when his father stepped down and enjoyed overseeing the Mavericks
ties.* He developed a description of managerial work that ~ play in the NBA finals in 2007 and 2008.

included three general characteristics and ten roles. These
characteristics and roles, discussed in the following sec-
tions, have been supported in subsequent research.*

More recent research has looked at what managers like to do. The research found
that both male and female managers across five different countries reported that
they most enjoy activities such as leading others, networking, and leading inno-
vation. Activities managers like least include controlling subordinates, handling
paperwork, and managing time pressures.”** Many new managers in particular
find the intense time pressures of management, the load of administrative paper-
work, 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.

How will you make the transition to a new manager’s position? Complete the
New Manager Self-Test on page 14 to see how prepared you are to step into a
management role.

Making the Leap: Becoming a New Manager

Many people who are promoted into a manager position have little idea what the job
actually 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.*”

Organizations often promote the star performers—those who demonstrate indi-
vidual expertise in their area of responsibility and have an ability to work well with
others—both to reward the individual and to build new talent into the managerial
ranks. But making the shift from individual contributor to manager is often tricky.
Dianne Baker, an expert nurse who was promoted to supervisor of an out-patient
cardiac rehabilitation center, quickly found herself overwhelmed by the challenge of
supervising former peers, keeping up with paperwork, and understanding financial
and operational issues.® Baker’s experience is duplicated every day as new man-
agers struggle with the transition to their new jobs. Harvard professor Linda Hill

TakeaMoment

general manager A manager
who is responsible for several
departments that perform
different functions.

=
o
=
(<]
a
c
(o]
=5
o
3




14

Self-Test,

Manager Achievement

Rate each item below based on your orientation
toward personal achievement. Read each item and
check either Mostly True or Mostly False as you
feel right now.

Mostly  Mostly
True False

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

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

3. Ilike the feeling I get from
winning.

4. | like to develop my skills
to a high level.

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

6. |am frequently the most
valuable contributor to a
team.

7. |like competitive
situations.

8. To get ahead, it is impor-
tant to be viewed as a
winner.

PART 1 INTRODUCTION TO MANAGEMENT

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 others. A desire to
be a winner may put you in competition with your
people rather than a focus on developing their
skills. As a manager, you will not succeed as a lone
achiever who does not facilitate and coordinate
others. If you checked three or fewer as Mostly
True, your basic orientation is good. If you scored
six or higher, your focus is on being an individual
winner. You will want to shift your perspective to
become an excellent manager.

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 becoming a manager involves
more than learning a new set of skills. Rather, becoming a manager means a pro-
found transformation in the way people think of themselves, called personal identity,
that includes letting go of deeply held attitudes and habits and learning new ways
of thinking.* Exhibit 1.4 outlines the transformation from individual performer to
manager.

Recall our earlier discussion of the role of manager as the executive function of the
organization, the person who builds systems rather than doing specific tasks. The indi-
vidual performer is a specialist and a “doer.” His or her mind is conditioned to think in
terms of performing specific tasks and activities as expertly as possible. The manager,
on the other hand, has to be a generalist and learn to coordinate a broad range of activi-
ties. 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 man-
ager, though, gets things done through other people. Indeed, one of the most common
mistakes new managers make is wanting to do all the work themselves rather than
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From Individual

Identity

® Specialist, performs
specific tasks

® Gets things done
through own efforts

¢ An individual actor

® Works relatively
independently

To Manager
Identity

® Generalist, coordinates
diverse tasks

® Gets things done
through others

¢ A network builder

® Works in highly
interdependent manner
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EXHIBIT 1.4

Making the Leap from
Individual Performer to
Manager
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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, 2nd ed. (Boston, MA: Harvard Business School Press, 2003): 6.

delegating to others and developing others’ abilities.*’ Lisa Drakeman made this mis-
take when she moved from teaching religion to being CEO of a biotechnology startup.

Lisa Drakeman,
Genmab AS

Lisa Drakeman was teaching religion at Princeton when her husband asked her to help
out at Medarex, a new biotechnology company he founded to develop antibody-based
medicines for cancer, inflammation, and infectious disease. Drakeman began performing
various tasks part-time, but soon found herself heading up a spinoff company, Genmab
AS of Denmark.

One of the toughest things Drakeman had to learn was to stop doing everything herself.
In the beginning, she attended every meeting, interviewed every job candidate, and read every
draft of clinical trial designs. She soon realized that she couldn’t master every detail and that
trying to do so would stall the company’s growth. Although it was hard to step back, Drake-
man eventually made the transition from doing individual tasks to performing the executive
function. She established clear procedures and began delegating the details of products and
clinical trials to others. Rather than interviewing job candidates herself, she set up human
resources systems to enable others to interview, hire, and train employees. By developing
from individual performer to manager, Drakeman helped Genmab grow from 25 employees
to around 200 within a few years.’

Another problem for many new managers is that they expect to have greater free-
dom to do what they think is best for the organization. In reality, though, manag-
ers find themselves hemmed in by interdependencies. Being a successful manager
means thinking in terms of building teams and networks, becoming a motivator
and organizer within a highly interdependent system of people and work. Although
the distinctions may sound simple in the abstract, they are anything but. In essence,
becoming a manager means becoming a new person and viewing oneself in a com-
pletely new way.

Can you make a personal transformation from individual performer to manager,
accomplishing work by engaging and coordinating other people? Look back at TakeaMoment

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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Shoptalk

PART 1 INTRODUCTION TO MANAGEMENT

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 managers cope, learn, and grow. In addition, some of today’s organizations are
using great care in selecting people for managerial positions, including ensuring that
each candidate understands what management involves and really wants to be a
manager. A career as a manager can be highly rewarding, but it can also be stressful
and frustrating. The Manager’s Shoptalk further examines some of the challenges
new managers face. After reading the Shoptalk, can you answer “Yes” to the question

“Do I really want to be a manager?”

Do You Really Want To Be A Manager?

Is management for you? Becoming 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, and not every person will be
happy and fulfilled in a management position. Here
are some of the issues would-be managers should
consider before deciding they want to pursue a man-
agement career:

1. The increased workload. It isn’t unusual for
managers to work 70 to 80 hours per week, and
some work even longer hours. A manager’s job
always starts before a shift and ends hours after
the shift is over. When Ray Sarnacki was pro-
moted to manager at an aerospace company, he
found himself frustrated by the incessant travel,
endless paperwork, and crowded meeting sched-
ule. He eventually left the job and found happi-
ness in a position earning about one-fifth of his
peak managerial salary.

2. The challenge of supervising former peers. This
issue can be one of the toughest for new manag-
ers. They frequently struggle to find the right
approach, with some trying too hard to remain
“one of the gang,” and others asserting their
authority too harshly. In almost all cases, the
transition from a peer-to-peer relationship to a
manager-to-subordinate one is challenging and
stressful.

3. The beadache of responsibility for other people.
Alot of people get into management because
they like the idea of having power, but the real-
ity is that many managers feel overwhelmed by
the responsibility of hiring, supervising, and dis-
ciplining others. New managers are often aston-
ished at the amount of time it takes to handle

“people problems.” Kelly Cannell, who quit her
job as a manager, puts it this way: “What’s the
big deal [about managing people]? The big deal
is that people are human. . . . To be a good man-
ager, you have to mentor them, listen to their
problems, counsel them, and at the end of the day
you still have your own work on your plate. . . .
Don’t take the responsibility lightly, because no
matter what you think, managing people is not
easy.”

4. Being caught in the middle. Except for those
in the top echelons, managers find themselves
acting as a backstop, caught between upper
management and the workforce. Even when
managers disagree with the decisions of top
executives, they are responsible for implement-
ing them.

For some people, the frustrations of management
aren’t worth it. For others, management is a fulfill-
ing and satisfying career choice and the emotional
rewards can be great. One key to being happy as a
manager may be carefully evaluating whether you
can answer yes to the question, “Do I really want to
be a manager?”

SOURCES: Erin White,“Learning to Be the Boss,” The Wall
Street Journal, November 21, 2005; Jared Sandberg,“Down
Over Moving Up: Some New Bosses Find They Hate Their
Jobs,” The Wall Street Journal, July 27, 2005; Heath Row,“Is
Management for Me? That Is the Question,” Fast Company
(February—March 1998): 50-52; Timothy D. Schellhardt,“Want
to Be a Manager? Many People Say No, Calling Job Miser-
able,” The Wall Street Journal, April 4, 1997; and Matt Murray,
“Managing Your Career—The Midcareer Crisis: Am I in This
Business to Become a Manager?” The Wall Street Journal,
July 25, 2000.
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Manager Activities

Most new managers are unprepared for the variety of activities managers routinely
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.*? The widespread and voluminous nature of a manager’s
involvements leaves little time for quiet reflection. The average time spent on any one
activity is less than nine minutes.

Managers shift gears quickly. Significant crises are interspersed with trivial events
in no predictable sequence. Every manager’s job, while in most cases not as poten-
tially dangerous, is similar in its diversity and fragmentation to that of U.S. Marine
Corps officers managing the reconstruction efforts in Iraq. Consider the diverse
events in a typical day for Capt. Sean Miller in Fallujah, Iraq:*

= Begins the day meeting with tribal sheiks and local officials to decide which proj-
ects to finance.

= Drives to a command center to check the status of a job that a contractor has left
unfinished.

= Walks to a nearby school to discuss awards for students who recite passages from
the Koran.

m Isinterrupted by a handful of people who have come with questions or demands:
one asks about a relative he says had been detained several years ago; another
pushes a contract for review into Miller’s hands; a third is seeking work; and so
on.

= Finally returns to the discussion of student awards.

m  Agrees to a tour of the school, where a contractor explains his request for a $50,000
generator that Miller thinks can be obtained for $8,000.

m  Checks the recently cleaned grounds at another school and finds that papers and
other trash once again litter the area.

= Notices a man running a pipe from his roof and warns him against running his
sewage to the school.

m Calms and directs his marines, who grow skittish as children, some in their upper
teens, rush from the school building.

= Stops by a café to hear young men’s complaints that they are asked to pay bribes
to get a job on the police force.

= Near sunset, takes photos of a still-damaged cemetery door that contractors have
been paid to repair.

Life on Speed Dial The manager performs a great deal of work at an unrelenting
pace.**Managers’ work is fast paced and requires great energy. The managers observed
by Mintzberg processed 36 pieces of mail each day, attended eight meetings, and took
a tour through the building or plant. As soon as a manager’s daily calendar is set,
unexpected disturbances erupt. New meetings are required. During time away from
the office, executives catch up on work-related reading, paperwork, phone calls, and
e-mail. Technology, such as e-mail, instant messaging, cell phones, and laptops, inten-
sifies the pace. For example, Brett Yormark of the New Jersey Nets typically responds
to about 60 messages before he even shaves and dresses for the day.*

The fast pace of a manager’s job is illustrated by Heather Coin, the Cheese-
cake Factory manager we introduced earlier in the chapter. “I really try to keep the
plates spinning,” Coin says, comparing her management job to a circus act. “If I see
a plate slowing down, I go and give it a spin and move on.” She arrives at work
about 9:30 a.m. and checks the financials for how the restaurant performed the day
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role A set of expectations for

one’s behavior.

1.5

Ten Manager Roles

PART 1 INTRODUCTION TO MANAGEMENT

before. Next comes a staff meeting and various personnel duties. Before and after the
lunch shift, she’s pitching in with whatever needs to be done—making salads in the
kitchen, expediting the food, bussing the tables, or talking with guests. After lunch,
from 3:00 to 4:30 p.m., Heather takes care of administrative duties, paperwork, or
meetings with upper management, media, or community organizations. At 4:30, she
holds a shift-change meeting to ensure a smooth transition from the day crew to the
night crew. Throughout the day, Heather also mentors staff members, which she con-
siders the most rewarding part of her job. After the evening rush, she usually heads
for home about 10 p.m., the end of another 12.5-hour day.*

Manager Roles

Mintzberg’s observations and subsequent research indicate that diverse manager
activities can be organized into 10 roles.”” A role is a set of expectations for a man-
ager’s behavior. Exhibit 1.5 provides examples of each of the roles. These roles are
divided into three conceptual categories: informational (managing by information);
interpersonal (managing through people); and decisional (managing through action).
Each role represents activities that managers 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 manage-
ment cannot be practiced as a set of independent parts; all the roles interact in the real
world of management. As Mintzberg says, “The manager who only communicates
or only conceives never gets anything done, while the manager who only ‘does” ends
up doing it all alone.”*

Informational Roles Informational roles describe the activities used to maintain
and develop an information network. General managers spend about 75 percent

Category Role Activity

Informational Monitor Seek and receive information, scan periodicals and
reports, maintain personal contacts.

Disseminator Forward information to other organization mem-
bers; send memos and reports, make phone calls.

Spokesperson Transmit information to outsiders through
speeches, reports, memos.

Interpersonal 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 both inside and outside
organization; use e-mail, phone calls, meetings.

Decisional Entrepreneur Initiate improvement projects; identify new ideas,
delegate idea responsibility to others.

Disturbance handler Take corrective action during disputes or crises;
resolve conflicts among subordinates; adapt to
environmental crises.

Resource allocator Decide who gets resources; schedule, budget, set
priorities.
Negotiator Represent department during negotiation of union

contracts, sales, purchases, budgets; represent
departmental interests.

SOURCES: 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.
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of their time talking to 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 organization, who can use it. One colorful
example of the spokesperson role is Mick Jagger of the
Rolling Stones. The rock band is run like a large, mul-
tinational organization with Jagger as the CEO. Jagger
surrounds himself not only with talented artists, but also
with sophisticated and experienced business executives.
Yet it is Jagger who typically deals with the media and
packages the band’s image for a worldwide audience.*
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Interpersonal Roles Interpersonal roles pertain torela-  Concept Commection  Small business owners often assume
tiOHShipS with others and are related to the human skills multiple management roles"Here on the right Sus§n Solf)vic, ft'oundgr
described carler. The fgurlad role involves handling 574 €O cem, rcios s speespren 1 3 i it
ceremonial and SymbOhC activities for the department or ideas for the online television channel. Solovic fills the monitor role
Organization. The manager represents the Organization in by keeping an eye on current trends that might be helpful to her evolv-
his or her formal managerja] Capacity as the head of the ing company as well as to the small businesses her channel serves.
unit. The presentation of employee awards by a division

manager at Taco Bell is an example of the figurehead role. The leader role encompasses

relationships with subordinates, including motivation, communication, and influ-

ence. The liaison role pertains to the development of information sources both inside

and outside the organization. Stephen Baxter, managing director of Scotland’s Glas-

gow Airport, illustrates the liaison role. Baxter led a rapid expansion of the airport by

coordinating with executives at other organizations to find ways to woo new airlines

to use Glasgow. He recently took on an extra role as president of the Glasgow chamber

of commerce, enabling him to develop more sources of information and support.™

Decisional Roles Decisional roles pertain to those events about which the man-
ager 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 how to get there.”’ Managers become
aware of problems and search for innovations that will correct them. Susan Whit-
ing, Chief of Research for Nielsen Media Research, scheduled dozens of individual
and group meetings with clients to talk about how to adapt the Nielsen ratings for
an era in which more and more shows are being viewed on computers, video iPods,
and other digital devices.” 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 allocate 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 nego-
tiator role involves formal negotiations and bargaining to attain outcomes for the
manager’s unit of responsibility. The manager meets and formally negotiates with
others—a supplier about a late delivery, the controller about the need for additional
budget resources, or the union about a worker grievance.

The relative emphasis a manager puts on these ten roles 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. For example, Exhibit 1.6
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 typically declines while the importance of the liaison role increases as a
manager moves up the organizational hierarchy.
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EXHIBIT 1.6

Hierarchical Levels and
Importance of Leader and
Liaison Roles
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- Leader role

il i D Liaison role
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Supervisory Middle i‘op
Managers Managers Managers

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.

Other factors, such as changing environmental conditions, may also determine
which roles are more important for a manager at any given time. A top manager may
regularly put more emphasis on the roles of spokesperson, figurehead, and negotia-
tor. However, the emergence of new competitors 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 differences,
all managers carry out informational, interpersonal, and decisional roles to meet the
needs of the organization. Managers stay alert to needs both within and outside the
organization to determine what roles are most critical at various times.

MANAGING IN SMALL BUSINESSES AND NONPROFIT
ORGANIZATIONS

Small businesses are growing in importance. Hundreds of small businesses are
opened every month, but the environment for small business today is highly compli-
cated. Small companies sometimes have difficulty developing the managerial dexter-
ity needed to survive in a turbulent environment. One survey on trends and future
developments in small business found that nearly half of respondents saw inade-
quate management skills as a threat to their companies, as compared to less than 25
percent of larger organizations.” Appendix A 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 com-
panies 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. Small-business manag-
ers tend to rate lower on the leader role and on information-processing roles, com-
pared with their counterparts in large corporations.
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Nonprofit organizations also represent a major application of management
talent. 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 differ-
ence is that managers in businesses direct their activities toward earning money for
the company, whereas managers in nonprofits direct their efforts toward generating
some kind of social impact. The unique characteristics and needs of nonprofit organi-
zations created by this distinction present unique challenges for managers.>

Financial resources for nonprofit organizations typically come from government
appropriations, grants, and donations rather than from the sale of products or services
to customers. In businesses, managers focus on improving the organization’s products
and services to increase sales revenues. In nonprofits, however, services are typically
provided to nonpaying clients, and a major problem for many organizations is secur-
ing 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 possible.” Donors generally want their money to go directly to helping cli-
ents rather than for overhead costs. If nonprofit managers can’t demonstrate a highly
efficient use of resources, they might have a hard time securing 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 guidelines, striving for greater transparency and accountability to boost credibility
with constituents and be more competitive when seeking funding.*

In addition, because nonprofit organizations do not have a conventional bottom line,
managers often struggle with the question of what constitutes results and effective-
ness. It is easy to measure dollars and cents, but the metrics of success in nonprofits
are much more ambiguous. Managers have to measure intangibles such as “improve
public health,” “make a difference in the lives of the disenfranchised,” 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
often depend on volunteers and donors who cannot be supervised and controlled in
the same way a business manager deals with employees.

The roles defined by Mintzberg also apply to nonprofit managers, but these 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 allocator (to distribute government resources or grant funds that are
often assigned top-down).

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

MANAGEMENT AND THE NEwW WORKPLACE

Rapid environmental shifts, such as changes in technology, globalization, and shifting
social values, are causing fundamental transformations that have a dramatic impact
on the manager’s job. These transformations are reflected in the transition to a new
workplace, as illustrated in Exhibit 1.7.

New Workplace Characteristics

The primary characteristic of the new workplace is the digitization of business,
which has radically altered the nature of work, employees, and the workplace
itself.” The old workplace is characterized by routine, specialized tasks, and
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1.7

The Transition to a
New Workplace

interim manager A man-
ager who is not affiliated with a
specific organization but works
on a project-by-project basis or
provides expertise to organiza-
tions in a specific area.

70 - .
Concept Connectior At New York City’s Colors, a
project of the Restaurant Opportunities Center, collaboration
and teamwork are the keys to success. Many of the restaurant’s

PART 1 INTRODUCTION TO MANAGEMENT

The New Workplace The Old Workplace

Characteristics

Technology Digital Mechanical

Work Flexible, virtual Structured, localized

Workforce Empowered; diverse Loyal employees;
homogeneous

Management Competencies

Leadership Empowering Autocratic
Doing Work By teams By individuals
Relationships Collaboration Conflict, competition

standardized control procedures. Employees typically perform their jobs in one
specific company facility, such as an automobile factory located in Detroit or an
insurance agency located in Des Moines. Individuals concentrate on doing their
own specific tasks, and managers are cautious about sharing knowledge and infor-
mation across boundaries. The organization is coordinated and controlled through
the vertical hierarchy, with decision-making authority residing with upper-level
managers.

In the new workplace, by contrast, work is free-flowing and flexible. Structures are
flatter, and lower-level employees make decisions based on widespread informa-
tion and guided by the organization’s mission and values.”® Empowered employees
are expected to seize opportunities and solve problems as they emerge. Knowledge
is widely shared, and people throughout the company keep in touch with a broad
range of colleagues via advanced technology. The valued worker is one who learns
quickly, shares knowledge, and is comfortable with risk, change, and ambiguity. Peo-
ple expect to work on a variety of projects and jobs throughout their careers rather
than staying in one field or with one company.

The new workplace is organized around networks rather than rigid hierarchies,
and work is often virtual, with managers having to supervise and coordinate people
who never actually “come to work” in the traditional
sense.” Flexible hours, telecommuting, and virtual teams
are increasingly popular ways of working that require
new skills from managers. Using virtual teams allows
organizations to tap the best people for a particular job,
no matter where they are located. Teams may include
outside contractors, suppliers, customers, competitors,
and interim managers. Interim managers are manag-
ers who are not affiliated with a specific organization
but work on a project-by-project basis or provide exper-
tise to organizations in a specific area.®” This approach
enables a company to benefit from specialist skills with-
out making a long-term commitment, and it provides
flexibility for managers who like the challenge, variety,
and learning that comes from working in a wide range of
organizations.

Technology also enables companies to shift signifi-

©BEBETO MATTHEWS/ASSOCIATED PRESS

employee-owners, immigrants hailing from about 22 different cant chunks of what were once considered core func-
nations, worked in the World Trade Center’s North Tower Windows tions to outsiders via outsourcing, joint ventures, and
on the World restaurant before its destruction on September 11, other complex alliances. U.S. companies have been send-

2001. They share a strong commitment to a mission of honoring
the 73 Windows employees who died and improving the restaurant
industry working conditions. General manager Stefan Mailvaganam

ing manufacturing work to other countries for years to
cut costs. Now, high-level knowledge work is also being

(left), shown with head chef Raymond Mohan (right), says the goal outsourced to countries such as India, MalaYSia/ and
of Colors is to be “a restaurant with a conscience.” South Africa.”
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New Management Competencies

In the face of these transitions, managers must rethink their approach to organizing,
directing, and motivating employees. Today’s best managers give up their command-
and-control mind-set to focus on coaching and providing guidance, creating organi-
zations that are fast, flexible, innovative, and relationship-oriented.

Instead of “management-by-keeping-tabs,” managers employ an empowering lead-
ership style.®> When people are working at scattered locations, managers can’t con-
tinually monitor behavior. In addition, they are sometimes coordinating the work
of people who aren’t under their direct control, such as those in partner organiza-
tions. They have to set clear expectations, guide people toward goal accomplishment
through vision, values, and regular communication, and develop a level of trust in
employees’ commitment to getting the job done.

Read the ethical dilemma on page 25 that pertains to managing in the new
workplace. Think about what you would do and why to begin understanding
how you will solve thorny management problems.

Success in the new workplace depends on the strength and quality of collabora-
tive relationships. New ways of working emphasize collaboration across functions
and hierarchical levels as well as with other companies. Team-building skills are
crucial. Instead of managing a department of employees, many managers act as
team leaders of ever-shifting, temporary projects. When a manager at IBM needs
to staff a project, he or she gives a list of skills needed to the human resources
department, which provides a pool of people who are qualified. The manager
then puts together the best combination of people for the project, which often
means pulling people from many different locations. IBM estimates that about
40 percent of its employees participate in virtual teams.®*

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 many new manag-
ers have a hard time with today’s flexible work environment. Managers of depart-
ments participating in Best Buys’ Results-Only Work Environment program, which
allows employees to work anywhere, anytime as long as they complete assignments
and meet goals, for example, find it difficult to keep themselves from checking to see
who’s logged onto the company network.®

Even more changes and challenges are on the horizon for organizations and
managers. It’s an exciting 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 managers are playing in the twenty-first century, and about how you
can be an effective manager in a complex, ever-changing world.
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TakeaMoment

A MANAGER'’S ESSENTIALS: WHAT HAVE WE LEARNED?

m This chapter introduced the topic of management and defined the types of roles
and activities managers perform. Managers are responsible for attaining organi-
zational goals in an efficient and effective manner through the four management
functions of planning, organizing, leading, and controlling. Managers are the
executive function of the organization. Rather than performing specific tasks,
they are responsible for creating systems and conditions that enable others to
achieve high performance.

m To perform the four functions, managers need three types of skills—conceptual,
human, and technical. Conceptual skills are more important at top levels of the
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organization; human skills are important at all levels; and technical skills are
most important for first-line managers.

® A manager’s job varies depending on whether one is a top manager, middle man-
ager, or first-line manager. A manager’s job may also differ across the organization,
to include project managers and interim managers as well as functional managers
(including line managers and staff managers) and general managers.

® Becoming a manager requires a shift in thinking. New managers often struggle
with the challenges of coordinating a broad range of people and activities, del-
egating to and developing others, and relating to former peers in a new way.

m Managers’ activities are associated with ten roles: the informational roles of
monitor, disseminator, and spokesperson; the interpersonal roles of figurehead,
leader, and liaison; and the decisional roles of entrepreneur, disturbance handler,
resource allocator, and negotiator.

m Rapid and dramatic change in recent years has caused significant shifts in the
workplace and the manager’s job. Rather than managing by command and con-
trol, managers of today and tomorrow use an empowering leadership style that
focuses on vision, values, and communication. Team-building skills are crucial.
Instead of just directing tasks, managers focus on building relationships, which
may include customers, partners, and suppliers.

DISCUSSION QUESTIONS

1.

How do you feel about having a manager’s respon-
sibility in today’s world characterized by uncer-
tainty, ambiguity, and sudden changes or threats
from the environment? Describe some skills and
qualities that are important to managers under
these conditions.

. Assume you are a project manager at a biotech-

nology company, working with managers from
research, 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 manag-
ers. What is your evaluation of her behavior? As
project manager, what do you do?

. JetfImmelt of GE said that the most valuable thing

he learned in business school was that “there are
24 hours in a day, and you can use all of them.”
Do you agree or disagree? What are some of the
advantages to this approach to being a manager?
What are some of the drawbacks?

. Why do some organizations seem to have a new

CEO every year or two, whereas others have top
leaders who stay with the company for many years
(e.g., Jack Welch’s 20 years as CEO at General Elec-
tric)? What factors about the manager or about the
company might account for this difference?

10.

. Is efficiency or effectiveness more important to orga-

nizational performance? Can managers improve
both simultaneously?

. You are a bright, hard-working entry-level man-

ager 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 peo-
ple skills can be learned, or do you need to rethink
your career path? If people skills can be learned,
how would you go about it?

. If managerial work is characterized by variety, frag-

mentation, and brevity, how do managers perform
basic management functions such as planning,
which would seem to require reflection and analysis?

. A college professor told her students, “The pur-

pose of a management course is to teach students
about management, not to teach them to be man-
agers.” Do you agree or disagree with this state-
ment? Discuss.

. Discuss some of the ways organizations and jobs

changed over the past 10 years. What changes do
you anticipate over the next 10 years? How might
these changes affect the manager’s job and the
skills a manager needs to be successful?

How might the teaching of a management course
be designed to help people make the transition
from individual performer to manager in order to
prepare them for the challenges they will face as
new managers’?
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MANAGEMENT IN PRACTICE: EXPERIENTIAL EXERCISE

Management Aptitude Questionnaire

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

(D 1am never like this.

(@ 1am rarely like this.
(3)1am sometimes like this.
(@)1 am often like this.
(5)1am 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 45
2. Most people would describe me as a good listener.
1 2 3 45

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

1 2 3 45

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

1 2 3 45

5. When I have a serious disagreement with some-
one, | hang in there and talk it out until it is com-
pletely resolved.

1 2 3 45

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

1 2 3 45

7. I would rather sit in front of my computer than
spend a lot of time with people.
1 2 3 45

8. I try to include others in activities or discussions.
1 2 3 45

9. When I take a course, I relate what I am learn-

ing to other courses I took or concepts I learned
elsewhere.

1 2 3 45
10. When somebody makes a mistake, I want to cor-

rect the person and let her or him know the proper
answer or approach.

1 2 3 45
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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.

123 45

12. T know my long-term vision of career, family, and
other activities and have thought it over carefully.
123 45

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

123 45

14. When I am working on a group project and some-
one doesn’t pull a fair share of the load, I am more
likely to complain to my friends rather than con-
front the slacker.

123 45

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

1 2 3 45

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

1 2 3 45

17. 1 think it is better to be polite and not to hurt peo-
ple’s feelings.

1 2 3 45
18. Data or things interest me more than people.
1 2 3 45

Scoring and Interpretation

Subtract your scores for questions 6, 10, 14, and 17
from the number 6, and then add the total points for
the following sections:

1,3,6,9,12,15
2,5,8,10,14,17 Human skills total score
4,7,11,13,16,18 Technical skills total score

Conceptual skills total score

These skills are three abilities needed to be a good
manager. Ideally, a manager should be strong (though
not necessarily equal) in all three. Anyone noticeably
weaker in any of the skills should take courses and
read to build up that skill. For further background
on the three skills, please refer to the explanation on
pages 8-9.

NOTE: This exercise was contributed by Dorothy Marcic.
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MANAGEMENT IN PRACTICE: ETHICAL DILEMMA

Can Management Afford to Look the Other Way?

Harry Rull had been with Shellington Pharmaceuti-
cals 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 under his
supervision. Over casual lunch conversation, the direc-
tor 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 some-
one in senior management. After lunch, Harry did
some follow-up work. Jacobs” performance reviews
had been stellar, but his personnel file also contained a
large number of notes documenting charges of Jacobs’
mistreatment of subordinates. The complaints ranged
from “inappropriate and derogatory remarks” to sub-
sequently dropped charges of sexual harassment. What
was more disturbing was that the amount as well as
the severity of complaints had increased with each of
Jacobs’ 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 products. 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, Sally Barton from
HR called to let him know that the problem she’d
mentioned over lunch had been worked out. How-
ever, she warned, another employee had now come
forward demanding that her complaints be addressed
by senior management.

What Would You Do?

1. Ignore the problem. Jacobs’ contributions to new
product development are too valuable to risk los-
ing him, and the problems over the past ten years
have always worked themselves out anyway. No
sense starting something that could make you look
bad.

2. Launch a full-scale investigation of employee com-
plaints about Jacobs, and make Jacobs aware that
the 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, then start working with
Sally Barton and other senior managers to develop
stronger policies regarding sexual harassment and
treatment of employees, including clear-cut proce-
dures for handling complaints.

SOURCE: Based on Doug Wallace, “A Talent for Mismanagement: What
Would You Do?” Business Ethics 2 (November—December 1992): 3—4.

CASE FOR CRITICAL ANALYSIS

Elektra Products, Inc.

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

Martin Griffin, who had been hired to revive the
failing company, briskly opened the meeting with a

challenge: “As we face increasing competition, we
need new ideas, new energy, new spirit to make this
company great. And the source for this change is
you—each one of you.” He then went on to explain
that under the new empowerment campaign, employ-
ees would be getting more information about how the
company was run and would be able to work with
their fellow employees in new and creative ways.
Martin proclaimed a new era of trust and cooperation
at Elektra Products. Barbara felt the excitement stir-
ring within her; but as she looked around the room,
she saw many of the other employees, including her
friend Simon, rolling their eyes. “Just another pile of
corporate crap,” Simon said later. “One minute they
try downsizing, the next reengineering. Then they
dabble in restructuring. Now Martin wants to push
empowerment. Garbage like empowerment isn’t a
substitute for hard work and a little faith in the people
who have been with this company for years. We made
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it great once, and we can do it again. Just get out of
our way.” Simon had been a manufacturing engineer
with Elektra Products for more than 20 years. Barbara
knew he was extremely loyal to the company, but
he—and a lot of others like him—were going to be an
obstacle to the empowerment efforts.

Top management assigned selected managers to
several problem-solving teams to come up with ideas
for implementing the empowerment campaign. Bar-
bara loved her assignment as team leader of the man-
ufacturing team, working on ideas to improve how
retail stores got the merchandise they needed when
they needed it. The team thrived, and trust blossomed
among the members. They even spent nights and
weekends working to complete their report. They
were proud of their ideas, which they believed were
innovative but easily achievable: permit a manager
to follow a product from design through sales to cus-
tomers; allow salespeople to refund up to $500 worth
of merchandise on the spot; make information avail-
able to salespeople about future products; and swap
sales and manufacturing personnel for short periods
to let them get to know one another’s jobs.

When the team presented its report to department
heads, Martin Griffin was enthusiastic. But shortly
into the meeting he had to excuse himself because of a
late-breaking deal with a major hardware store chain.
With Martin absent, the department heads rapidly
formed a wall of resistance. The director of human
resources complained that the ideas for person-
nel changes would destroy the carefully crafted job
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categories that had just been completed. The finance
department argued that allowing salespeople to make
$500 refunds would create a gold mine for unethi-
cal customers and salespeople. The legal department
warned that providing information to salespeople
about future products would invite industrial spying.
The team members were stunned. As Barbara
mulled over the latest turn of events, she considered
her options: keep her mouth shut; take a chance and
confront Martin about her sincerity in making empow-
erment work; push slowly for reform and work for
gradual support from the other teams; or look for
another job and leave a company she really cares
about. Barbara realized she was looking at no easy
choices and no easy answers.
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Questions

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

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

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

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

chl

Numi Organic Tea: Innovative
Management for Turbulent Times

When Danielle Oviedo showed up for her first day
as the manager of the Distribution Center at Numi
Organic Tea in Oakland, California, her new direct
reports were not happy about the change. They
loved Oviedo’s predecessor, who was more like a
friend to them. Numi’s director of operations, Brian
Durkee, was looking for someone with specific skills
and experience when he hired Danielle; popularity
wasn’t on the list. Durkee hired Danielle because of
her effectiveness and success as a manager in pre-
vious positions. She also had experience leading
much bigger teams in similar departments. Growing
180 percent in one year can wreak havoc at a small
company like Numi; Durkee needed managers who
could respond to the demands of rapid expansion,

minimize the bumps along the way, and grow with
the organization.

Prior to Danielle’s arrival, lead times for customer
orders were far from competitive, and Numi’s inability
to process orders efficiently had caught up with them.
Most of Numi'’s food service customers sell Numi
teas exclusively in their cafes, restaurants, or hotels.
Although loyal customers love Numi’s products, some
were considering taking their business elsewhere
because inventory receipt was unpredictable.

Danielle quickly observed that each employee in
the Distribution Center tended to perform his or her
task in isolation with little attention to anything else.
To solve this problem, she trained all the Distribu-
tion Center employees in every critical task and pro-
cess, explaining how all the pieces fit together. In the
future, everyone on her staff would perform multiple
tasks depending on what pressing deadlines loomed.
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A great example of today’s new manager, Danielle
helped her team understand their jobs on a conceptual
level so they could see how their work and success
linked directly to Numi’s larger goals and success.

Turning this very different group of workers into
a well-oiled team that felt invested in the future of
the company didn’t happen overnight. Some people
resisted and resented the added responsibility; they
weren’t used to the flexibility or increased communi-
cation required by this new way of working.

Eventually Danielle’s team started to click. Their
new-found effectiveness, combined with her plan-
ning and organizing skills, as well as some key inno-
vations, made a huge impact on lead times. With
additional tweaks and time to practice the new Distri-
bution Center regime, Danielle’s team cut lead times
for international orders by about 75 percent—from
15 to 5 days. Lead times for domestic orders histori-
cally averaged 3 to 5 days. Since Danielle has gotten
things under control, orders often ship the same day
or within a maximum of 2 to 3 days.

Numi’s customer service manager, Cindy Graf-
fort, is thrilled about Danielle’s achievements and
said none of these changes were possible before Dan-
ielle arrived, even though serious attempts had been
made previously to address inefficiencies. According
to Cindy, the dramatic changes were a direct result
of Danielle’s ability to come up with innovative
solutions to the problems plaguing the Distribution
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Center. When asked for more insight into Danielle’s
managerial success, Cindy can’t say enough about
Danielle’s impressive human skills. Unlike old-school
managers, who would hide in their warehouse offices
and manage employees from afar, Danielle usually
can be found out on the floor “working with her
teammates to ensure they understand the process and
being supportive.”

According to Durkee, Danielle is a “calm and
assertive leader [who people] grab on to . . . and fol-
low.” No matter how crazy things get in the ware-
house with huge, time-sensitive orders coming in and
going out, Danielle keeps a “calm, cool head,” which
helps her team stay calm and focused. She inspires
confidence that everything will get done—and it does.

As for Danielle’s take on her management style,
she thinks her practice of asking team members for
their suggestions yields amazing results. While she
implements many of their ideas, the real coup is that
her team members come to work every day knowing
anything is possible.

Discussion Questions
1. What are some drawbacks of Danielle’s predeces-
sor’s tendency to treat her employees like friends?

2. How likely is Danielle to become a candidate for
top management someday?

3. Can conceptual skills be cultivated easily? Explain.

chl

In Good Company

A corporate takeover brings star advertising execu-
tive Dan Foreman (Dennis Quaid) a new boss who
is half his age. Carter Duryea (Topher Grace), Dan’s
new boss, wants to prove his worth as the new mar-
keting chief at Sports America, Waterman Publish-
ing’s flagship magazine. Carter applies his unique
approaches while dating Dan’s daughter, Alex (Scar-
lett Johansson).

Management Behavior

This sequence starts with Carter Duryea entering

Dan Foreman'’s office. It follows Foreman’s interac-
tion with Teddy K. (Malcolm McDowell), Globecom
CEO, after Teddy K.’s speech. Carter Duryea enters
while saying, “Oh, my God, Dan. Oh, my God.” Mark

Steckle (Clark Gregg) soon follows. The sequence
ends with Carter asking, “Any ideas?” Dan Forman
says, “One.” The film cuts to the two of them arriving
at Eugene Kalb’s (Philip Baker Hall) office building.

What to Watch for and Ask Yourself

m Which management skills discussed in this chapter
does Mark Steckle possess? Which does he lack?

m The sequence shows three people who represent
different hierarchical levels in the company. Which
hierarchical levels do you attribute to Carter Dur-
yea, Dan Foreman, and Mark Steckle?

m Critique the behavior shown in the sequence. What
are the positive and negative aspects of the behav-
ior shown?
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After studying this chapter, you should be able to:

1.
2.

Understand how historical forces influence the practice of management.

Identify and explain major developments in the history of management
thought.

Describe the major components of the classical and humanistic man-
agement perspectives.

Discuss the management science perspective and its current use in
organizations.

Explain the major concepts of systems theory, the contingency view, and
total quality management.

Explain what a learning organization is and why this approach has
become important in recent years.

Describe the management changes brought about by a technology-
driven workplace, including the role of supply chain management, cus-
tomer relationship management, and outsourcing.
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ARE YOU A NEW-STYLE OR AN OLD-STYLE MANAGER?'

The following are various behaviors that a manager may SCORING AND INTERPRETATION: Add the total
engage in when relating to subordinates. Read each state- number of Mostly True answers and mark your score on
ment carefully and rate each one Mostly True or Mostly False  the scale below. Theory X tends to be “old-style” manage-
to reflect the extent to which you would use that behavior. ment and Theory Y “new-style,” because the styles are 2
based on different assumptions about people. To learn m
Mostly  Mostly more about these assumptions, you can refer to Exhibit s
True False 2.4 and review the assumptions related to Theory Xand | 3
1. Closely supervise my subordinates Theory Y. Strong Theory X assumptions are typically con- g
in order to get better work from sidered inappropriate for today’s workplace. Where do &
LrEliT: you fit on the X-Y scale? Does your score reflect your per-
2. Set the goals and objectives for ception of yourself as a current or future manager?
my subordinates and sell them on
the merits of my plans. X-Y Scale
3. Setup T:ontrols to ensure tha.t my Theory X 10 5 0 Theory Y
subordinates are getting the job
done. 3
4. Make sure that my subordinates’ g-TU
work is planned out for them. g
5. Check with my subordinates daily X
to see if they need any help.
6. Step in as soon as reports indi-

cate that the job is slipping.

7. Push my people to meet sched-
ules if necessary.

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

The field of management is undergoing tremendous change. The questionnaire you
just completed describes two differing philosophies about how people should be man-
aged, and you will learn more about these ideas in this chapter. Both approaches still
apply in today’s organizations. However, many managers find themselves caught in
a situation where the methods and patterns that kept the organization successful in
the past no longer seem right to keep it thriving today and into the future.

Management philosophies and organizational forms change over time to meet
new needs. The workplace of today is different from what it was 50 years ago—
indeed, from what it was even 10 years ago. Yet some ideas and practices from the
past are still highly relevant and applicable to management.

Many students wonder why history matters to managers. A historical perspective
provides a broader way of thinking, a way of searching for patterns and determining
whether they recur across time periods. For example, certain management practices
that seem modern, such as open-book management or employee stock ownership, have
actually been around for a long time. These techniques have repeatedly gained and lost
popularity since the early twentieth century because of historical forces.? A study of the
past contributes to understanding both the present and the future. It is a way of learning
from others” mistakes so as not to repeat them; learning from others’ successes so as to
repeat them in the appropriate situation; and most of all, learning to understand why
things happen to improve our organizations in the future.

This chapter provides an overview of the ideas, theories, and management philos-
ophies that have contributed to making the workplace what it is today. We examine
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social forces The aspects of a
culture that guide and influence
relationships among people—
their values, needs, and standards
of behavior.

political forces The influence
of political and legal institutions
on people and organizations.

economic forces Forces that
affect the availability, production,
and distribution of a society’s re-
sources among competing users.

TakeaMoment
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several management approaches that have been popular and successful throughout
the twentieth century. The final section of the chapter looks at some recent trends and
current approaches that build on this foundation of management understanding. This
foundation illustrates that the value of studying management lies not in learning cur-
rent facts and research but in developing a perspective that will facilitate the broad,
long-term view needed for management success.

MANAGEMENT AND ORGANIZATION

Studying history doesn’t mean merely arranging events in chronological order; it
means developing an understanding of the impact of societal forces on organiza-
tions. Studying history is a way to achieve strategic thinking, see the big picture, and
improve conceptual skills. Let’s start by examining how social, political, and eco-
nomic forces have influenced organizations and the practice of management.’

Social forces refer to those aspects of a culture that guide and influence relation-
ships among people. What do people value? What do people need? 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 relation-
ships among people and between employees and management.

A significant social force today is the changing attitudes, ideas, and values of Gen-
eration Y employees (sometimes called Nexters).* These young workers, the most edu-
cated generation in the history of the United States, grew up technologically adept and
globally conscious. Unlike many workers of the past, they typically are not hesitant to
question their superiors and challenge the status quo. They want a work environment
that is challenging and supportive, with access to cutting-edge technology, opportu-
nities to learn and further their careers and personal goals, and the power to make
substantive decisions and changes in the workplace. In addition, Gen Y workers have
prompted a growing focus on work/life balance, reflected in trends such as telecom-
muting, flextime, shared jobs, and organization-sponsored sabbaticals.

Political forces refer to the influence of political and legal institutions on people
and organizations. Political forces include basic assumptions underlying the political
system, such as the desirability of self-government, property rights, contract rights,
the definition of justice, and the determination of innocence or guilt of a crime. The
spread of capitalism throughout the world has dramatically altered the business
landscape. The dominance of the free-market system and growing interdependencies
among the world’s countries require organizations to operate differently and manag-
ers to think in new ways. At the same time, strong anti-American sentiments in many
parts of the world create challenges for U.S. companies and managers.

Economic forces pertain to the availability, production, and distribution of
resources in a society. Governments, military agencies, churches, schools, and busi-
ness organizations in every society require resources to achieve their goals, and eco-
nomic forces influence the allocation of scarce resources. One trend is the growing
economic power of less-developed countries. The rapid growth of China and India
and their rise in the global marketplace dominated the 2007 World Bank-International
Monetary Fund annual meetings, for example.” Another force is the shifting of the
economy of the United States and other developed countries, with the sources of
wealth, the fundamentals of distribution, and the nature of economic decision making
undergoing significant changes. Today’s economy is based as much on ideas, informa-
tion, and knowledge as it is on material resources. Supply chains and distribution of
resources have been revolutionized by digital technology. Surplus inventories, which
once could trigger recessions, are declining or completely disappearing.®

As a new manager, do you appreciate a historical perspective to help you interpret
current opportunities and problems? Social, economic, and political forces often
repeat themselves, so your understanding will facilitate a broader view of how
organizations adapt and succeed in today’s environment.
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Management practices and perspectives vary in response to these social, political,
and economic forces in the larger society. During difficult times, managers look for
ideas to help them cope with environmental turbulence and keep their organizations
vital. The Manager’s Shoptalk lists a wide variety of ideas and techniques used by
today’s managers. Management idea life cycles have been growing shorter as the
pace of change has increased. A recent study by professors at the University of Loui-
siana at Lafayette found that, from the 1950s to the 1970s, it typically took more than a
decade for interest in a popular management idea to peak. By the 1990s, the interval
had shrunk to fewer than three years.”

Shoptalk

Contemporary Management Tools

Over the history of management, many fashions and
fads have appeared. Critics argue that new techniques
may not represent permanent solutions. Others feel
that managers adopt new techniques for continuous
improvement in a fast-changing world.

In 1993, Bain and Company started a large research
project to interview and survey thousands of corpo-
rate executives about the 25 most popular manage-
ment tools and techniques. The list for 2007 and their
usage rates are below. How many tools do you know?
For more information on specific tools, visit the Bain
website: http://www.bain.com/management_tools/
home.asp.

Fashion. Over the last decade, tools such as
activity-based management, one-to-one marketing, sce-
nario planning, and virtual teams have dropped out

Strategic Planning

Customer Relationship Management
Customer Segmentation
Benchmarking

Mission and Vision Statements
Core Competencies

Outsourcing

Business Process Reengineering
Scenario and Contingency Planning
Knowledge Management
Strategic Alliances

Balanced Scorecard

Supply Chain Management
Growth Strategy Tools

Total Quality Management
Shared Service Centers

Lean Operations

Collaborative Innovation

Loyalty Management Tools
Mergers and Acquisitions

Six Sigma

Offshoring

Consumer Ethnography
Corporate Blogs

RFID

of the top 25. Business process reengineering has been
mercurial, with 69% usage in 1995, dropping to 38%
in 2000, increasing again to 69% in 2007.

Global. North American executives are more
likely to look outward, using strategic alliances and
collaborative innovation more than companies in other
parts of the world. European executives are big users
of customer segmentation. Latin American executives
use the fewest number of tools. Asia-Pacific execu-
tives report higher use of newer tools like consumer
ethnography and corporate blogs.

SOURCE: Copyright 2007 by Emerald Group Publishing
Limited. Reproduced with permission of Emerald Group
Publishing Limited in the format Textbook via Copyright
Clearance Center.
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Management Perspectives over Time

The Technology-Driven Workplace *‘*‘
The Learning Organization q e
Total Quality Management _f b

Contingency View I

Systems Theory "

Management Science Perspective Il 0

Classical
Perspective

1870 1880 1890

classical perspective A
management perspective that
emerged during the nineteenth
and early twentieth centuries
that emphasized a rational,
scientific approach to the study
of management and sought to
make organizations efficient
operating machines.

Concept Covnection
Frederick Winslow Taylor
(1856-1915). Taylor’s theory
that labor productivity could
be improved by scientifically
determined management
practices earned him the
status of “father of scientific
management.”

Humanistic Perspective IR
s 0

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

Recent challenges such as a tough economy and rocky stock market, environ-
mental and organizational crises, lingering anxieties over war and terrorism, and the
public suspicion and skepticism resulting from corporate scandals have left today’s
executives searching for any management tool—new or old—that can help them get
the most out of limited resources. This search for guidance is reflected in a prolifera-
tion of books, scholarly articles, and conferences dedicated to examining management
fashions and trends.® Exhibit 2.1 illustrates the evolution of significant management
perspectives over time, each of which will be examined in the remainder of this chap-
ter. The timeline reflects the dominant time period for each approach, but elements of
each are still used in today’s organizations.

CrassicAL PERSPECTIVE

The practice of management can be traced to 3000 B.c., to the first government
organizations developed by the Sumerians and Egyptians, but the formal study
of management is relatively recent.” The
early study of management as we know it
today began with what is now called the
classical perspective.

The classical perspective on manage-
ment emerged during the nineteenth and
early twentieth centuries. The factory
system that began to appear in the 1800s
posed challenges 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 oper-
ations, and dealing with increased labor
dissatisfaction and resulting strikes.

These myriad new problems and the
development of large, complex organiza-
tions demanded a new approach to coordi-
nation and control, and a “new sub-species

©THE GRANGER COLLECTION, NEW YORK
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of economic man—the salaried manager”'>—was born. Between 1880 and 1920, the
number of professional managers in the United States grew from 161,000 to more than
1 million." 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.

This perspective contains three subfields, each with a slightly different emphasis:
scientific management, bureaucratic organizations, and administrative principles.'

Scientific Management

Scientific management emphasizes scientifically determined jobs and management
practices as the way 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 physical and mental gears recalibrated for better
productivity.”® Taylor insisted that improving productivity meant that management
itself would have to change and, further, that the manner of change could be deter-
mined only by scientific study; hence, the label scientific management emerged. Taylor
suggested that decisions based on rules of
thumb and tradition be replaced with pre-
cise procedures developed after careful
study of individual situations.™*

Taylor’s philosophy is encapsulated
in his statement, “In the past the man has
been first. In the future, the system must
be first.”*® The scientific management ap-
proach 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 correct move-
ments, 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 associ-
ate 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 independen-
tly of Taylor. He stressed efficiency and was known for
his quest for the one best way to do work. Although
Gilbreth is known for his early work with brick-
layers, his work had great impact on medical sur-
gery by drastically reducing the time patients spent
on the operating 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 presented

© UNDERWOOD & UNDERWOOD/CORBIS
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scientific management A
subfield of the classical manage-
ment perspective that empha-
sized scientifically determined
changes in management prac-
tices as the solution to improving
labor productivity.

concept Connection
Lillian M. Gilbreth (1878-1972),
Frank B. Gilbreth (1868-1924).
This husband-and-wife team
contributed to the principles

of scientific management. His
development of time and
motion studies and her work in
industrial psychology pioneered
many of today’s management
and human resource techniques.

Concept Covnection  Automaker Henry Ford made extensive
use of Frederick Taylor’s scientific management techniques, as illustrated
by this assembly of an automobile 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 rolled off the
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2.2

Characteristics of Scientific
Management

bureaucratic organizations
A subfield of the classical manage-
ment perspective that emphasized
management on an impersonal, ra-
tional basis through such elements
as clearly defined authority and
responsibility, formal record-
keeping, and separation of
management and ownership.
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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.

e [nitiated 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.

a paper in place of her late husband, continued their seminars and consulting, lec-
tured, and eventually became a professor at Purdue University.' 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,
managers should develop standard methods for doing each job, select workers with
the appropriate 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. A recent Harvard
Business Review article discussing innovations that shaped modern management 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 maxi-
mum productivity are deeply embedded in our organizations."”

However, because scientific management ignored the social context and workers’
needs, it led to increased conflict and sometimes violent clashes between managers
and employees. Under this system, workers often felt exploited—a sharp contrast
from the harmony and cooperation that Taylor and his followers 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 per-
spective. Max Weber (1864-1920), a German theorist, introduced most of the concepts
on bureaucratic organizations.'®

During the late 1800s, many European organizations were managed on a per-
sonal, family-like basis. Employees were loyal to a single individual rather than
to the organization or its mission. The dysfunctional consequence of this manage-
ment 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 character-
istics of bureaucracy as specified by Weber.

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
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EXHIBIT | 2.3 Characteristics of Weberian Bureaucracy
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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.

not on whom you know, but rather on competence and technical qualifications,
which are assessed by examination or according to training and experience. The
organization relies on rules and written records for continuity. In addition, rules
and procedures are impersonal and applied uniformly to all employees. A clear
division of labor arises from distinct definitions of authority and responsibility,
legitimized as official duties. Positions are organized in a hierarchy, with each
position under the authority of a higher one. The manager depends not on his or
her personality for successfully giving orders but on the legal power invested in
the managerial position.

Read the ethical dilemma on pages 53-54 that pertains to problems of bureaucracy.
What would it be like for you to be a manager in a bureaucratic organization? Would
you thrive in that environment?

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 seemingly silly procedures. However, rules and
other bureaucratic procedures provide a standard way of dealing with employees.
Everyone gets equal treatment, and everyone knows what the rules are. This foun-
dation enables many organizations to become extremely efficient. Consider United
Parcel Service (UPS), sometimes called Big Brown.

TakeaMoment
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United Parcel
Service (UPS)

administrative principles A
subfield of the classical manage-
ment perspective that focuses
on the total organization rather
than the individual worker,
delineating the management
functions of planning, organiz-
ing, commanding, coordinating,
and controlling.

PART 1 INTRODUCTION TO MANAGEMENT

UPS specializes in the delivery of small packages, delivering more than 13 million every busi-
ness day. In addition, UPS is gaining market share in air service, logistics, and global infor-
mation services. Why has UPS been so successful? One important factor is the concept of
bureaucracy. UPS is bound up in rules and regulations. It teaches drivers an astounding 340
steps for how to correctly deliver a package—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, and so on. Supervisors conduct three-minute inspections of drivers each
day. The company also has rules specifying cleanliness standards for buildings, trucks, and
other properties. No eating or drinking is permitted at employee desks. Every manager is
given bound copies of policy books and is expected to use them.

UPS has a well-defined division of labor. Each plant consists of specialized drivers, load-
ers, 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. Drivers use
a computerized clipboard to track everything from miles per gallon to data on parcel delivery.
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 lead-
ership. Favoritism is forbidden. The bureaucratic model works just fine at UPS, “the tightest
ship in the shipping business.”"

Administrative Principles

Another major subfield within the classical perspective is known as the adminis-
trative principles approach. Whereas scientific management focused on the produc-
tivity of the individual worker, the administrative principles approach focused on
the total organization. The contributors to this approach included Henri Fayol, Mary
Parker Follett, and Chester 1. Barnard.

Henri Fayol (1841-1925) was a French mining engineer who worked his way up
to become head of a major mining group known as Comambault. Comambault sur-
vives today as part of Le Creusot-Loire, the largest mining and metallurgical group
in central France. In his later years, Fayol wrote down his concepts on administration,
based largely on his own management experiences.”

In his most significant work, General and Industrial Management, Fayol discussed
14 general principles of management, several of which are part of management phi-
losophy today. For example:

m Unity of command. Each subordinate receives orders from one—and only
one—superior.

m Division of work. Managerial work and technical work are amenable to special-
ization to produce more and better work with the same amount of effort.

m  Unity of direction. Similar activities in an organization should be grouped together
under one manager.

m  Scalar chain. A chain of authority extends from the top to the bottom of the orga-
nization 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,
commanding, coordinating, and controlling. These functions underlie much of the gen-
eral approach to today’s management theory.

Mary Parker Follett (1868-1933) was trained in philosophy and political science at
what today is Radcliffe College. She applied herself in many fields, including social
psychology and management. She wrote of the importance of common superordinate
goals for reducing conflict in organizations.” Her work was popular with business-
people of her day but was often overlooked by management scholars.?? Follett’s ideas
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served as a contrast to scientific management and are reemerging 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 ana-
lyzed the dynamics of management-organization interactions. Follett addressed issues
that are timely today, such as ethics, power, and how to lead in a way that encourages
employees to give their best. The concepts of empowerment, facilitating rather than con-
trolling employees, and allowing employees to act depending on the authority of the
situation opened new areas for theoretical
study by Chester Barnard and others.”

Chester 1. Barnard (1886-1961) stud-
ied economics at Harvard but failed
to receive a degree because he lacked a
course in laboratory science. He went
to work in the statistical department of
AT&T and in 1927 became president of
New Jersey Bell. One of Barnard’s signifi-
cant contributions was the concept of the
informal organization. The informal orga-
nization occurs in all formal organizations
and includes cliques and naturally occur-
ring social groupings. Barnard argued
that organizations are not machines and
stressed that informal relationships are
powerful forces that can help the organi-
zation if properly managed. Another sig-
nificant contribution was the acceptance
theory of authority, which states that peo-
ple have free will and can choose whether
to follow management orders. People
typically follow orders because they per-
ceive positive benefit to themselves, but
they do have a choice. Managers should
treat employees properly because their
acceptance of authority may be criti-
cal to organization success in important
situations.”

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

COURTESY, MARY PARKER FOLLETTE FOUNDATION AND READING UNIVERSITY, UK

FROM NATIONAL ARCHIVES

HuMmANiIsTIC PERSPECTIVE

Mary Parker Follett and Chester Barnard were early advocates of a more humanis-
tic perspective on management that emphasized the importance of understanding
human behaviors, needs, and attitudes in the workplace as well as social interactions
and group processes.” We will discuss three subfields based on the humanistic per-
spective: the human relations movement, the human resources perspective, and the
behavioral sciences approach.
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concept Connection
Mary Parker Follett (1868-1933).
Follett was a major contributor
to the administrative principles
approach to management. Her
emphasis on worker participa-
tion and shared goals among
managers was embraced by
many businesspeople of the day
and has been recently “rediscov-
ered” by corporate America.

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 or-
ganization described by Barnard.
Social values and behaviors were
powerful forces that could help
or hurt the planting organization
depending on how they were
managed.

humanistic perspective
A management perspective
that emerged near the late
nineteenth century and
emphasized understanding
human behavior, needs, and
attitudes in the workplace.
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human relations movement
A movement in management
thinking and practice that em-
phasizes satisfaction of employ-
ees’basic needs as the key to
increased worker productivity.

Hawthorne studies A series

of experiments on worker pro-
ductivity begun in 1924 at the
Hawthorne plant of Western
Electric Company in Illinois;
attributed employees’increased
output to managers’better treat-
ment of them during the study.

Concept Connection Thisis 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.

PART 1 INTRODUCTION TO MANAGEMENT

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 con-
trol.® 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 scien-
tific 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.” By 1909,
electric lighting had begun to win, but the increasingly efficient electric fixtures used
less total power. The electric companies began a campaign to convince industrial
users that they needed more light to get more productivity. When advertising did not
work, the industry began using experimental tests to demonstrate their argument.
Managers were skeptical about the results, so the Committee on Industrial Lighting
(CIL) was set up to run the tests. To further add to the tests’ credibility, Thomas Edi-
son 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 experimental 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 more carefully examine these fac-
tors, numerous other experiments were conducted.” The results of the most famous
study, the first Relay Assembly Test Room (RATR) experiment, were extremely con-
troversial. 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 thing: Money was not the cause
of the increased output.” It was believed that the factor that best explained increased
output was human relations. Employees performed bet-
ter when managers treated them in a positive 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®*® An interview
with one of the original participants revealed that just
getting into the experimental group had meant a huge
increase in income.*

These new data clearly show that money mattered a
great deal at Hawthorne. In addition, worker productiv-
ity increased partly as a result of the increased feelings
of importance and group pride employees felt by virtue
of being selected for this important project.*> One unin-
tended contribution of the experiments was a rethinking
of field research practices. Researchers and scholars real-
ized that the researcher can influence the outcome of an
experiment by being too closely involved with research
subjects. This phenomenon 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.*

From a historical perspective, whether the studies
were academically sound is of less importance than the
fact that they stimulated an increased interest in look-
ing at employees as more than extensions of production

FROM WESTERN ELECTRIC PHOTOGRAPHIC SERVICES
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machinery. The interpretation that employees’ output increased when managers
treated them in a positive manner started a revolution in worker treatment for improv-
ing organizational productivity. Despite flawed methodology or inaccurate conclu-
sions, 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 approach for increasing productivity
persists today.

Before reading on, take the New Manager Self-Test on page 44. This test will give
you feedback about how your personal manager frame of reference relates to the
human resources and other perspectives described in this chapter.

Human Resources Perspective

The human relations movement initially espoused a dairy farm view of management—
contented cows give more milk, so satisfied workers will give more work. Gradually,
views with deeper content began to emerge. The human resources perspective main-
tained an interest in worker participation and considerate leadership but shifted the
emphasis to consider the daily tasks that people perform. The human resources per-
spective combines prescriptions for design of job tasks with theories of motivation.*
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 perspective 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 15 discusses his ideas in more detail.

Douglas McGregor (1906-1964) had become frustrated with the early simplis-
tic human relations notions while president of Antioch College in Ohio. He chal-
lenged both the classical 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 his
Theory X and Theory Y, which are explained in Exhibit 2.4.% McGregor believed

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,
controlled, 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
service 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.

SOURCE: Douglas McGregor, The Human Side of Enterprise (New York: McGraw-Hill, 1960), pp. 33-48.
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human resources
perspective A management
perspective that suggests jobs
should be designed to meet
higher-level needs by allowing
workers to use their full
potential.

2.4
Theory X and Theory Y
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Self-Test,

Evolution of Style

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:

Make good decisions

a.
b. Coach and develop people

2

Build strong alliances and a power base

e

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:

Clear, logical thinking

a.
b. Caring and support for others

Q

Toughness and aggressiveness

d. Imagination and creativity

6. | am best described as:
An analyst

a.
b. A humanist

2

A politician

=

A visionary

PART 1 INTRODUCTION TO MANAGEMENT

INTERPRETATION: New 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 provides a man-
ager with formal authority to achieve goals. This
manager frame became strong during the era of
scientific management and bureaucratic admin-
istration. (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 empha-
sis on negotiation and hallway coalition build-
ing. This frame reflects the need within systems
theory to have all parts working together. (4) The
symbolic frame of reference sees the organization as
theater—a place to achieve dreams—with manager
emphasis on symbols, vision, culture, and inspira-
tion. This manager frame is important for learning
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 communica-
tion. It is important for new managers not to be
stuck for years in one way of viewing the organiza-
tion 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

SCORING: Higher score represents your way of
viewing the organization and will influence your
management style. Compute your scores as
follows:

ST =1la+2a+3a+4a+5a+6a=
HR =1b + 2b + 3b + 4b + 5b + 6b =
PL =1c+ 2c+ 3c+ 4c+ 5c+ 6¢c=
SY =1d +2d +3d +4d + 5d + 6d =

SOURCE: © 1988, Leadership Frameworks, 440 Boylston
Street, Brookline, MA 02146. All rights reserved. Used with
permission.
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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.

5
(=g
=
o
o
c
(o]
o,
o
3

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 TakeaMoment
people fit into an organization today?

The point of Theory Y is that organizations can take advantage of the imagination
and intellect of all their employees. Employees will exercise self-control and will con-
tribute 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 hearing-aid maker Oticon applies Theory Y assumptions to tap into employee
creativity and mind power.

Oticon, a Danish company that made the world’s first digital hearing aid, was once a typical Oticon
hierarchical organization with a rather stodgy culture. That all changed in the early 1990s,

when chief executive Lars Kolind turned everything on its head by throwing out the old struc-

tures and controls.

Kolind believed workers would be more creative, more productive, and more satisfied if
they had fewer controls and limitations. Suddenly, employees were free to work on any proj-
ect and join any team they chose. There was no hierarchy, no organization charts, no titles,
and few rules. Permanent desks were done away with in favor of filing cabinets on wheels that
people pushed from project to project. Kolind called it “the spaghetti organization” because
the company held together without a fixed structure. Ideas began bubbling up and turning
into hot new products, such as a hearing aid that required less adjustment. Productivity
increased, and sales and profits soared.

Some of the old structures were reinstated as the company grew larger and after Kolind
left the company. For example, everyone now reports to a direct supervisor, and people no
longer have complete freedom to choose projects. New top leaders believe some structure is
helpful as long as workers aren’t constrained and burdened by tight controls. The Theory Y
spirit survives at Oticon, helping to keep the company an innovation leader.*®

Behavioral Sciences Approach

The behavioral sciences approach uses scientific methods and draws from soci-
ology, 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 IBM 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, organization development behavioral sciences approach
evolved as a separate field that applied the behavioral sciences to improve the orga- A subfield of the humanistic
nization’s health and effectiveness through its ability to cope with change, improve ~ management perspective that
internal relationships, and increase problem-solving capabilities.”” The techniques 252?;;322; PR
and concepts of organization development have since been broadened and expanded 8 . :

. . . L . from economics, psychology,
to address the increasing complexity of organizations and the environment, and OD  sociology, and other disciplines.
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management science
perspective A management
perspective that emerged
after World War II and applied
mathematics, statistics, and
other quantitative techniques
to managerial problems.
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is still a vital approach for managers. OD will be discussed in detail in Chapter 10.
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 influenced the
majority of tools, techniques, and approaches that managers have applied to organi-
zations since the 1970s.

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

MANAGEMENT SCIENCE PERSPECTIVE

World Warllcaused manymanagementchanges. Themassiveand complicated problems
associated with modern global warfare presented managerial decision makers with the
need formoresophisticated toolsthaneverbefore. Themanagementscienceperspective
emerged to address those problems. This view is distinguished for its application
of mathematics, statistics, and other quantitative techniques to management deci-
sion making and problem solving. During World War II, groups of mathematicians,
physicists, and other scientists were formed to solve military problems. Because
those problems frequently involved moving massive amounts of materials and large
numbers of people quickly and efficiently, the techniques had obvious applications
to large-scale business firms.*

Management scholar Peter Drucker’s 1946 book Concept of the Corporation sparked
a dramatic increase in the academic study of business and management. Picking up
on techniques developed for the military, scholars began cranking out numerous
mathematical tools for corporate managers, such as the application of linear pro-
gramming for optimizing operations, statistical process control for quality manage-
ment, and the capital asset pricing model.*

These efforts were enhanced with the development and perfection of the com-
puter. IBM introduced the first automatic, general purpose computer in 1944. It was
essentially a calculator with 760,000 parts and 500 miles of wire that took 11 seconds
to perform simple division.” Further developments over the 1950s and 1960s made
this new tool increasingly useful as a data processor, reporting system, and data
repository for managers.** 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 making.*? Let’s look at three subsets of the manage-
ment science perspective.

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

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

Information technology (IT) is the most recent subfield of the management science
perspective, which is often reflected in management information systems. These
systems are designed to provide relevant information to managers in a timely and
cost-efficient manner. More recently, information technology within organizations
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 departments
of information technology specialists who use management science techniques to
solve complex organizational problems.
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REeceNT HisTtoRICAL TRENDS

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 concepts that relate to the humanistic perspective, as described earlier in
the chapter. Among the approaches we’ve discussed, the humanistic perspective has
remained most prevalent from the 1950s until today. Three new concepts that appeared
were systems theory, the contingency view, and total quality management.

Systems Theory

A system is a set of interrelated parts that function as a whole to achieve a common
purpose.** A system functions by acquiring inputs from the external environment,
transforming them in some way, and discharging outputs back to the environ-
ment. Exhibit 2.5 shows the basic systems theory of organizations. It consists of
five components: inputs, a transformation process, outputs, feedback, and the
environment. [nputs are the material, human, financial, or information resources
used to produce goods and services. The transformation process is management’s
use of production technology to change the inputs into outputs. Outputs include
the organization’s products and services. Feedback is knowledge of the results that
influence the selection of inputs during the next cycle of the process. The envi-
ronment surrounding the organization includes the social, political, and economic
forces noted earlier in this chapter.

Some ideas in systems theory significantly affected management thinking. They
include open and closed systems, synergy, and subsystem interdependencies.*

Open systems must interact with the environment to survive; closed systems
need not. In the classical and management science perspectives, organizations were
frequently thought of as closed systems. In the management science perspective,
closed system assumptions—the absence of external disturbances—are sometimes
used to simplify problems for quantitative analysis. In reality, however, all organiza-
tions are open systems, and the cost of ignoring the environment may be failure.

Synergy means that the whole is greater than the sum of its parts. When an orga-
nization is formed, something new comes into the world. Management, coordina-
tion, and production that did not exist before are now present. Organizational units
working together can accomplish more than those same units working alone. The
sales department depends on production, and vice versa.

Environment \
Organization

System

Transformation
Process

Management/production |
technology

Feedback

Environment
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system A set of interrelated
parts that function as a whole
to achieve a common purpose.

systems theory An extension
of the humanistic perspective
that describes organizations

as open systems characterized
by entropy, synergy, and sub-
system interdependence.

open system A system that
interacts with the external
environment.

closed system A system
that does not interact with the
external environment.

synergy The concept that the
whole is greater than the sum
of its parts.

EXHIBIT 2.5

The Systems View of
Organizations
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subsystems Parts of a system
that depend on one another for
their functioning.

systemic thinking Seeing
both the distinct elements of a
situation and the complex and
changing interaction among
those elements.

contingency view An exten-
sion of the humanistic perspec-
tive in which the successful
resolution of organizational
problems is thought to depend
on managers’identification of
key variations in the situation
at hand.

EXHIBIT
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Subsystems depend on one another as parts of a system. Changes in one part of
the organization affect other parts. The organization must be managed as a coordi-
nated whole. Managers who understand subsystem interdependence are reluctant
to make changes that do not recognize subsystem impact on the organization as a
whole. Consider Toyota’s highly successful application of the “just-in-time” inven-
tory control system, which aims to keep inventory at its lowest. Managers knew that
the best way to make the system work was to let employees on the factory floor con-
trol the flow of materials. Thus, the change in production required that the company
also make changes in culture and structure. Toyota decentralized decision making
so that employees doing the work were empowered to make choices about how to
accomplish it. Cultural values were shifted to encourage every employee to think
creatively about improving his or her particular piece of the organization and to see
problems as opportunities for learning and improving.*

As the example of Toyota shows, when managers learn to think systemically, they
have a powerful tool for changing outcomes and improving performance. Systemic
thinking means looking both at the distinct elements of a situation and at the inter-
action among those elements.” The fundamental assumption of systemic thinking
is that everything in the world affects and is affected by the things around it. For
example, all managers know that price, cost, volume, quality, and profit are all inter-
related. Changing one will affect the others. However, most managers tend to think
analytically, by breaking things down to their distinct elements. Systemic thinking
takes a further step. To think systemically, managers look not only at the distinct
parts of a system or situation but also at the interactions among those parts, which
are continually changing and affecting each other differently. A systemic thinking
process allows managers to get a handle on highly complex problems and situations
in a way that analytical thinking cannot.

Contingency View

A second contemporary extension to management thinking is the contingency
view. The classical perspective assumed a universalist view. Management concepts
were thought to be universal; that is, whatever worked—leader style, bureaucratic
structure—in one organization would work in another. In business education, how-
ever, 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 experi-
encing a large number of case problem situations. Managers face the task of deter-
mining what methods will work in every new situation.

To integrate these views the contingency view emerged, as illustrated in
Exhibit 2.6.* Here neither of the other views is seen as entirely correct. Instead, cer-
tain contingencies, or variables, exist for helping management identify and under-
stand situations. The contingency view tells us that what works in one setting might
not work in another. Contingency means that one thing depends on other things and
a manager’s response to a situation depends on identifying key contingencies in an
organizational situation.

2.6 Contingency View of Management

Case View—»

Universalist
View ————»

“Every situation

is unique.” Contingency View

Organizational phenomena exist
in logical patterns.

Managers devise and apply
similar responses to common
types of problems.

“There is
one best way.”
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As a new manager, learn to think systemically. Learn to see both the discrete
elements of a situation as well as the ever-changing interactions among elements. TakeaMomeﬂt
Identify important contingencies that will help you understand a situation and find

good solutions.

One important contingency, for example, is the industry in which the organization
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operates. The organizational structure that is effective for an Internet company such as

GooglewouldnotbesuccessfulforalargeautomanufacturersuchasFord. Amanagement-  total quality management
by-objectives (MBO) system that works well in a manufacturing firm, in turn, might ~ (TQM) A concept that
not be right for a school system. When managers learn to identify important pat-  focuses on managing the total

terns and characteristics of their organizations, they can then fit solutions to those

characteristics.

Total Quality Management

The theme of quality is another concept that permeates
current management thinking. The quality movement is
strongly associated with Japanese companies, but these
ideas emerged partly as a result of American influence
after World War II. The ideas of W. Edwards Deming,
known as the “father of the quality movement,” were
initially scoffed at in the United States, but the Japanese
embraced his theories and modified them to help rebuild
their industries into world powers.* Japanese compa-
nies achieved a significant departure from the American
model by gradually shifting from an inspection-oriented
approach to quality control toward an approach empha-
sizing employee involvement in the prevention of quality
problems.”

During the 1980s and into the 1990s, total quality
management (TQM), which focuses on managing the
total organization to deliver quality to customers, moved
to the forefront in helping U.S. managers deal with
global competition. The approach infuses quality values
throughout every activity within a company, with front-
line workers intimately involved in the process. Four sig-
nificant elements of quality management are employee
involvement, focus on the customer, benchmarking, and
continuous improvement.

Employee involvement means that achieving quality
requires companywide participation in quality control.
All employees are focused on the customer; companies find
out what customers want and try to meet their needs and
expectations. Benchmarking refers to a process whereby
companies find out how others do something better than
they do and then try to imitate or improve on it. Con-
tinuous improvement is the implementation of small, incre-
mental improvements in all areas of the organization on
an ongoing basis. TQM is not a quick fix, but companies
such as General Electric, Texas Instruments, Procter &
Gamble, and DuPont achieved astonishing results in effi-
ciency, quality, and customer satisfaction through total
quality management.” TQM is still an important part
of today’s organizations, and managers consider bench-
marking in particular a highly effective and satisfying
management technique.*

COURTESY OF HYUNDAI

organization to deliver quality
to customers. Four significant
elements of TQM are employee
involvement, focus on the
customer, benchmarking, and
continuous improvement.

Concept @Ww&ctw«vv The inclusion of Hyundai Motor

Company’s Elantra SE and Santa Fe in the 2008 top ten autos

by Consumer Reports shows how commitment to total quality
management can improve a company’s products and market
position. When Hyundai entered the U.S. market in 1999, its autos
got low quality ratings from consumers. First, managers increased
the quality team from 100 to 865 people and held quality seminars
to train employees. They also benchmarked products, using vehicle
lifts and high-intensity spotlights to compare against competing
brands. Committing to continuous improvement, Hyundai delayed
several new models to resolve problems. Within five years Hyundai
earned quality ratings comparable to Honda and just behind Toyota.
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learning organization An
organization in which everyone
is engaged in identifying and
solving problems, enabling the
organization to continuously
experiment, improve, and
increase its capability.

supply chain management
Managing the sequence of sup-
pliers and purchasers, covering
all stages of processing from
obtaining raw materials to dis-
tributing finished goods to final
customers.

PART 1 INTRODUCTION TO MANAGEMENT

Some of today’s companies pursue highly ambitious quality goals to demonstrate
their commitment to improving quality. For example, Six Sigma, popularized by Motor-
ola and General Electric, specifies a goal of no more than 3.4 defects per million parts.
However, the term also refers to a broad quality control approach that emphasizes a
disciplined and relentless pursuit of higher quality and lower costs. TQM will be
discussed in detail in Chapter 18.

INNOVATIVE MANAGEMENT THINKING
FOR TURBULENT TIMES

All of the ideas and approaches discussed so far in this chapter go into the mix that
makes up modern management. A recent book on management thinking indicates
dozens of ideas and techniques in current use that can trace their roots to these his-
torical perspectives.” In addition, innovative concepts continue to emerge to address
management challenges in today’s turbulent world. Organizations experiment with
new ways of managing that more adequately respond to the demands of today’s
environment and customers. Two recent innovations in management include the
shift to a learning organization and managing the technology-driven workplace.

The Learning Organization

One of the toughest challenges for managers today is to get people focused on adap-
tive change to meet the demands of an uncertain and rapidly changing environment.
Few problems today come with ready-made solutions, and they require that people
throughout the company think innew ways and learn new values and attitudes.> These
needs demand a new approach to management and a new kind of organization.

Managers began thinking about the concept of the learning organization after the
publication of Peter Senge’s book, The Fifth Discipline: The Art and Practice of Learning
Organizations. Senge described the kind of changes managers needed to undergo to
help their organizations adapt to an increasingly chaotic world. These ideas gradually
evolved to describe characteristics of the organization itself. The learning organiza-
tion can be defined as one in which everyone is engaged in identifying and solv-
ing problems, enabling the organization to continuously experiment, change, and
improve, thus increasing its capacity to grow, learn, and achieve its purpose.

The essential idea is problem solving, in contrast to the traditional organization
designed for efficiency. In the learning organization all employees look for problems,
such as understanding special customer needs. Employees also solve problems,
which means putting things together in unique ways to meet a customer’s needs.
Today’s best managers know that sustained competitive advantage can come only by
developing the learning capacity of everyone in the organization.

Managing the Technology-Driven Workplace

The shift to the learning organization goes hand-in-hand with the current transition to
a technology-driven workplace. Today, many employees perform much of their work
on computers and may work in virtual teams, connected electronically to colleagues
around the world. Even in factories that produce physical goods, machines have taken
over much of the routine and uniform work, freeing workers to use more of their
minds and abilities. Moreover, companies are using technology to keep in touch with
customers and collaborate with other organizations on an unprecedented scale.

Supply Chain Management Supply chain management refers to managing the
sequence of suppliers and purchasers, covering all stages of processing from obtain-
ing raw materials to distributing finished goods to consumers.* Exhibit 2.7 illustrates
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EXHIBIT | 2.7 Supply Chain for a Retail Organization
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Flow of Products I

SOURCE: Adapted from an exhibit from Global Supply Chain Games Project, Delft University and the University of Maryland, R. H. Smith School of Business, http://
www.gscg.org:8080/opencms/export/sites/default/gscg/images/supplychain_simple.gif (accessed February 6, 2008).

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.”” Today, many
organizations manage the supply chain with sophisticated electronic technology. In
the retail industry, Wal-Mart used end-to-end digital supply chain technology as a
competitive weapon to expand rapidly in the United States and is now trying to do
the same around the world. In India, for example, Wal-Mart managers are investing
in an efficient supply chain that will electronically link farmers and small manufac-
turers directly to the stores, maximizing value for both ends.*® Supply chain manage-

ment will be discussed in detail in Chapter 19.

customer relationship
management (CRM)
Systems that help companies
keep in close touch with custom-
ers, collect and manage customer
data, and collaborate with cus-
tomers to provide the most valu-
able products and services.

As a new manager in today’s workplace, be prepared to apply technology as a tool to

build relationships with employees, customers, and other organizations and to help

employees think and act creatively.

Customer Relationship Management One of today’s
most popular applications of technology is for customer
relationship management. Customer relationship manage-
ment (CRM) systems use the latest information technol-
ogy to keep in close touch with customers and to collect
and manage large amounts of customer data. These
data can help employees and managers act on customer
insights, make better decisions, and provide superior
customer service. For example, when you check in at a
Marriott hotel, it is likely that the desk clerk is well aware
of your past requests for a king-size bed, non-smoking
room, and access to the Internet in your room.%

There has been an explosion of interest in CRM in just
a few short years. In the Manager’s Shoptalk on page 35,
CRM is the second most used management tool at 84 per-
cent. Only 35 percent of companies reported using CRM in
2000. How things have changed! Meeting customer needs
and desires is a primary goal for organizations, and using
CRM to give customers what they really want provides a
tremendous boost to customer service and satisfaction.

© BMW FINANCIAL SERVICES NA, LLC/PRNEWSFOTO

(NEWSCOM)

TakeaMoment

Concept GOMMM/ The BMW subsidiary MINI offers
customers a voice in everything from personalizing their credit cards
to designing their cars. BMW Financial Services’s MINI Platinum
Visa cardholders can customize the MINI image that graces their card
by accessing the Web page, shown here. There they can choose from
four body styles, 36 different wheels, 21 body colors, and 24 roof
options. Similar software allows individuals to customize their actual
MINI vehicles. “No two MINIs are exactly alike,” the MINI Web site
proclaims. This type of collaborative customer experience is the next
step in customer relationship management (CRM), as companies
court Internet-savwy Gen X and Gen Y consumers.


http://www.gscg.org:8080/opencms/export/sites/default/gscg/images/supplychain_simple.gif
http://www.gscg.org:8080/opencms/export/sites/default/gscg/images/supplychain_simple.gif
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outsourcing Contracting out
selected functions or activities
of an organization to other
organizations that can do the
work more cost efficiently.
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Outsourcing Information technology has also contributed to the rapid growth
of outsourcing, which means contracting out selected functions or activities to other
organizations that can do the work more cost efficiently. Today’s companies are out-
sourcing like crazy to free up cash for investment in long-term research and innova-
tion. Outsourcing, like supply chain management and CRM, requires that managers
not only be technologically savvy but that they learn to manage a complex web of
relationships. These relationships might reach far beyond the boundaries of the phys-
ical organization; they are built through flexible e-links between a company and its
employees, suppliers, partners, and customers.*

A MANAGER’S ESSENTIALS: WHAT HAVE WE LEARNED?

® An understanding of the evolution of management helps current and future
managers appreciate where we are now and continue to progress toward bet-
ter management. Elements of various historical approaches go into the mix that
makes up modern management.

m Three major perspectives on management evolved since the late 1800s: the clas-
sical perspective, the humanistic perspective, and the management science
perspective. Each perspective encompasses several specialized subfields that pro-
vided important ideas still relevant in organizations today.

m Recent extensions of those perspectives include systems theory, the contingency
view, and total quality management. Systemic thinking, which means look-
ing not just at discrete parts of a situation but also at the continually changing
interactions among the parts, is a powerful tool for managing in a complex
environment.

m The most recent thinking about organizations was brought about by today’s
turbulent times and the shift to a new workplace described in Chapter 1. Many
managers are redesigning their companies toward the learning organization,
which fully engages all employees in identifying and solving problems.

m The shift to a learning organization goes hand-in-hand with the transition to a
technology-driven workplace. Important new management approaches include
supply chain management, customer relationship management, and outsourc-
ing. These approaches require managers to think in new ways about the role of
employees, customers, and partners. Today’s best managers value employees for
their ability to think, build relationships, and share knowledge, which is quite
different from the scientific management perspective of a century ago.

DISCUSSION QUESTIONS

1. How do societal forces influence the practice

3. A management professor once said that for success-

and theory of management? Do you think new
management techniques are a response to these
forces?

. Based on your experience at work or school, describe
some ways in which the principles of scientific man-
agement and bureaucracy are still used in organiza-
tions. Do you believe these characteristics will ever
cease to be a part of organizational life? Discuss.

ful management, studying the present was most
important, studying the past was next, and studying
the future was least important. Do you agree? Why?

. As organizations become more technology-driven,

which do you think will become more impor-
tant—the management of the human element of
the organization or the management of technol-
ogy? Discuss.
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5. Why do you think Mary Parker Follett’s ideas
tended to be popular with business people of her
day but were ignored by management scholars?
Why are her ideas appreciated more today?

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

7. Why can an event such as the Hawthorne studies
be a major turning point in the history of manage-
ment even if the idea is later shown to be in error?
Discuss.

8. What does it mean to “think systemically”? How
would you apply systemic thinking to a problem

53

such as poor performance in your current academic
studies? To a problem with a romantic partner or
family member?
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9. Do you think management theory will ever be as
precise as theories in the fields of finance, account-
ing, or experimental psychology? Why or why
not?

10. In the Bain survey of management tools, corporate
blogs were used in 30 percent of companies and
also have the highest projected growth rates among
managers. What might explain this? Do you think
corporate blogs will ever become as popular as cus-
tomer relationship management systems?

MANAGEMENT IN PRACTICE: EXPERIENTIAL EXERCISE

Best Manager-Worst Manager

Think of two managers you have known—the best
and the worst. These managers could be anyone in a
formal or informal management position with respect
to you, such as a coach, teacher, student club or team
leader, a volunteer leader at a church or volunteer
group, a boss at work, or a family member. List below
the specific qualities and behaviors of each manager
that made them the best and worst.

Best manager qualities and behaviors:

Worst manager qualities and behaviors:

Now describe the impact of each manager’s behavior
on your motivation and performance. How did the
manager make you feel, and how did the manager
affect the performance of yourself and others in your
situation? Were you and others motivated or de-moti-
vated, performing at a minimum or maximum?

My feelings and performance resulting from best
manager:

My feelings and performance resulting from worst
manager:

Your answers to the above questions are data points.
What principles of effective management can you
infer from the answers? Are differences in the best
manager-worst manager behavior and impact related
to differences among the classical perspective, human
resources perspective, behavioral sciences approach,
management science perspective, or the learning
organization?

Divide into small groups of three to five members.
Each person in turn will share your answers with the
group. Listen carefully. What are the common quali-
ties, behaviors, and outcomes associated with best
manager and worst manager across group members?

Based on the analysis, what are three practices the
group recommends that managers use to be effective?

1.
2.
3.

MANAGEMENT IN PRACTICE: ETHICAL DILEMMA

The Supervisor
Karen Lowry, manager of a social service agency in

a midsized city in Illinois, loved to see her employ-
ees learn and grow to their full potential. When a

rare opening for a supervising clerk occurred, Karen
quickly decided to give Charlotte Hines a shot at the
job. Charlotte had been with the agency for 17 years
and had shown herself to be a true leader. Charlotte
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worked hard at being 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
problems and introduced modern management tech-
niques that strengthened the entire agency.
However, the Civil Service Board decided that a
promotional exam should be given to find a perma-
nent placement for the supervising clerk position.
For the sake of fairness, the exam was an open com-
petition—anyone, even a new employee, could sign
up and take it. The board wanted the candidate with
the highest score to get the job but allowed Karen, as
manager of the agency, to have the final say-so.
Because she had accepted the provisional open-
ing and proved herself on the job, Charlotte was
upset that the entire clerical force was deemed quali-
fied to take the test. When the results came back, she
was devastated. Charlotte placed twelfth in the field
of candidates while one of her newly hired clerks
placed first. The Civil Service Board, impressed by the
high score, is urging Karen to give the new clerk the

PART 1 INTRODUCTION TO MANAGEMENT

permanent supervisory job. Karen wonders whether
it is fair to base her decision only on the results of a
written test.

What Would You Do?

1. Ignore the test. Charlotte has proved herself 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, after all, it is an objective way
to select a permanent placement.

3. Devise a more comprehensive set of selection
criteria—including test results as well as super-
visory experience, ability to motivate employees,
and knowledge of agency procedures—that can
be explained and justified to the board and to
employees.

SOURCE: Based on Betty Harrigan,”Career Advice,” Working Woman
(July 1986): 22-24.

CASE FOR CRITICAL ANALYSIS

SIA Corporation

In the early years of the new century, it wasn’t hard
to see that SIA Corporation couldn’t keep doing busi-
ness the old-fashioned twentieth-century way. Chief
knowledge officer Jerry Seibert fully realized he owed
his new position in the newly created knowledge
management department to this challenge.

Headquartered in the Midwest, SIA was an
umbrella organization offering a wide range of
insurance products to commercial customers of all
sizes throughout the country and, increasingly, to
multinational corporations throughout the world.
Over the years it had diversified into various types
of insurance by absorbing smaller companies until
it now consisted of more than 30 separate business
units. Each had its own hierarchy, characterized
by strong top-down administration and the well-
defined rules and procedures typical of the insur-
ance industry; virtually every employee possessed
specialized knowledge about a narrowly defined
market niche.

Upper-level management had given the mat-
ter considerable attention and concluded that SIA’s
refined division of labor into technical specialists
needed to give way to a collaborative learning organi-
zation, one where employee empowerment and open
information made it possible for a single underwriter
to be knowledgeable about a variety of products.
Jerry’s knowledge management department, housed

within human resources, could make a contribution
toward this goal.

Jerry devised an elegant solution, if he did say so
himself. He oversaw the development of software that
allowed any SIA employee to post a query, have that
question directed only to those employees with rel-
evant expertise, and then receive an answer, often in a
matter of minutes and usually before the day was out.
The only hitch was that hardly anyone was posting
queries on the easy-to-use system.

Why? Rachel Greenwell, a veteran SIA under-
writer, clued him in. Especially after weathering a
turbulent period, one that had seen plenty of layoffs
in the insurance industry, many employees viewed
the restructuring as the first step in a process that
would lead to pink slips landing on their desks.
Some employees, in fact, saw their own highly spe-
cialized knowledge as a kind of job insurance policy.
“I know that’s not what your knowledge-sharing
efforts are about and that their fears are unfounded,”
she reassured him. “But you’ve got about 9,999 other
employees who are at least willing to entertain the
possibility that sharing what they know isn’t in their
best interests.”

Questions

1. What are some of the social, political, and eco-
nomic forces that are influencing SIA’s decision to
become a learning organization?
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2. If you were a specialist at SIA, how and why would
you respond to the proposed changes? What steps
would you suggest Jerry take to increase employee
utilization of the knowledge-sharing system in par-
ticular? How can he encourage SIA employees to
share information?

3. What general obstacles would you foresee in a
company such as SIA trying to make the transition
from a hierarchical, or bureaucratic, to a learning
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organization? What are some general measures
managers can take to smooth the way?

SOURCES: Based on Megan Santosus,“Case Files: CNA Underwriting
Knowledge,” CIO Magazine (September 1, 2002): http://www.cio.com/
archive/090102/underwriting.html; and Eric Lesser and Laurence
Prusak,“Preserving Knowledge in an Uncertain World,” MIT Sloan
Management Review (Fall 2001): 101-102.
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Mitchell Gold + Bob Williams:
The Evolution of Management
Thinking

Mitchell Gold and Bob Williams, founders of MG +
BW, have had the mantra “Break the rules whenever
possible!” from the beginning. Following the outdated
rules governing the upholstery manufacturing indus-
try when they started their company in 1989 would
have put them on a path to destruction. Few, if any,
management philosophies taking hold in the larger
business world were on the minds of manufacturing
executives. Industry-wide, supply chain manage-
ment and customer service was a joke. Total quality
management (TQM), let alone customer resource
management (CRM), was nowhere to be found. When
a customer placed an order for a custom upholstery
couch, a customer service representative (CSR) told
the customer the couch would arrive in ten weeks.
Ten weeks later, however, the couch wasn’t ready and
no one knew when it would be.

Rules Broken by MG + BW

Produce Mission-Style Furniture, Not Mission
Statements

Until recently, furniture manufacturers’ idea of mis-
sion was limited to a style of heavy oak furniture.
Gold and Williams had a clear sense of how they
wanted to run their business, so they wrote it down.
Following is a summarized version of the MG + BW
mission:

m Guarantee comfort.

®m Minimize costs to ensure price points represent
understandable value to customers.

m Enforce rigorous standards for quality materials
and quality control to achieve no returns and real
consumer satisfaction.

m Sincerely treat all customers as we want to be
treated.

m Create styling that we want in our homes—inviting,
warm, an oasis of quiet and calm.

® Manufacture products in a way that preserves our
rich environment for future generations.

Make a Profit from Cutting Corners

Furniture manufacturers are notorious for skimp-

ing on materials whenever possible, especially when
the difference might seem imperceptible to custom-
ers. For example, many manufacturers use low-cost
materials such as soft woods, particleboard, or plastic
to construct their frames. MG + BW uses solid kiln-
dried hardwoods, logged using sustainable methods,
to construct its products. Gold and Williams are con-
vinced that using cheap materials only hurts compa-
nies in the end.

Pay Factory Workers by the Hour

To meet delivery promises to customers, MG + BW
needed to run a more efficient operation, so the com-
pany instituted an incentive-based pay structure at its
Taylorville, North Carolina, factory. Most production
is done by hand, so instead of hourly wages, factory
employees get paid for each piece they complete.
When they work faster, everybody wins. Quality
assurance meetings involving representatives from
the factory floor are held regularly to identify process
improvements.


http://www.cio.com/archive/090102/underwriting.html
http://www.cio.com/archive/090102/underwriting.html
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Full Employee Benefits Are Optional

By industry standards, MG + BW’s approach to bene-
fits is pretty unusual. Apparently, offering full benefits
to employees and generous benefits to spouses, part-
ners, and other family members is downright radical.
For its employees, MG + BW also built a health-
conscious café, a gym and indoor walking track, and
the first on-site daycare ever to exist in the furniture
industry. College scholarships are awarded annually
to the employees’ children as well.

Cater to the Masses

Uninterested in catering to the lowest common
denominator, MG + BW was the first in its indus-

try to target a niché market. Gold loves to say, “Our
emphasis is on taking care of a small and highly select
number of customers extremely well.”

Strategic Alliances Are for Countries

To reach its customers, MG + BW blazed new trails
in channel strategy, starting with a deal to produce
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private-label furniture for Pottery Barn. Additional
partners include Crate & Barrel, Restoration Hard-
ware, Chambers (catalog), and more. Thanks to
another strategic coup, the W Hotels furnish their
rooms with MG + BW’s furniture, too.

Gold and Williams have become the Couch Kings.
The competition tries to play by their rules now. As
they celebrate 20 years in business and $100 million in
sales, it seems their renegade methods have paid off.

Discussion Questions

1. How does the humanistic perspective apply to
MG + BW's treatment of employees?

2. How does MG + BW'’s approach to manage-
ment reflect thinking about open systems and
contingencies?

3. In what ways does MG + BW practice total quality
management?

ch?2

Casino

Martin Scorcese’s film is a lengthy, complex, and
beautifully photographed study of Las Vegas gam-
bling casinos and their organized crime connections
during the 1970s. It completes his trilogy that includes
Mean Streets (1973) and Goodfellas (1990).! Ambition,
greed, drugs, and sex destroy the mob’s gambling
empire. The film includes strong performances by
Robert De Niro, Joe Pesci, and Sharon Stone. The vio-
lence and the expletive-filled dialogue give Casino its
R rating.

Organizational Form

This scene is part of “The Truth about Las Vegas”
sequence that appears early in the film. It follows the
scenes of the casino deceiving the Japanese gambler.
The scene starts with a close-up of Sam “Ace”
Rothstein (Robert De Niro) standing between his two
casino executives (Richard Amalfitano and Richard F.

Strafella). In a voice-over narration he says, “In Vegas,
everybody’s gotta watch everybody else.” The scene
ends after Rothstein describes the former cheaters
who monitor the gambling floor with binoculars.

The film continues with the introduction of Ginger
(Sharon Stone).

What to Watch for and Ask Yourself

m Which organizational form discussed in this chap-
ter best fits this scene from Casino?

m Apply Fayol’s principles of management to this
scene. Which ones appear in the scene? Give exam-
ples from the scene of what you see.

m Compare the Theory X and Theory Y assumptions
shown in Exhibit 2.4 to this scene. Which assump-
tions appear in this scene from Casino?

1]. Craddock, ed., VideoHound'’s Golden Movie Retriever (Detroit, MI:
Gale Cengage Learning, 2008), p. 182.
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ContinuingCase

General Motors

Part One: Introduction to
Management

General Motors Celebrates 100 Years
of Change and Innovation

Of the many important dates in automotive history,
September 16, 2008, marks both the end of an era and
a bold new beginning. On that historic Tuesday, eager
crowds packed the Renaissance Center in Detroit,
Michigan, to celebrate a once-in-a-lifetime event: the
100-year anniversary of General Motors (GM).

Following months of centennial-themed pageantry
and parades, the American automaker’s towering
headquarters had taken on a museumlike aura. On the
ground floor sat immaculate showroom classics from
the company’s fabled past: an orange 1963 Corvette
Sting Ray, a pistachio 1952 Saab, a shiny black 1955
Chevrolet Bel Air coupe, an apple-green 1973 Opel
GT. Auto enthusiasts, reporters, and GM employees
alike gazed nostalgically on the rows of vintage cars
as the clock turned back to a glorious, bygone era in
America’s history.

Despite the irresistible charm projected by these
solid-steel visitors from GM’s legendary past, it was
a concept vehicle from the company’s future that had
the crowd’s engines revving on the main floor. For
years, management at GM had talked of introducing
alternative-energy models that excite consumers and
protect the environment. Now, at this momentous cel-
ebration, the talk was over, and GM pulled back the
curtain on what it says is the future of the auto indus-
try: the Chevy Volt.

With its aerodynamic design and 40 miles of
emissions-free driving on a single electric charge,
GM’s first-ever plug-in electric vehicle is a far cry
from the gas-guzzling trucks and SUVs that delivered
the company’s greatest financial successes in recent
decades. Indeed, the Volt represents a sea change
for the world’s largest auto manufacturer. Unlike
hybrids that use electric power to improve the mile-
age of their gasoline engines, the Volt uses a gasoline
generator to assist the range of its battery-powered
electric drive unit. According to GM, driving the Volt
will save owners $1,500 annually in energy costs.
It’s no wonder company officials cite the concept as
proof of GM’s intention to lead the reinvention of the
automobile.

But the arrival of the Volt comes at a pivotal moment
in GM’s history. Ripple effects from an international
mortgage crisis in 2008 triggered the industry’s worst
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sales slump since 9/11. Soaring energy prices in the
same period forced management to abandon Hummer
and other super-sized models that once represented
hope for a financial recovery. But the list goes on. GM
also faces slumping shares, stupefying quarterly losses,
ballooning debt, steep competition from Toyota, pre-
carious dealings with labor unions, and almost insur-
mountable fuel-efficiency regulations from the federal
government.

If history is any indication, GM will tackle these
challenges head on, displaying the same innova-
tive spirit that gave the business its first 100 years of
manufacturing excellence. Since its founding in 1908,
the automaker has repeatedly demonstrated its strong
capacity for innovation and change. From speedom-
eters (1901 Oldsmobile) and electric headlights (1909
Cadillac) to automatic transmissions (1940 Oldsmo-
bile) and mass-produced V-8 engines (1914 Cadillac),
GM teams have given the world hundreds of innova-
tive firsts.

Whether it’s big-idea concepts that reshape the
future or smaller innovations that improve existing
products, CEO Rick Wagoner and his management
teams are developing the strategies that will guide
the company successfully for the next 100 years. In
his speech introducing the Volt’s historic unveiling,
Wagoner underscored the remarkable times in which
we are living. “GM’s centennial comes at an incred-
ible time in our industry. The entire world is watching,
hoping for a breakthrough in personal transportation
that will address the very real energy and environmen-
tal challenges facing the globe.”

The stakes have never been higher. If GM is to
avoid becoming a museum of America’s great auto-
mobile manufacturing past, management must deliver
breakthrough ideas that once again stoke consum-
ers’ passions. With the Chevy Volt in production and
a large cache of renowned brands including Cadillac,
Chevrolet, Pontiac, and Saturn, there is every reason to
believe GM will succeed.

Questions

1. Which management functions and skills enabled
GM'’s leaders to create a bold vision for reinvent-
ing the automobile around green technology?

2. Identify social, political, and economic forces that
affect the auto industry and the practice of man-
agement at GM.

3. Which historical management perspective fueled
GM'’s transformation into a manufacturing power-
house in the early twentieth century?



SOURCES: Robert Snell,”“GM Unveils Its Chevy Volt at Centennial
Celebration,” The Detroit News, September 16, 2008, http://www
.detnews.com (accessed October 8, 2008); Anita Lienert, “Aerodynamic
Chevrolet Volt Electrifies GM’s 100th-Anniversary Celebration,” Inside
Line (September 16, 2008), http://www.edmunds.com/insideline (ac-
cessed October 10, 2008); David Phillips,“Innovations Propel Success,”
The Detroit News, September 16, 2008, http://www.detnews.com

=
o
=
]
a
c
aQ
=1
]
3

(accessed October 7, 2008);“GM Starts Its Next 100 Years with New
Approach,” The Bay City Times, September 28, 2008, http://blog.mlive
.com/bcopinion/2008/09/gm_starts_its_next_100_years_w.html
(accessed October 11, 2008); David Kiley,“].D. Power: Retail Sales To
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Are You Fit for Managerial Uncertainty?

The External Environment
General Environment
Task Environment
The Organization-Environment
Relationship
Environmental Uncertainty
Adapting to the Environment
The Internal Environment: Corporate
Culture
Symbols
Stories
Heroes
Slogans
Ceremonies
Environment and Culture
Adaptive Cultures
Types of Cultures

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

Response

Managing the High-Performance Culture

Cultural Leadership

1.
2.

After studying this chapter, you should be able to:

Describe the general and task environments and the dimensions of each.

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

Define corporate culture and give organizational examples.

Explain organizational symbols, stories, heroes, slogans, and ceremonies
and their relationships to corporate culture.

Describe how corporate culture relates to the environment.

Define a cultural leader and explain the tools a cultural leader uses to
create a high-performance culture.
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The Environment and

Corporate Culture

ARE You FiIT FOR MANAGERIAL UNCERTAINTY?!

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.

Mostly Mostly
True False

1. Enjoyed hearing about new ideas
even when working toward a
deadline.

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

under pressure.

SCORING AND INTERPRETATION: Give yourself one
point for each item 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 unstable environment.
A score of 5 or above suggests a higher level of mindful-
ness 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 impor-
tant quality for a new manager is “mindfulness,” which
includes the qualities of being open-minded and an inde-
pendent thinker. In a stable environment, a manager with
a closed mind may perform okay because much work can
be done in the same old way. In an uncertain environ-
ment, even a new manager needs to facilitate new think-
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3. Made it a point to attend industry
trade shows and company events.

ing, 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.

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

The environments in which businesses operate are increasingly dynamic, requir-
ing managers to be ready to react and respond to even subtle environmental shifts.
Mattel was shaken when it learned that a Chinese subcontractor used lead paint
while manufacturing its toys. Because of the potential health hazard, Mattel recalled
nearly 850,000 of its most popular toys—months before its holiday selling season.
Not only did the recall frighten consumers, but it sparked a global debate about
the safety of Chinese-made products. Mattel managers moved swiftly to reassure
nervous parents of its high safety standards in its Chinese factories. In addition,
CEO Robert Eckert explained the recall to consumers on the company’s Web site
and announced steps Mattel was taking to prevent further recalls.?

Mattel’s prompt response, teamed with its long-standing history of successful
manufacturing in China, led many independent analysts and watchdog groups to
say that it may be the best role model for how to operate prudently in China. “Mattel
realized very early that they were always going to be in the crosshairs of sensitivi-

ties about child labor and product safety, and they knew they had to play it straight. /6
Mattel was in China before China was cool, and they learned to do business there in fa
a good way,” says M. Eric Johnson, a Dartmouth management professor.? ]
Environmental surprises, like the one Mattel faced in China, leave some managers “ f;'_
unabletoadapttheircompaniestonew competition, shifting consumerinterests, ornew ',," E
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organizational environment
All elements existing outside
the organization’s boundaries
that have the potential to affect
the organization.

general environment The
layer of the external environ-
ment that affects the organiza-
tion indirectly.

EXHIBIT | 3.1

Location of the Organiza-
tion’s General, Task, and
Internal Environments

PART 2 THE ENVIRONMENT OF MANAGEMENT

technologies. The study of management traditionally focused on factors within the
organization—a closed-systems view—such as leading, motivating, and controlling
employees. The classical, behavioral, and management science schools described in
Chapter 2 looked at internal aspects of organizations over which managers have
direct control. These views are accurate but incomplete. To be effective, managers
must monitor and respond to the environment—an open-systems view. The events
that have the greatest impact on an organization typically originate in the external
environment. In addition, globalization and worldwide societal turbulence affect
companies in new ways, making the international environment of growing concern
to managers everywhere.

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 organiza-
tion’s internal environment—corporate culture. Corporate culture is shaped by the
external environment and is an important part of the context within which managers
do their jobs.

THE EXTERNAL ENVIRONMENT

The tremendous and far-reaching changes occurring in today’s world can be
understood by defining and examinng components of 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.*
The environment includes competitors, resources, technology, and economic condi-
tions that influence the organization. It does not include those events so far removed
from the organization that their impact is not perceived.

Theorganization’s external environmentcanbe further conceptualized ashaving
two layers: general and task environments, as illustrated in Exhibit 3.1.° The general
environment is the outer layer that is widely dispersed and affects organizations

General Environment

Technological

Task
Environment

Customers

Internal
Environment

Labor Market
sioyadwo)

Suppliers
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indirectly. It includes social, economic, legal/political, international, natural, and
technological factors that influence all organizations about equally. Increases in
the inflation rate or the percentage of dual-career couples in the workforce are part
of the organization’s general environment. These events do not directly change
day-to-day operations, but they do affect all organizations eventually. 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 oper-
ations and performance. It is generally considered to include competitors, suppli-
ers, customers, and the labor market.

The organization also has an internal environment, which includes the ele-
ments 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 general, task, and internal envi-
ronments. As an open system, the organization draws resources from the external
environment and releases goods and services back to it. We will now discuss the two
layers of the external environment in more detail. Then we will discuss corporate
culture, the key element in the internal environment. Other aspects of the internal
environment, such as structure and technology, will be covered in later chapters of
this book.

General Environment

The general environment represents the outer layer of the
environment. These dimensions influence the organiza-
tion over time but often are not involved in day-to-day
transactions with it. The dimensions of the general envi-
ronment include international, technological, sociocul-
tural, economic, legal-political, and natural.

International The international dimension of the
external environment represents events originating in
foreign countries as well as opportunities for U.S. com-
panies in other countries. Note in Exhibit 3.1 that the
international dimension represents a context that influ-
ences all other aspects of the external environment. The
international environment provides new competitors,
customers, and suppliers and shapes social, technologi-
cal, and economic trends as well.

Today, every company has to compete on a global
basis. High-quality, low-priced automobiles from Japan
and Korea have permanently changed the American auto-
mobile industry. In cell phones and handhelds, U.S.-based
companies face stiff competition from Korea’s Samsung,
Finland’s Nokia, and Taiwan’s High Tech Computer Cor-
poration (HTC). For many U.S. companies, such as Google,

? |
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task environment The layer
of the external environment
that directly influences the
organization’s operations and
performance.

internal environment The
environment that includes
the elements within the
organization’s boundaries.

international dimension
Portion of the external environ-
ment that represents events
originating in foreign countries
as well as opportunities for U.S.
companies in other countries.

domestic markets have become saturated, and the only
potential for growth lies overseas. Google’s mission is to
reach even the most far-flung corners of the globe by pro-
viding search results in more than 35 languages and a trans-
lation feature to users regardless of their native tongue.®
The most dramatic change in the international envi-
ronment in recent years is the shift of economic power
to China and India. Together, these countries have the
population, brainpower, and dynamism to transform the

Concept (_,Oowmutiow “The big idea behind fair trade is that
you can actually make globalization work for the poor,” says Paul
Rice, founder and CEO of TransFair USA. TransFair is the only U.S.
organization authorized to grant the Fair Trade logo to products
made from a growing list of crops, such as coffee, cocoa, and sugar,
for which farmers in developing countries have been paid a fair
price. The Oakland, California-based nonprofit is influencing the
international dimension of today’s business environment by helping
increase the sales of fair trade products around the world. Rice says
adhering to TransFair standards is just good business as the global
environment grows increasingly important.
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technological dimension
The dimension of the general
environment that includes
scientific and technological
advancements in the industry
and society at large.

sociocultural dimension
The dimension of the general
environment representing the
demographic characteristics,
norms, customs, and values of
the population within which
the organization operates.

PART 2 THE ENVIRONMENT OF MANAGEMENT

global economy of the twenty-first century. If things continue on the current track,
some analysts predict that India will overtake Germany as the world’s third-largest
economy within three decades, and China will overtake the United States as number
one by midcentury. In China, per capita income has tripled in a generation, and lead-
ers are building the infrastructure for decades of expansion, as reflected in the coun-
try’s hunger for raw materials. In 2005, China represented roughly 47 percent of the
global cement consumption, 30 percent of coal, and 26 percent of crude steel. No one
can predict the future, but it is clear that however things in India and China shake out,
U.S. and other western firms have no choice but to pay attention.

The global environment represents a complex, ever-changing, and uneven playing
field compared with the domestic environment. Managers who are used to thinking
only about the domestic environment must learn new rules to remain competitive.
When operating globally, managers have to consider legal, political, sociocultural,
and economic factors not only in their home countries but in other countries as well.
Global managers working in China, for example, recognize that their competitive suc-
cess begins with their ability to build personal relationships and emotional bonds with
their Chinese contacts. The Manager’s Shoptalk offer tips for creating successful busi-
ness relationships in China.

Technological The technological dimension includes scientific and technological
advancements in a specific industry as well as in society at large. In recent years,
this dimension created massive changes for organizations in all industries. Twenty
years ago, many organizations didn’t even use desktop computers. Today, computer
networks, Internet access, handheld devices, videoconferencing capabilities, cell
phones, and laptops are the minimum tools for doing business. A new generation
of handhelds allows users to check their corporate e-mail, daily calendars, business
contacts, and even customer orders from any location with a wireless network. Cell
phones can now switch seamlessly between cellular networks and corporate WiFi
connections. Some companies hand out wireless key fobs with continually updated
security codes that enable employees to log onto their corporate networks and
securely view data or write e-mails from any PC with a broadband connection.”

Other technological advances will affect organizations and managers. The decod-
ing of the human genome could lead to revolutionary medical advances. Cloning
technology and stem cell research are raising both
scientific and ethical concerns. Because of microchip
innovations, Motorola can now make the MotoFone F3
affordable to the world’s poor, opening up vast eco-
nomic opportunities for entrepreneurs in developing
countries.®! Nanotechnology, which refers to manipu-
lating matter at its tiniest scale, is moving from the
research lab to the marketplace. Some 1,200 nanotech-
nology start-ups have emerged around the world, and
smart managers at established organizations such as
3M, Dow Chemical, Samsung, NASA, Intel, Johnson &
Johnson, and IBM are investing research dollars in this
technological breakthrough.’

© ELIPHOTO.COM/POWDERMONARCH LLC

Sociocultural The sociocultural dimension of the
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Concept Covneetion Wantto get the best out of Generation Y
employees? Why not let your current Gen Y workers show you how?
That’s what Monarch Mountain, a ski and snowboard area near Salida,

Colorado, does. As millions of Gen Y employees flood the job market,
companies are finding ways to adapt to this shift in the sociocultural
dimension of the environment. At Monarch, young employees, not
managers, talk with prospective hires to answer questions and address
their concerns from the perspective of the job seeker. Through the “First
Responder” program, the employee provides a realistic picture of what it’s
like to work at Monarch and often becomes a mentor if the candidate is hired.

general environment represents the demographic
characteristics as well as the norms, customs, and
values of the general population. Important socio-
cultural characteristics are geographical distribution
and population density, age, and education levels.
Today’s demographic profiles are the foundation of
tomorrow’s workforce and consumers. Forecasters
see increased globalization of both consumer markets
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Shoptalk

Creating Guanxi in China

With its low labor costs and huge potential mar-
ket, China is luring thousands of U.S. companies
in search of growth opportunities. Yet University
of New Haven’s Usha C. V. Haley recently found
that only one-third of multinationals doing busi-
ness in China have actually turned a profit. One
reason Western businesses fall short of expectations,
experts agree, is that they fail to grasp the centuries-
old concept of guanxi that lies at the heart of Chinese
culture.

At its simplest level, guanxi is a supportive,
mutually beneficial connection between two people.
Eventually, those personal relationships are linked
together into a network, and it is through these net-
works that business gets done. Anyone considering
doing business in China should keep in mind the fol-
lowing basic rules:

®  Business is always personal. It is impossible to
translate “don’t take it so personally—it’s only
business” into Chinese. Western managers tend
to believe that if they conclude a successful
transaction, a good business relationship will
follow. The development of a personal relation-
ship is an added bonus, but not really necessary
when it comes to getting things done. In the
Chinese business world, however, a personal
relationship must be in place before managers
even consider entering a business transaction.
Western managers doing business in China
should cultivate personal relationships—both
during and outside of business hours. Accept
any and all social invitations—for drinks, a
meal, or even a potentially embarrassing visit
to a karaoke bar.

m  Don't skip the small talk. Getting right down
to business and bypassing the small talk during
a meeting might feel like an efficient use of time
to an American manager. To the Chinese, how-
ever, this approach neglects the all-important
work of forging an emotional bond. Be aware
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that the real purpose of your initial meetings
with potential business partners is to begin
building a relationship, so keep your patience if
the deal you are planning to discuss never even
comes up.

u  Remember that relationships are not short-
term. The work of establishing and nurturing
guanxi relationships in China is never done.
Western managers must put aside their usual
focus on short-term results and recognize that it
takes a long time for foreigners to be accepted
into a guanxi network. Often, foreign com-
panies must prove their trustworthiness and
reliability over time. For example, firms that
weathered the political instability that culmi-
nated in the 1989 student protests in Tiananmen
Square found it much easier to do business
afterwards.

®  Make contact frequently. Some experts recom-
mend hiring ethnic Chinese staff members
and then letting them do the heavy lifting of
relationship building. Others emphasize that
Westerners themselves should put plenty of
time and energy into forging links with Chinese
contacts; those efforts will pay off because the
contacts can smooth the way by tapping into
their own guanxi networks. Whatever the strat-
egy, contact should be frequent and personal.
In addition, be sure to keep careful track of the
contacts you make. In China, any and all rela-
tionships are bound to be important at some
point in time.

SOURCES: Michelle Dammon Loyalka,“Doing Business

in China,” BusinessWeek Online (January 6, 2006), www
.businessweek.com/smallbiz/; Los Angeles Chinese Learning
Center,”Chinese Business Culture,”http://chinese-school
netfirms.com/guanxi.html; and Beijing British Embassy,
“Golden Hints for Doing Business in China,”http://chinese-
school.netfirms.com/goldenhints.html.

and the labor supply, with increasing diversity both within organizations and consumer
markets." Consider the following key demographic trends in the United States:

1.

The United States is experiencing the largest influx of immigrants in more than a
century. The Hispanic population is expected to grow to 102.6 million, an increase
of 188 percent since 2000, and it will make up about a quarter of the U.S. popula-
tion by 2050. In this same time period, non-Hispanic whites will make up only
about 50 percent of the population, down from 74 percent in 1995 and 69 percent

in 2004."


www.businessweek.com/smallbiz/
www.businessweek.com/smallbiz/
http://chinese-school.net.firms.com/guanxi.html
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68

economic dimension The
dimension of the general
environment representing the
overall economic health of the
country or region in which the
organization operates.

legal-political dimension
The dimension of the general
environment that includes fed-
eral, state, and local govern-
ment regulations and political
activities designed to influence
company behavior.

pressure group An interest
group that works within the
legal-political framework to
influence companies to behave
in socially responsible ways.
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2. Members of Generation Y are flooding the workplace. To replace the 64 million
skilled workers who will start retiring by the end of this decade, companies will
be poised to attract Gen Y workers if they offer competitive salaries, flat hierar-
chies, support networks, work-life balance, challenging work, and feedback on
performance.’

3. The fastest-growing type of living arrangement is single-father households, which
rose 62 percent in 10 years, even though two-parent and single-mother house-
holds are still much more numerous.*

Demographic trends affect organizations in other countries just as powerfully.
Japan, Italy, and Germany are all faced with an aging workforce and customer base
due to years of declining birth rates. In both Italy and Japan, the proportion of people
over the age of 65 reached 20 percent in 2006."

Economic The economic dimension represents the general economic health of the
country or region in which the organization operates. Consumer purchasing power,
the unemployment rate, and interest rates are part of an organization’s economic
environment. Because organizations today are operating in a global environment, the
economic dimension has become exceedingly complex and creates enormous uncer-
tainty for managers. The economies of countries are more closely tied together now.
For example, the economic recession and the decline of consumer confidence in the
United States in the early 2000s affected economies and organizations around the
world. Similarly, economic problems in Asia and Europe had a tremendous impact
on companies and the stock market in the United States.

One significant recent trend in the economic environment is the frequency of
mergers and acquisitions. Citibank and Travelers merged to form Citigroup, IBM
purchased Pricewaterhouse Coopers Consulting, and Cingular acquired AT&T
Wireless. In the toy industry, the three largest toy makers—Hasbro, Mattel, and
Tyco—gobbled up at least a dozen smaller competitors within a few years. At the
same time, however, a tremendous vitality is evident in the small business sector
of the economy. Entrepreneurial start-ups are a significant aspect of today’s U.S.
economy and will be discussed in Appendix A.

Legal-Political The legal-political dimension includes government regula-
tions 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 government influences organi-
zations through the Occupational Safety and Health Administration (OSHA),
Environmental Protection Agency (EPA), fair trade practices, libel statutes allow-
ing lawsuits against business, consumer protection legislation, product safety
requirements, import and export restrictions, and information and labeling
requirements. Many organizations also have to contend with government and
legal issues in other countries. The European Union (EU) adopted environmen-
tal and consumer protection rules that are costing American companies hundreds
of millions of dollars a year. Companies such as Hewlett-Packard, Ford Motor
Company, and General Electric have to pick up the bill for recycling the products
they sell in the EU, for example."®

Managers must also recognize a variety of pressure groups that work within the
legal-political framework to influence companies to behave in socially responsible
ways. Wake Up Wal-Mart, a union-backed campaign group, drums up publicawareness
of Wal-Mart’s business practices to force the retailer to improve worker’s wages and
health care benefits. The group’s campaign director hopes smaller companies will then
follow suit.'® Other activists have boldly petitioned Home Depot, which introduced the
Eco Option brand for its environmentally friendly products, to stop advertising on Fox
News, whose hosts and commentators dismiss global warming as ludicrous."”
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Natural In response to pressure from environmental
advocates, organizations have become increasingly sen-
sitive to the earth’s diminishing natural resources and the
environmental impact of their products. As a result, the
natural dimension of the external environment is grow-
ing in importance. The natural dimension includes all
elements that occur naturally on earth, including plants,
animals, rocks, and natural resources such as air, water,
and climate.

The natural dimension is different from other sectors
of the general environment because it has no voice of its
own. Influence on managers to meet needs in the natu-
ral environment may come from other sectors, such as
government regulation, consumer concerns, bad press in
the media, competitors” actions, or even employees.'® For
example, environmental groups advocate various action
and policy goals that include reduction and clean up of
man-made pollution, development of renewable energy
resources, and sustainable use of scarce resources such
as water, land, and air. More recently, there has been a
strong concern about climate change such as global
warming caused by greenhouse gases, most notably car-
bon dioxide.

Concern about the environment has prompted com-
panies to take these actions:

» Eliminating nonbiodegradable plastic bags from the
environment. Whole Foods will stop offering dispos-
able, plastic grocery bags in all 270 stores, replac-
ing them with recyclable bags. This change means
roughly 100 million plastic bags will be kept out of
the environment in the first eight months of the new
program.”

m  Improving efficiency of plants and factories. Nissan’s
Sunderland (UK) factory will use eight wind turbines
to generate 6 percent of the plant’s energy require-
ment, cutting carbon dioxide emissions by 4,000 tons

© SUZY POLING
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Concept GWMWW High-school buddies Eric Ryan (left)
and Adam Lowry (right) make environmentally friendly products
look good. Their company, Method, produces nontoxic cleaning
products with a concern for the natural environment and packages
them in designer-looking bottles. Lowry, a chemical engineer, and
Ryan, with an advertising background, founded Method in 2000
and sales grew to nearly $100 million in 2007.

per year. Toyota recycles 100,000 tons of wastewater a year in its reverse osmosis

facility in its Burnaston (UK) plant.?

m Investing in cleaner technologies. GE, which once polluted the Hudson River
with polychlorinated biphenyls (PCBs) as it manufactured transformers, now
promises that it will invest $1.5 billion annually in researching cleaner forms of

technology by 2010, up from $700 million in 2004.!

Task Environment

As described earlier, 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

natural dimension The
dimension of the general envi-
ronment that includes all ele-
ments that occur naturally on
earth, including plants, animals,
rocks, and natural resources
such as air, water, and climate.

output, customers are important because they determine the organization’s suc-

cess. Patients are the customers of hospitals, students the customers of schools, and
travelers the customers of airlines. Many companies are searching for ways to reach
the coveted teen and youth market by tying marketing messages into online social

customers People and organi-
zations in the environment that
acquire goods or services from
the organization.
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competitors Other organiza-
tions in the same industry or
type of business that provide
goods or services to the same
set of customers.

suppliers People and orga-
nizations that provide the raw
materials the organization uses
to produce its output.

labor market The people
available for hire by the
organization.
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networks such as MySpace.com and Facebook.com. With high school and college stu-
dents representing a $375 billion consumer spending market, it’s serious business for
managers at companies such as Target, Apple, Coca-Cola, and Disney. Apple spon-
sors an Apple-lovers group on Facebook.com, giving away iPod Shuffles in weekly
contests. Target has sponsored a group on MySpace.com that features a 15-year-old
professional snowboarder wearing a Target logo on his helmet.?

Customers today have greater power because of the Internet, which presents
threats as well as opportunities for managers. Today’s customers can directly affect the
organization’s reputation and sales, for example, through gripe sites such as untied.
com, where United Airlines employees and disgruntled fliers rail against the air car-
rier. “In this new information environment,” says Kyle Shannon, CEO of e-commerce
consultancy Agency.com, “you’ve got to assume everyone knows everything.”?

Competitors Specific competitive issues characterize each industry. Other organi-
zations in the same industry or type of business that provide goods or services to the
same set of customers are referred to as competitors. The recording industry differs
from the steel industry and the pharmaceutical industry.

Competitive wars are being waged worldwide in all industries. Market leader MyS-
pace keeps a close eye on Facebook’s growing popularity. Both are battling it out for
market leadership and advertising market share.?* Netflix and Blockbuster use inno-
vative pricing and distribution to win the loyalty of online movie customers. Internet
jeweler Blue Nile clashes with Tiffany’s, Zale’s, and Kay’s in a contest for leadership in
the diamond ring market. Using its low overhead and strong purchasing power, Blue
Nile sells diamond rings for 35 percent below most bricks-and-mortar stores.”

Suppliers Suppliers provide the raw materials the organization uses to produce
its output. A steel mill requires iron ore, machines, and financial resources. A small,
private university may use hundreds of suppliers for paper, pencils, cafeteria food,
computers, trucks, fuel, electricity, and textbooks. Companies from toolmakers to
construction firms and auto manufacturers were hurt recently by an unanticipated
jump in the price of steel from suppliers. Just as they were starting to see an upturn
in their business, the cost of raw materials jumped 30 percent in a two-month peri-
od.” Consider also that China now produces more than 85 percent of the Vitamin C
used by companies in the United States. An agreement among China’s four largest
producers led to an increase in the price of Vitamin C from $3 a kilogram to as high
as $9 a kilogram.”

Many companies are using fewer suppliers and trying to build good relation-
ships with them so that they will receive high-quality parts and materials at lower
prices. The relationship between manufacturers and suppliers has traditionally been
an adversarial one, but managers are finding that cooperation is the key to saving
money, maintaining quality, and speeding products to market.

As a new manager, you can get a leg up by paying attention to the external
environment and international events. Stay in tune with what’s going on in the
general environment, including social, economic, technological, natural, and political
trends. Pay particular attention to the task environment, including your customers,
competitors, and suppliers. Be sure to connect the dots among the things you see.

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 necessity for continuous investment in human



CHAPTER 3 THE ENVIRONMENT AND CORPORATE CULTURE 71

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, creat-
ing unused labor pools in some areas and labor shortages in others.

Changes in these various sectors of the general and task environments can create
tremendous challenges, especially for organizations operating in complex, rapidly
changing industries. Nortel Networks, a Canadian company with multiple U.S. offices,
is an example of an organization operating in a highly complex environment.

Nortel Networks is a global company that connects people to the information they need Nortel Networks
through advanced communication technologies. With customers in more than 150 coun-
tries, Nortel designs and installs new networks and upgrades and supports and manages
existing systems.”® Nortel’s complex external environment, illustrated in Exhibit 3.2, directly
influences its operations and performance. The Canadian-based company began in 1895 as
a manufacturer of telephones and has reinvented itself many times to keep up with changes

in the environment. In the late 1990s, the company transformed itself into a major player in
wireless technology and equipment for connecting businesses and individuals to the Internet.
In 1997, the company was about to be run over by rivals such as Cisco Systems that were
focused on Internet gear. Then-CEO John Roth knew he needed to do something bold to
respond to changes in the technological environment. A name change to Nortel Networks
symbolized and reinforced the company’s new goal of providing unified network solutions to
customers worldwide.

Today, Nortel’s purpose is clear—to create a high-performance twenty-first-century com-
munications company leveraging innovative technology that simplifies the complicated,
hyperconnected world.? To achieve this goal, Nortel adapts and responds to the uncertainty
of the external environment. One response to the competitive environment was to spend bil-
lions to acquire data and voice networking companies, including Bay Networks (which makes
Internet and data equipment), Cambrian Systems (a hot maker of optical technology), Peri-
phonics (maker of voice-response systems), and Clarify (customer relationship management
software). These companies brought Nortel top-notch technology, helping the company
snatch customers away from rivals Cisco and Lucent Technologies. In addition, even during
rough economic times, Nortel kept spending nearly 20 percent of its revenues on research
and development to keep pace with changing technology.

Internationally, Nortel has made impressive inroads in Taiwan, China, Brazil, Mexico,
Colombia, Japan, and Sweden, among other countries. China’s Ministry of Railways selected
mobile communications railway technologies from Nortel to provide a secure, wireless net-
work for trains traveling up to 350 km/hr.* It also won customers by recognizing the con-
tinuing need for traditional equipment and offering hybrid gear that combines old telephone
technology with new Internet features, allowing companies to transition from the old to the
new. Bold new technologies for Nortel include 4G broadband wireless, Carrier Ethernet, opti-
cal, next-generation services and applications, and secure networking.*" Nortel is considered
a leader in wireless gear and won contracts from Verizon Communications and Orange SA,
a unit of France Telecom, to supply equipment that sends phone calls as packets of digital
data like that used over the Internet. Nortel also capitalizes on strategic alliances by teaming
with Microsoft, Dell, and IBM.*?

Companies moving in a Net speed environmentrisk a hard landing, and when the demand
for Internet equipment slumped in the early 2000s, Nortel’s business was devastated. The
company cut more than two-thirds of its workforce and closed dozens of plants and offices.
An accounting scandal that led to fraud investigations and senior executive dismissals made
things even worse. At one point, Nortel’s stock was trading for less than a dollar. By early
2006, however, positive changes in the economic environment, along with a savvy new CEO,
put Nortel back on an uphill swing. Bright spots for the company in 2007 included improved
earnings, a boost in orders, and improved profitability. But Wall Street skeptics want to see
more strong quarters before they are convinced of a turnaround.?* As one analyst said, “It’s
a tough business,” and Nortel’s managers have to stay on their toes to help the organization
cope in an ever-changing, difficult environment.?*
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EXHIBIT | 3.2 TheExternal Environment of Nortel

Customers
_ = Telephone
Competitors companies, major
= Lucent, Cisco and corporations for
3_Com, U.S. e-business
= Siemens, Germany = Businesses and not-
* Alcatel, France for-profit organizations
= Ericsson, Sweden = New demand for optical
= NEC, Japan and wireless equipment
= Targeting start-ups with
Nortel Web products

Networks

Suppliers Labor Market

= Components = Operates facilities
from subcontractors in 34 states

= Banks, bondholders = Hires computer-literate
provide capital college graduates

= Obtain quality = Employs 33,000
parts from suppliers including 12,000
worldwide R&D professionals

SOURCES: “Chinese Ministry of Railways Chooses Nortel Mobile Network,” M2Presswire, Business and Company Resource Center database, (accessed January 29, 2008);
Nortel Web site, http:www.nortel.com (accessed February 5, 2008); W. C. Symonds, J. B. Levine, N. Gross, and P. Coy, “High-Tech Star: Northern Telecom Is Challenging
Even AT&T,” BusinessWeek (July 27, 1992): 54-58; |. Austen, “Hooked on the Net,” Canadian Business (June 26-July 10, 1998): 95-103; J. Weber with A. Reinhardt and

P. Burrows, “Racing Ahead at Nortel,” BusinessWeek (November 8, 1999): 93-99; “Nortel’s Waffling Continues: First Job Cuts, Then Product Lines, and Now the CEO,”
Telephony (May 21, 2001): 12; and M. Heinzl, “Nortel’s Profits of 499 Million Exceeds Forecast,” The Wall Street Journal, January 30, 2004.

THE ORGANIZATION-ENVIRONMENT RELATIONSHIP

Why do organizations care so much about factors in the external environment? The
reason is that the environment creates uncertainty for organization managers, and
they must respond by designing the organization to adapt to the environment.

Environmental Uncertainty

Organizations must manage environmental uncertainty to be effective. Uncertainty
means that managers do not have sufficient information about environmental factors
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to understand and predict environmental needs and changes.® As indicated in Exhibit
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EXHIBIT 3.3

The External Environment
and Uncertainty

boundary-spanning roles
Roles assumed by people and/
or departments that link and

3.3, environmental characteristics that influence uncertainty are the number of factors  cordinate the organization
that affect the organization and the extent to which those factors change. A large mul-  with key elements in the
tinational like Nortel Networks has thousands of factors in the external environment  external environment.

creating uncertainty for managers. When external factors
change rapidly, the organization experiences high uncer-
tainty; examples are telecommunications and aerospace
firms, computer and electronics companies, and e-com-
merce organizations that sell products and services over
the Internet. Companies have to make an effort to adapt to
the rapid changes in the environment. When an organiza-
tion deals with only a few external factors and these factors
are relatively stable, such as those affecting soft-drink bot-
tlers or food processors, managers experience low uncer-
tainty and can devote less attention to external issues.

Adapting to the Environment

If an organization faces increased uncertainty with respect
to competition, customers, suppliers, or government reg-
ulations, managers can use several strategies to adapt
to these changes, including boundary-spanning roles,
interorganizational partnerships, and mergers or joint
ventures.

Boundary-Spanning Roles Departments and boundary-
spanning roles link and coordinate the organization with
key elements in the external environment. Boundary span-
ners serve two purposes for the organization: They detect
and process information about changes in the environm
ent, and they represent the organization’s interests to the
environment.* Employees in engineering or research and
development scan for new technological developments,
innovations, and raw materials. People in departments
such as marketing and purchasing span the boundary to
work with customers and suppliers, both face-to-face and

© CAMPBELL’S SOUP COMPANY

Concept Covnection A consumer focus group in

Mexico evaluates Campbell’s soups, reviewing qualities such as
packaging, preparation, appearance, and taste. The passage of
NAFTA broadened market opportunities in Mexico, where nearly
9 billion servings of soup are consumed each year. Marketing
executives act as boundary spanners to test reactions and assess
whether products meet local needs. Boundary spanning provided
competitive intelligence that Mexican consumers like convenient
dry-soup varieties as well as condensed and ready-to-serve soups.
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through market research. Some organizations are staying in touch with customers
through the Internet, such as by monitoring gripe sites, communicating with custom-
ers on company Web sites, and contracting with market-research firms that use the
Web to monitor rapidly changing marketplace trends.”” Another recent approach to
boundary spanning is the use of business intelligence, which results from using sophis-
ticated software to search through large amounts of internal and external data to spot
patterns, trends, and relationships that might be significant. For example, Verizon
uses business intelligence software to actively monitor customer interactions and fix
problems almost immediately.?®

Business intelligence is 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. Competitive intelligence specialists use Web sites,
commercial databases, financial reports, market activity, news clippings, trade pub-
lications, personal contacts, and numerous other sources to scan an organization’s
environment and spot potential threats or opportunities.* Visa has an employee
who searches the Web for two hours each day for insights on MasterCard and other
competitors. Harley-Davidson hires an outside research firm to search through mas-
sive amounts of data and reveal patterns that help decipher and predict competitors’
actions.*

Boundary spanning is an increasingly important task in organizations because
environmental shifts can happen so quickly in today’s world. Managers need good
information about their competitors, customers, and other elements of the environ-
ment to make good decisions. Thus, the most successful companies involve everyone
in boundary-spanning activities.

Read the ethical dilemma on pages 87-88 that pertains to competitive intelligence.
Do you have the courage to risk your job by challenging the boss’s inappropriate use
of confidential information?

Interorganizational Partnerships An increasingly popular strategy for adapt-
ing to the environment is to reduce boundaries and increase collaboration with other
organizations. North American companies have typically worked alone, competing
with one another, but an uncertain and interconnected global environment changed
that tendency. Companies are joining together to become more effective and to share
scarce resources. Disney has agreed to sell Rayovac brand batteries at all its theme
and water parks in packaging that features popular Disney characters such as Mickey
Mouse. This move will boost Rayovac battery sales and increase consumer exposure
to the Disney brand.* Sony, Toshiba, and IBM are collaborating to produce a new, tiny
computer chip. Supermarket chains Kroger, Albertsons, and Safeway banded together
to negotiate with labor unions. Head-to-head competition among independent firms
is giving way to networks of alliances that compete for business on a global basis. For
example, the aerospace industry is controlled by two networks—those of Boeing and
Airbus, each of which is made up of more than 100 partner organizations.*
Managers in partnering organizations are also shifting from an adversarial orien-
tation to a partnership orientation. The new paradigm, shown in Exhibit 3.4, 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 characterized by a high level of information sharing, including
e-business links for automatic ordering, payments, and other transactions. In addi-
tion, person-to-person interaction provides corrective feedback and solves problems.
People from other companies may be onsite or 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 busi-
ness partners to help one another, even outside of what is specified in the contract.*®
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From Adversarial Orientation ——————— To Partnership Orientation

e Suspicion, competition, arm’s length e Trust, value added to both sides
e Price, efficiency, own profits e Equity, fair dealing, everyone profits
e Information and feedback limited e E-business links to share information and

conduct digital transactions

e Lawsuits to resolve conflict Close coordination; virtual teams and

people onsite

e Minimal involvement and up-front investment e Involvement in partner’s product design
and production

e Short-term contracts e Long-term contracts

e Contracts limit the relationship Business assistance goes beyond the contract

Mergers and Joint Ventures A step beyond strategic partnerships is for com-
panies to become involved in mergers or joint ventures to reduce environmental
uncertainty. A frenzy of merger and acquisition 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.* A merger occurs when two or more orga-
nizations combine to become one. For example, Wells Fargo merged with Norwest
Corporation to form the nation’s fourth largest banking corporation.

Ajoint venture involves a strategic alliance or program by two or more organizations.
Ajoint venture typically occurs when a project is too complex, expensive, or uncertain for
one firm to handle alone. Oprah Winfrey’s Harpo Inc. formed a joint venture with Hearst
Magazines to launch O, The Oprah Magazine.* Despite her popularity and success with her
television show, Winfrey recognized the complexity and uncertainty involved in starting
a new magazine. The combined resources and management talents of the partners con-
tributed to the most successful start-up ever in the magazine publishing industry.

Joint ventures are on the rise as companies strive to keep pace with rapid techno-
logical change and compete in the global economy. Chrysler and Nissan have created
a product-sharing alliance that involves Nissan supplying Chrysler with a much-
needed fuel-efficient car to be sold in South America. The Nissan—Chrysler arrange-
ment could grow to include Chrysler providing pickup trucks to Nissan for sale in
the United States. Interorganizational partnerships like this one occur frequently in
the automobile industry.*®

Many small businesses are also turning to joint ventures with large firms or with
international partners. A larger partner can provide sales staff, distribution channels,
financial resources, or a research staff. Small businesses seldom have the expertise to
deal internationally, so a company such as Nypro, Inc., a plastic injection-molding
manufacturer in Clinton, Massachusetts, joins with overseas experts who are familiar
with the local rules. Nypro now does business in four countries.*”

As a new manager, learning to span the boundary to other units that influence your
success is important. As you progress to higher management positions, learn how
to use interorganizational partnerships, and even mergers or joint ventures, to help
your organization adapt and stay competitive in a shifting environment.

THE INTERNAL ENVIRONMENT:
CoRPORATE CULTURE

The internal environment within which managers work includes corporate culture,
production technology, organization structure, and physical facilities. Of these,
corporate culture surfaces as extremely important to competitive advantage. The
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merger The combining of two
or more organizations into one.

joint venture A strategic

alliance or program by two or

more organizations.
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Concept Co»vvm/&oﬁo»vv Equality stands at the heart of Japanese
automaker Honda’s corporate culture, and visible manifestations of

the cultural values are everywhere. For example, at facilities such as this
automobile manufacturing plant in Lincoln, Alabama, there are open
offices, no assigned parking spaces, and the 4,500 employees, called
associates, all eat in the same cafeteria and call each other by their first
names. Everyone,from the president on down, comes to work, walks into
the locker room, and changes into a gleaming white two-piece uniform
emblazoned with the Honda insignia. It’s no accident that it’s hard to tell
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internal culture must fit the needs of the external
environment and company strategy. When this fit
occurs, highly committed employees create a high-
performance organization that is tough to beat.*

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, because it typically plays a significant role
in organizational success. The concept of culture
has been of growing concern to managers since the
1980s as turbulence in the external environment has
grown, often requiring new values and attitudes.
Organizational culture has been defined and stud-
ied in many and varied ways. For the purposes of
this chapter, we define culture as the set of key val-
ues, beliefs, understandings, and norms shared by
members of an organization.”” The concept of culture
helps managers understand the hidden, complex
aspects of organizational life. Culture is a pattern of
shared values and assumptions about how things
are done within the organization. This pattern is
learned by members as they cope with external and
internal problems and taught to new members as
the correct way to perceive, think, and feel.

the managers from the front-line workers.

culture The set of key values,
beliefs, understandings, and
norms that members of an
organization share.

EXHIBIT 3.5

Levels of Corporate Culture

Culture can be analyzed at three levels, as illus-
trated in Exhibit 3.5, with each level becoming less
obvious.*® At the surface level are visible artifacts, which include such things as man-
ner 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 level are the expressed 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 these values at a con-
scious level. They can be interpreted from the stories, language, and symbols organi-
zation members use to represent them.

Some values become so deeply embedded in a culture that members are no lon-
ger consciously aware of them. These basic, underlying assumptions and beliefs are
the essence of culture and subconsciously guide behavior and decisions. In some
organizations, 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 freedom, and colleagues are frequently suspicious of one another. More

Culture that can Visible
be seen at the 1. Artifacts, such as dress,

surface level office layout, symbols,
slogans, ceremonies

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

3. Underlying assumptions and
deep beliefs, such as “people
here care about one another
like a family”
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enlightened organizations operate on the basic assumption that people want to do a
good job; in these organizations, employees are given more freedom and responsibil-
ity, and colleagues trust one another and work cooperatively.

The fundamental values that characterize an organization’s culture can be under-
stood through the visible manifestations of symbols, stories, heroes, slogans, and
ceremonies.

Symbols

A symbol is an object, act, or event that conveys meaning to others. Symbols can
be considered a rich, nonverbal language that vibrantly conveys the organization’s
important values concerning how people relate to one another and interact with the
environment.” For example, managers at a New York-based start-up that provides
Internet solutions to local television broadcasters wanted a way to symbolize the
company’s unofficial mantra of “drilling down to solve problems.” They bought a
dented old drill for $2 and dubbed it The Team Drill. Each month, the drill is pre-
sented to a different employee in recognition of exceptional work, and the employee
personalizes the drill in some way before passing it on to the next winner.>

Stories

Asstory is a narrative based on true events and 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.* 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 commitment to worker autonomy and customer service.>* A story of Toyota’s
founder Kiichiro Toyoda, described below, illustrates his commitment to the “Toyota
Way,” a set of values that serve as the foundation of Toyota’s success.

Toyota Motor Corporation, an automotive powerhouse, is the most profitable automaker
in the world. Known for award-winning reliability and quality, Toyota leads the industry in
manufacturing and customer service. At a time when GM and Ford are closing plants, Toyota
plans to open six more plants in the next few years. Toyota is also a leader and innova-
tor in hybrid technology. Toyota offers six Toyota and Lexus hybrid vehicles in the United
States, where it has sold more than 500,000 hybrids, surpassing the rest of the industry
combined.*®

What makes this company so successful? For Toyota, the answer is a strong corporate
culture based on “The Toyota Way.” A popular story of Toyota’s founder Kiichiro Toyoda
demonstrates his commitment to the culture during the early days of the company’s history.
Toyoda visited a plant and found a worker scratching his head and muttering about how
his grinding machine would not run. Toyoda rolled up his sleeves and thrust his hands into
the machine’s oil pan. He came up with two handfuls of sludge and threw them to the floor.
“How can you expect to do your job without getting your hands dirty,” he exclaimed. This
was the origin of one of the key elements of Toyota’s culture: genchi genbutsu, meaning “go
and see.” To Toyota employees, this means go and seek out facts and information that help
you make good decisions—even if it means rolling up your sleeves and getting dirty.*®

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. Sometimes heroes are
real, such as the female security supervisor who once challenged IBM’s chair-
man because he wasn't carrying the appropriate clearance identification to enter a
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symbol An object, act, or event
that conveys meaning to others.

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

hero A figure who exempli-
fies the deeds, character, and
attributes of a strong corporate
culture.

Toyota
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slogan A phrase or sentence
that succinctly expresses a key
corporate value.

ceremony A planned activity
at a special event that is
conducted for the benefit of an
audience.
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security area.”” Heroes show how to do the right thing in the organization. Com-
panies with strong cultures take advantage of achievements to define heroes who
uphold key values.

At 3M Corporation, top managers keep alive the image of heroes who developed
projects that were killed by top management. One hero was a vice president who
was fired earlier in his career for persisting with a new product even after his boss
had told him, “That’s a stupid idea. Stop!” After the worker was fired, he would not
leave. He stayed in an unused office, working without a salary on the new product
idea. Eventually he was rehired, the idea succeeded, and he was promoted to vice
president. The lesson of this hero as a major element in 3M’s culture is to persist at
what you believe in.®

Slogans

A slogan is a phrase or sentence that succinctly expresses a key corporate value.
Many companies use a slogan or saying to convey special meaning to employees. 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 Shang-
hai, recipient of the “Best Employer in Asia” for three consecutive years.”” 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 organiza-
tion. The mission statement for Hallmark Cards, for example, emphasizes values of
excellence, ethical and moral conduct in all relationships, business innovation, and
corporate social responsibility.*®

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.®! In a ceremony to mark its 20th anniversary, Southwest Airlines
rolled out a specialty plane it created called the “Lone Star One” that was designed
like the Texas state flag to signify the company’s start in Texas. Later, when the NBA
chose Southwest Airlines as the league’s official airline, Southwest launched another
specialty plane, the “Slam Dunk One,” designed in blue and orange with a large
basketball painted toward the front of the plane. Today, ten specialty planes celebrate
significant milestones in Southwest’s history and demonstrate key cultural values.*

In summary, organizational culture represents the values, norms, understand-
ings, and basic assumptions that employees share, and these values are signified by
symbols, stories, heroes, slogans, and ceremonies. Managers help define important
symbols, stories, and heroes to shape the culture.

ENVIRONMENT AND CULTURE

A big influence on internal corporate culture is the external environment. Cultures
can vary widely across organizations; however, organizations within the same indus-
try often reveal similar cultural characteristics because they are operating in similar
environments.*®® The internal culture should embody what it takes to succeed in the
environment. If the external environment requires extraordinary customer service,
the culture should encourage good service; if it calls for careful technical decision
making, cultural values should reinforce managerial decision making.
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As a new manager, pay attention to culture. Recognize the ways in which cultural
values can help or hurt your department’s performance. Consciously shape adaptive
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values through the use of symbols, stories, heroes, ceremonies, and slogans.

Adaptive Cultures

Research at Harvard on 207 US. firms illustrated the critical relationship between corpo-
rate culture and the external environment. The study found that a strong corporate
culture alone did not ensure business success unless the culture encouraged healthy
adaptation to the external environment. As illustrated in Exhibit 3.6, adaptive corpo-
rate cultures have different values and behavior from unadaptive corporate cultures.

In adaptive cultures, managers are concerned about customers and those internal
people and processes that bring about useful change. In the unadaptive corporate
cultures, managers are concerned about themselves, and their values tend to discour-
age risk taking and change. Thus, a strong culture alone is not enough, because an
unhealthy culture may encourage the organization to march resolutely in the wrong

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

direction. Healthy cultures help companies adapt to the environment.*

Complete the experiential exercise on page 87 that pertains to adaptive cultures.
How would you shape adaptive values in a company for which you worked?

Types of Cultures

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 cul-
ture, 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 exter-
nal. The four categories associated with these differ-
ences are adaptability, achievement, involvement, and
consistency.®

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 behavior responses.

| TakeaMoment
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Concept (,‘,)o»m/w&otw/m' John Zapp, general manager of

a group of dealerships in Oklahoma City, realized his Buick-
Pontiac-GMC and Dodge-Chrysler-Jeep outlets were losing sales

to neighboring Toyota and Honda shops. To maximize sells on the
current floor traffic, Zapp reconfigured his inventory to focus on
selling pre-owned vehicles, which increased profit per auto. The

key to keeping the pre-owned vehicles moving off the lot is the
company’s achievement culture. Zapp sets high goals and gives cash
incentives to sales people who move the pre-owned inventory faster.



80

EXHIBIT 3.7

Four Types of Corporate
Cultures

achievement culture A
results-oriented culture that val-
ues competitiveness, personal
initiative, and achievement.

involvement culture A cul-
ture that places high value on
meeting the needs of employ-
ees and values cooperation and

equality.
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Needs of the Environment

Flexibility Stability
External
Achievement
Culture
"]
3
3
[
2
o0
[}
®
-
@ Involvement Consistency
Culture Culture
Internal

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).

Employees have 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 tak-
ing. Lush Cosmetics, a fast-growing maker of shampoos, lotions, and bath prod-
ucts made from fresh ingredients such as mangoes and avocados, provides a good
example of an adaptability culture. A guiding motto at the company is “We reserve
the right to make mistakes.” Founder and CEO Mark Constantine is passionately
devoted to change and encourages employees to break boundaries, experiment,
and take risks. The company kills off one-third of its product line every year to
offer new and offbeat products.® Other companies in the cosmetics industry, as
well as those involved in electronics, e-commerce, and fashion, often use an adapt-
ability culture because they must move quickly to respond to rapid changes in the
environment.

The achievement culture is suited to organizations concerned with serving spe-
cific customers in the external environment but without the intense need for flexibility
and rapid change. This results-oriented culture values competitiveness, aggressive-
ness, personal initiative, 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.”” Siebel Systems, which sells complex software systems,
thrives on an achievement culture. Professionalism and aggressiveness are core val-
ues. Employees are forbidden to eat at their desks or to decorate with more than one
or two personal photographs. People who succeed at Siebel are focused, competitive,
and driven to win. Those who perform and meet stringent goals are handsomely
rewarded; those who don’t are fired.%

The involvement culture emphasizes an internal focus on the involvement
and participation of employees to adapt rapidly to changing needs from the
environment. This culture places high value on meeting the needs of employees,
and the organization may be characterized by a caring, family-like atmosphere.
Managers emphasize values such as cooperation, consideration of both employ-
ees and customers, and avoiding status differences. Consider the involvement
culture at Valero, which is partly responsible for helping the company become
the top oil refinery in the United States.
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When Hurricane Katrina hit New Orleans in late August 2005, companies throughout the
region set their disaster plans into action. But few matched the heroic efforts put forth by
employees at Valero’s St. Charles oil refinery. Just eight days after the storm, the St. Charles
facility was up and running, while a competitor’s plant across the road was weeks away from
getting back online. During the same time period, St. Charles’s disaster crew managed to
locate every one of the plant’s 570 employees.

Part of the credit goes to Valero’s family-like, let’s-get-it-done-together culture, which
has given Valero a distinctive edge during an era of cutthroat global competition in the oil
industry. As CEQO Bill Greehey transformed Valero, once primarily a natural-gas-pipeline com-
pany, into the nation’s largest oil refinery business, he also instilled a culture where people
care about one another and the company. Many of the refineries Valero bought were old and
run-down. After buying a refinery, Greehey’s first steps would be to assure people their jobs
were secure, bring in new safety equipment, and promise employees that if they worked hard
he would put them first, before shareholders and customers. Employees held up their end of
the bargain, and so did Greehey.

Putting employees first has engendered amazing loyalty and dedication. When Greehey
visited the St. Charles facility after Katrina, he was surprised to be greeted at a giant tent
with a standing ovation. Even in the aftermath of a hurricane, employees had held to their
tradition of throwing a plantwide barbecue lunch whenever Greehey visits a plant. “Right
now morale is so high in this refinery you can’t get at it with a space shuttle,” an electrical
superintendent at St. Charles said. “Valero has been giving away gas, chain saws, putting up
trailers for the employees. They’ve kept every employee paid. Other refineries shut down and
stopped paying. What else can you ask?”®

Some managers might think putting employees ahead of customers and share-
holders is nice, but not very good for business. But at Valero, a strong involvement
culture based on putting employees first has paid off in terms of high employee per-
formance and rising market share, profits, and shareholder value.

The final category of culture, the consistency culture, uses an internal focus and
a consistency orientation for a stable environment. Following the rules and being
thrifty are valued, and the culture supports and rewards a methodical, rational,
orderly way of doing things. In today’s fast-changing world, few companies oper-
ate in a stable environment, and most managers are shifting toward cultures that are
more flexible and in tune with changes in the environment. However, one thriving
company, Pacific Edge Software, successfully implemented elements of a consistency
culture, ensuring that all its projects are on time and on 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 means employees can generally go home by 6:00 PM. rather than working
all night to finish an important project. Hjorten insists that the company’s culture
isn’t rigid or uptight, just careful. Although sometimes being careful means being
slow, so far Pacific Edge has managed to keep pace with the demands of the external
environment.”

Would you rather work in an organization with an adaptability, achievement, involvement,
or consistency culture? Complete the New Manager Self-Test on page 82 to get an idea of
what type of culture you would be most comfortable working in.

Each of these four categories of culture can be successful. In addition, organiza-
tions usually have values that fall into more than one category. The relative emphasis
on various cultural values depends on the needs of the environment and the organi-
zation’s focus. Managers are responsible for instilling the cultural values the organi-
zation needs to be successful in its environment.
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consistency culture A
culture that values and rewards
a methodical, rational, orderly
way of doing things.
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Self-Test,

Culture Preference

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

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 team-
work and participation.

6. Management style is characterized by innova-
tion and risk-taking.

7. Management style is characterized by high per-
formance demands and achievement.

8. Management style is characterized by security

and predictability.
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SCORING AND INTERPRETATION: Each
question pertains to one of the four types of
culture in Exhibit 3.7. To compute your prefer-
ence for each type of culture, add together the
scores for each set of two questions as follows:

Involvement culture—total for questions 1, 4:

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 prefer-
ence. You will likely be more comfortable and
more effective as a new manager in a corporate
culture that is compatible with your personal pref-
erences. A higher score means the culture would
not fit your expectations, and you would have to
change your style and preference to be comfort-
able. 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 preferrence?

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.” In
addition, surveys found that CEOs cite organizational culture as their most impor-
tant mechanism for attracting, motivating, and retaining talented employees, a capa-
bility they consider the single best predictor of overall organizational excellence.”” In
a survey of Canadian senior executives, fully 82 percent believe a direct correlation
exists between culture and financial performance.”

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
they can’t focus all their effort on values; they also need a commitment to solid busi-

ness performance.
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Managing the High-Performance Culture

Companies that succeed in a turbulent world are those
that pay careful attention to both cultural values and
business performance. Cultural values can energize
and motivate employees by appealing to higher ideals
and unifying people around shared goals. In addition,
values boost performance by shaping and guiding
employee behavior, so that everyone’s actions are
aligned with strategic priorities.” Exhibit 3.8 illustrates
four organizational outcomes based on the relative
attention managers pay to cultural values and busi-
ness performance.” A company in Quadrant A pays
little attention to either values or business results and concept (Comnection The idea for this vertical fashion
is unlikely to survive for long. Managers in Quadrant show at Rockefeller Center, where an acrobatic rappelling troupe
B organizations are hlghly focused on Creating a strong walked down the side of a building, was born in Target’s high
cohesive culture, but they don’t tie organizational performance culture. Target has quarterly Big Idea internal

. . . contests in which departments compete for additional budget
values directly to goals and desired business results. A part ome i
allocations awarded for innovative ideas. The fun, creative

© GETTY IMAGES

, .
When cultural values aren’t connected to business competition encourages a sense of employee ownership and
performance, they aren’t likely to benefit the organiza- reinforces shared values. Tapping into employee talent helps Target
tion during hard times. The corporate culture at Lego meet its mission of providing customers with more for less.

headquarters in Billund, Denmark, nearly doomed
the toymaker in the 1990s when sales plummeted as children turned away from
traditional toys to video games. Imagination and creativity, not business per-
formance, were what guided Lego. The attitude among employees was, “We're
doing great stuff for kids—don’t bother us with financial goals.” New leader Jor-
gen 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
appears to be making a difference, although Lego still has a long way to go.”
Quadrant C represents organizations that are focused primarily on bottom-
line results and pay little attention to organizational values. This approach may

High 3.8
A Good for short-term Both bottom-line results —
bottom line, but is it and inspiration. Combining Culture
sustainable? Sustainable success via and Performance
a high-performance
culture.
Attention to C D
Business
Performance May be going out of Strong culture is good
business. for morale, but can
Little emphasis on managers afford to keep
results or values. it up without business
results?
y A B
Low |
Low - = High

Attention to Values

SOURCE: 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.
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high-performance culture
A culture based on a solid orga-
nizational mission or purpose
that uses shared adaptive values
to guide decisions and business
practices and to encourage in-
dividual employee ownership of
both bottom-line results and the
organization’s cultural backbone.
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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. Think about the numerous get-rich-quick goals of
dot-com entrepreneurs. Thousands of companies that sprang up in the late 1990s
were aimed primarily at fast growth and quick profits, with little effort to build a
solid organization based on long-term mission and values. When the crash came,
these companies failed. Those that survived were typically companies with strong
cultural values that helped them weather the storm. For example, both eBay and
Amazon.com managers paid careful attention to organizational culture, as did
smaller e-commerce companies like Canada’s Mediagrif Interactive Technologies,
an online B2B brokerage that allows businesses to meet online and trade their
goods.”

Finally, companies in Quadrant D put high emphasis on both culture and solid
business performance as drivers of organizational success. Managers in these orga-
nizations align values with the company’s day-to-day operations—hiring practices,
performance management, budgeting, criteria for promotions and rewards, and so
forth. A 2004 study of corporate values by Booz Allen Hamilton and the Aspen Insti-
tute found that managers in companies that report superior financial results typically
put a high emphasis on values and link them directly to the way they run the orga-
nization.”® A good example is the fast-growing Umpqua Bank, which expanded from
11 branches and $140 million in assets in 1994 to 92 branches and $5 billion in assets
nine years later. At Umpqua, every element of the culture focuses on serving cus-
tomers, and every aspect of operations reflects the cultural values. Consider training
programs. To avoid the “it’s not my job” attitude that infects many banks, managers
devised the “universal associate” program, which trains every bank staffer in every
task, so that a teller can take a mortgage application and a loan officer can process
your checking account deposit. Employees are empowered to make their own deci-
sions about how to satisfy customers, and branches have free reign to devise unique
ways to coddle the clientele in their particular location. Umpqua also carefully mea-
sures and rewards the cultural values it wants to maintain. The bank’s executive
vice president of cultural enhancement devised a software program that measures
how cultural values are connected to performance, which the bank calls “return on
quality” (ROQ). The ROQ scores for each branch and department are posted every
month, and they serve as the basis for determining incentives and rewards.”

Quadrant D organizations represent 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) encourages individual
employee ownership of both bottom-line results and the organization’s cultural back-
bone.® This chapter’s Unlocking Innovative Solutions Through People box describes
the high-performance culture at Semco, where the company’s unique cultural values
have contributed to amazing business success.

One of the most important things managers do is create and influence orga-
nizational culture to meet strategic goals because culture has a significant impact
on performance. In Corporate Culture and Performance, Kotter and Heskett provided
evidence that companies that intentionally managed cultural values outperformed
similar companies that did not. Recent research validated that some elements of
corporate culture are positively correlated with higher financial performance.®!
A good example is Caterpillar Inc. Caterpillar developed a Cultural Assessment
Process (CAP) to measure and manage how effectively the culture contributes to
organizational effectiveness. The assessment gave top executives hard data docu-
menting millions of dollars in savings attributed directly to cultural factors.*

Even as a new manager you can manage for high performance by creating an
adaptive culture and tying cultural values to the accomplishment of business results.
Act as a cultural leader by communicating the desired values and outcomes and then
modeling them in your daily behavior and decisions.
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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 overcommu-
nicate 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. 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 believe 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.”®

Managers widely communicate the cultural values through words and actions.
Values statements that aren’t reinforced by management behavior are meaningless
or even harmful 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
personal 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.®

Cultural leaders also uphold their commitment to values during difficult times
or crises, as illustrated by the example of Bill Greehey at Valero earlier in this chap-
ter. On Fortune magazine’s list of 100 Best Companies to Work For, Valero zoomed
from Number 23 to Number 3 based on its treatment of employees following the
devastating 2005 hurricanes. Despite the costs, Valero kept people on the payroll
throughout the crisis, set up special booths to feed volunteers, and donated $1 mil-
lion to the American Red Cross for hurricane relief efforts.® 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.
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cultural leader A manager
who uses signals and symbols
to influence corporate culture.

A MANAGER’S ESSENTIALS: WHAT HAVE WE LEARNED?

m The organizational environment includes all elements existing outside the orga-
nization’s boundaries that have the potential to affect the organization. Events
in the external environment are considered important influences on organiza-
tional behavior and performance. The external environment consists of two lay-
ers: the task environment and the general environment. The task environment
includes customers, competitors, suppliers, and the labor market. The general
environment includes technological, sociocultural, economic, legal-political,
international, and natural dimensions. Management techniques for helping the
organization adapt to the environment include boundary-spanning roles, interor-
ganizational partnerships, and mergers and joint ventures.

m The organization also has an internal environment, which includes the elements
within the organization’s boundaries. A major internal element for helping
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organizations adapt to the environment is culture. Corporate culture is an impor-
tant part of the internal organizational environment and includes the key values,
beliefs, understandings, and norms that organization members share. Organiza-
tional activities that illustrate corporate culture include symbols, stories, heroes,
slogans, and ceremonies. For the organization to be effective, corporate culture
should be aligned with organizational strategy and the needs of the external
environment.

Four types of culture are adaptability, achievement, involvement, and consis-
tency. Strong cultures are effective when they enable an organization to meet
strategic goals and adapt to changes in the external environment.

Culture is important because it can have a significant impact on organizational
performance. Managers emphasize both values and business results to create a
high-performance culture, enabling the organization to achieve solid business
performance through the actions of motivated employees who are aligned with
the mission and goals of the company.

Managers create and sustain adaptive high-performance cultures through cul-
tural leadership. They define and articulate important values that are tied to a
clear and compelling mission, and they widely communicate and uphold the val-
ues through their words and particularly their actions. Work procedures, budget-
ing, decision making, reward systems, and other day-to-day activities are aligned
with the cultural values.

DISCUSSION QUESTIONS

. How can you prepare yourself to become an effec-

tive manager in an increasingly uncertain and
global business environment?

. Would the task environment for a cellular phone

company contain the same elements as that for a
government welfare agency? Discuss.

. What do you think are the most important forces

in the external environment creating uncertainty
for organizations today? Do the forces you identi-
fied typically arise in the task environment or the
general environment?

. Contemporary best-selling management books

often argue that customers are the most impor-
tant element in the external environment. Do you
agree? In what company situations might this
statement be untrue?

. Why do you think many managers are surprised

by environmental changes and unable to help
their organizations adapt? Can a manager ever be
prepared for an environmental change as dramatic
as that experienced by airlines in the United States
following the September 11, 2001, terrorist attacks
in New York and Washington?

. Why are interorganizational partnerships so

important for today’s companies? What elements

10.

in the current environment might contribute to
either an increase or a decrease in interorganiza-
tional collaboration? Discuss.

. Many companies are “going green” or adopting

environmentally friendly business strategies.
Clorox, for example, now offers an eco-friendly
household cleaner called Green Works. How do
companies benefit from going green?

. Why are symbols important to a corporate cul-

ture? Do stories, heroes, slogans, and ceremonies
have symbolic value? Discuss.

. Both China and India are rising economic powers.

How might your approach to doing business with
Communist China 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?

General Electric is famous for firing the lowest-
performing ten percent of its managers each year.
With its strict no-layoff policy, Valero Energy
believes people need to feel secure in their jobs to
perform their best. Yet both are high-performing
companies. How do you account for the success of
such opposite philosophies?
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MANAGEMENT IN PRACTICE: EXPERIENTIAL EXERCISE

Working in an Adaptive Culture

Think of a specific full-time job you have held. Please
answer the following questions according to your per-
ception 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 man-
agement 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 45

3. When suggestions were made to management
above me, they received fair evaluation.
1 2 3 45

4. Management did not expect me to challenge or
change the status quo.
1 2 3 45

5. Management specifically encouraged me to bring
about improvements in my workplace.
1 2 3 45

6. Management above me took action on recommen-
dations made from people at my level.

12 3 45
7. Management rewarded me for correcting
problems.

12 3 45

8. Management clearly expected me to improve
work unit procedures and practices.

1 2 3 45

9. I felt free to make recommendations to manage-
ment above me to change existing practices.

1 2 3 45

10. Good ideas did not get communicated upward
because management above me was not very
approachable.

1 2 3 45

Scoring and Interpretation

To compute your score: Subtract each of your scores
for questions 4 and 10 from 6. Using your adjusted
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 adaptive culture is shaped by the values and
actions 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 10 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 cultural values
of adaptation. If your average score was 2 or below, the
culture was probably nonadaptive.

Thinking about your job, is the level of manage-
ment openness to change correct for the organization?
Why? Compare your scores to those of another stu-
dent, and take turns describing what it was like work-
ing for the managers above your jobs. Do you sense a
relationship between job satisfaction and your man-
agement’s openness to change? What specific man-
agement characteristics and corporate values explain
the openness scores in the two jobs?

SOURCES: S. J. Ashford, N. P. Rothbard, S. K. Piderit, and J. E. Dutton,
“Out on a Limb: The Role of Context and Impression Management in
Issue Selling,” Administrative Science Quarterly 43 (1998): 23-57; and
E.W. Morrison and C. C. Phelps,“Taking Charge at Work: Extrarole
Efforts to Initiate Workplace Change,” Academny of Management Journal
42 (1999): 403-419.

MANAGEMENT IN PRACTICE: ETHICAL DILEMMA

Competitive Intelligence Predicament

Miquel Vasquez was proud of his job as a new prod-
uct 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 troubled, struggling over what had hap-
pened earlier that day and the information he now
possessed.

Just before lunch, Miquel’s boss had handed
him a stack of private strategic documents from
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their closest competitor. It was a competitive
intelligence gold mine—product plans, pricing
strategies, partnership agreements, and other
documents, most clearly marked “proprietary and
confidential.” When Miquel asked where the docu-
ments came from, his boss told him with a touch

of pride that he had taken them right off the com-
peting firm’s server. “I got into a private section

of their intranet and downloaded everything that
looked interesting,” he said. Later, realizing 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 himself, but this sit-
uation 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 materi-
als. 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 to use the information was
unethical, if not downright illegal. What bothered
him even more was the knowledge that this kind of
thing might happen again. Using this confidential
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information would certainly give him and his com-
pany a competitive advantage, but Miquel wasn’t
sure 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
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
Society of Competitive Intelligence Professionals
for guidance. Then, with their opinions and facts to
back you up, go to your boss.

SOURCE: Adapted from Kent Weber,“Gold Mine or Fool’s Gold?”
Business Ethics (January—February 2001): 18.

CASE FOR CRITICAL ANALYSIS

Rio Grande Supply Company

Jasper Hennings, president of Rio Grande Supply
Company, knew full well that a company’s top execu-
tives were largely responsible for determining a firm’s
corporate culture. That’s why he took such personal
pride in the culture of his Texas-based wholesale
plumbing supply company. It didn’t just pay lip
service to the values it espoused: integrity, honesty,
and a respect for each individual employee. His man-
agement team set a good example by living those
principles. At least that’s what he’d believed until the
other day.

The importance Jasper attached to respecting
each individual was apparent in the company’s
Internet use policy. It was abundantly clear that
employees weren’t to use Rio Grande’s computers
for anything but business-related activities. How-
ever, Jasper himself had vetoed the inclusion of what
was becoming a standard provision in such policies
that management had the right to access and review
anything employees created, stored, sent, or received
on company equipment. He cut short any talk of
installing software filters that would prevent abuse
of the corporate computer system. Still, the company

reserved the right to take disciplinary action, includ-
ing possible termination, and to press criminal
charges if an employee was found to have violated
the policy.

So how was he to square his cherished assump-
tions about his management team with what he’d just
discovered? Henry Darger, his hard-working chief of
operations and a member of his church, had summarily
fired a female employee for having accessed another
worker’s e-mail surreptitiously. She hadn’t taken her
dismissal well. “Just ask Darger what he’s up to when
he shuts his office door,” she snarled as she stormed
out of Jasper’s office. She made what Jasper hoped was
an idle threat to hire a lawyer.

When Jasper asked Henry what the fired employee
could possibly have meant, tears began to roll down
the operations chief’s face. He admitted that ever since
a young nephew had committed suicide the year before
and a business he’d helped his wife start had failed,
he’d increasingly been seeking escape from his troubles
by logging onto adult pornography sites. At first, he’d
indulged at home, but of late he’d found himself spend-
ing hours at work visiting pornographic sites, the more
explicit the better. Jasper was stunned. After a few
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speechless minutes, he told Henry to take the rest of the
day off, go home, and think things over.

The president himself needed the afternoon to
gather his wits. How should he handle this turn of
events? On the one hand, Henry’s immediate dismissal
of the woman who’d tapped into another employee’s
e-mail when the operations chief was violating the
Internet policy himself was hypocritical, to say the least.
The person charged with enforcing that policy needed
to be held to the highest standards. On the other hand,
Jasper knew that Rio Grande employees routinely used
computers at their desks to check personal e-mail, do
banking transactions, check the weather, or make vaca-
tion arrangements. The company had turned a blind
eye because it didn’t seem worth the effort of enforc-
ing the hard-and-fast policy for such minor infrac-
tions. Besides, Henry was a valued, if clearly troubled,
employee. Replacing him would be costly and difficult.
If Jasper decided to keep him on, the president clearly
had no choice but to cross the line and get involved in
Henry’s private life, and he would be treating Darger
differently from the treatment the female employee
received.

When he met with Henry again first thing in the
morning, he needed to have a plan of action.
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Questions

1. What environmental factors have helped to create
the situation Jasper Hennings faces? What factors
does Jasper need to consider when deciding on his
course of action?

2. Analyze Rio Grande’s culture. In addition to the
expressed cultural values and beliefs, what other sub-
conscious values and beliefs do you detect? Are con-
flicting values present? When values are in conflict,
how would you decide which ones take precedence?

3. Assume you are Jasper. What are the first two
action steps you would take to handle the Henry
Darger situation? How would your role as a cul-
tural leader influence your decision? What message
will your solution send to the other managers and
rank-and-file employees?

SOURCES: Based on Willard P. Green,”“Pornography at Work,” Business
Ethics (Summer 2003): 19; Patrick Marley,“Porn-Viewing Parole Agent
Regains Job,” Milwaiikee Journal Sentinel (January 24, 2006): http://www.
jsonline.com/story/idex.aspx?id=387492;“Sample Internet Policies for
Businesses and Organizations,” Websense, http://www.websense-sales.
com/internet-access-policy.html; and Art Lambert,“Technology in the
Workplace: A Recipe for Legal Trouble,” Workforce (February 14, 2005):
http://'www.workforce.com/archive/article/23/95/08 php.
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Preserve: The Environment and
Corporate Culture

Ever since green became the new black, U.S. compa-
nies have been scrambling to change their products,
packaging, and energy consumption to stay in the
game. Thanks to Eric Hudson’s perceptive scanning
of the external environment in the mid-1990s, he saw
an opportunity others missed when the eco-craze hit.

At a sociocultural level, Hudson observed that
an increasing number of consumers were actively
engaged in their local recycling programs, and recycled
materials were plentiful. Even though consumers made
the effort to recycle, they never saw what happened to
their recycling after it left the curb. A self-congratulatory
pat on the back was their only reward. How satisfying
could it be for recycling zealots to purchase something—
anything—made with recycled materials?

Hudson broke into the natural product arena with
an innovative toothbrush made from recycled materi-
als—a bold decision in 1996.

Hudson named his first product the Preserve
Toothbrush, and a company called Recycline was

born. (The company has since been rebranded “Pre-
serve,” with the “Recycline” name stepping into the
background as the parent company.) The Preserve
Toothbrush, with nylon bristles and a 100 percent
recycled-plastic, reverse-curved, ergonomic handle,
was a hit with eco-conscious consumers. The buzz
grew and new converts flocked to it.

Energetic and full of ideas, Hudson gradually
added other sleek and stylish products to his develop-
ing venture. Preserve’s current product line features
razors, colanders, cutting boards, tableware, and more.
It also formed a strategic partnership with Whole
Foods, which provided an ideal opportunity to expand
its line and customer base. Preserve’s latest joint ven-
ture with Target will bring its products to the masses.

Although Preserve doubled its business every
year for the last three years, Hudson and his senior
management team need to stay attuned to different
dimensions of the external environment to ensure
they don’t miss important news that could affect the
company. Not surprisingly, advances in the plastics
technologies are always on their radar. Both Hudson
and Preserve’s director of marketing, C. A. Webb, are


http://www.jsonline.com/story/idex.aspx?id=387492
http://www.jsonline.com/story/idex.aspx?id=387492
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http://www.workforce.com/archive/article/23/95/08.php
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anticipating future competition from big corporate

players who enter the green market, determined to

make a profit. The possibility of a green backlash in
the United States also concerns Hudson.

Webb believes that customers can sense if a com-
pany has integrity and are getting wise to the “green-
washing effect” in which businesses cultivate a
superficial green image without enough substance to
back it up. A close look at Preserve’s internal culture
confirms that this company is eco-conscious and has
been from the start.

After working at Fidelity Investments for six
years, Hudson wanted to run his own business and
do something for the planet. Eager to shed the stiff
shackles of corporate America, he craved a culture
that was both casual and effective. He knew his
company needed to strike a balance between being
process driven and agile. The vice president of sales,
John Turcott, thinks Preserve’s small size, at 14 emp-
loyees, makes collaboration critical to its culture.
Everything at Preserve, even collaboration, happens
at high-speed, so everyone has to be driven, creative,
and adaptable. “The entrepreneurial slant is, “We
gotta get these things done TODAY.” So, our decision-
making process is quicker. We pull together the
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resources we need to solve a problem, we get it done
and move on to the next thing.” Anyone interested
in taking on a new initiative is encouraged to do so,
regardless of position.

As Preserve’s cultural leader, Hudson practices
what he preaches. When he isn’t pedaling 22 miles to
and from work on his bicycle, he’s cruising in a Volks-
wagen that has been converted to run on french-fry
grease—an emerging symbol of the modern-day eco-
hero. Everyone at Preserve tries to do right by the
natural environment, whether it’s composting, con-
serving energy, using eco-friendly cleaning products,
or anything else that makes a difference. Many take
the commuter rail to work, even if it would be faster
and much more convenient to drive.

Discussion Questions

1. Which of the following best describes Preserve’s
culture: adaptable, consistent, successful, collabora-
tive, or high performing? Explain.

2. In the future, to whom should Hudson pay close
attention and why: customers or competitors?

3. Explain what other aspects of the general environ-
ment are relevant to Preserve?

ch3

Charlie Wilson’s War

Democratic Congressman Charlie Wilson (Tom
Hanks) from East Texas lives a reckless life that
includes heavy drinking and chasing attractive
women. The film focuses on the Afghanistan rebel-
lion against the Soviet troop invasion in the 1980s.
Wilson becomes the unlikely champion of the Afghan
cause through his role in two major congressional
committees that deal with foreign policy and covert
operations. Houston socialite Joanne Herring (Julia
Roberts) strongly urges the intervention. CIA agent
Gust Avrakotos (Philip Seymour Hoffman) helps with
some details.

Organizational Culture Observations

This sequence appears early in the film after a scene
showing the characters drinking and partying in a hot
tub. It opens with a shot of the Capitol Building. Con-
gressman Charlie Wilson talks to his assistant Bonnie
(Amy Adams) while walking to chambers for a vote.

The sequence ends after Wilson enters the chambers.
The film cuts to Wilson’s office where Larry Liddle
(Peter Gerety) and his daughter Jane (Emily Blunt)
wait for Wilson to arrive.

What to Watch for and Ask Yourself

m This chapter discussed organizational culture as
having three levels of visibility. Visible artifacts are
at the first level and are the easiest to see. Which
visible artifacts did you observe in this sequence?

m Values appear at the next level of organizational
culture. You can infer a culture’s values from the
behavior of organizational members. Which values
appear in this sequence?

® Organizational members will unconsciously
behave according to the basic assumptions of an
organization’s culture. You also infer these from
observed behavior. Which basic assumptions
appear in this sequence?



CHAPTER 3 THE ENVIRONMENT AND CORPORATE CULTURE

ENDNOTES

. The self-test questions are based on

10.

11.

91

ideas from R. L. Daft and R. M.
Lengel, Fusion Leadership (San Fran-
cisco: Berrett Koehler, 2000): Chapter
4; B. Bass and B. Avolio, Multifactor
Leadership Questionnaire, 2nd ed.
(Menlo Park, CA: Mind Garden,
Inc., 2004); and Karl E. Weick and
Kathleen M. Sutcliffe, Managing the
Unexpected: Assuring High Perfor-
mance in an Age of Complexity (San
Francisco: Jossey-Bass, 2001).

. Christopher Palmeri,“What Went

Wrong at Mattel” BusinessWeek On-
line, August 14, 2007, http://www
businessweek.com/bwdaily/
dnflash/content/aug2007/
db20070814_154726_page_2.htm
(accessed February 5, 2008).

. David Barboza and Louise Story,

“Dancing Elmo Smackdown,” The
New York Times Online, July 26,
2007, http://www.nytimes
.com/2007/07/26/business/26toy
html?_r=1&scp=1&sq=dancing+el
mo-+smackdowné&st=nyt&oref=slog
in (accessed February 5, 2008).

. This section is based on Richard

L. Daft, Organization Theory and
Design, 8th ed. (Cincinnati, OH:
South-Western, 2004), pp. 136-140.

. L.J. Bourgeois,“Strategy and Envi-

ronment: A Conceptual Integration,”
Academy of Management Review 5
(1980): 25-39.

. Google Web site. Retrieved February

7,2008, from http://www.google
.com.

. Cliff Edwards,“Wherever You Go,

You're On the Job,” BusinessWeek
(June 20, 2005): 87-90.

. “Tools for Better Living,” Fortune

(December 11, 2006): 135.

. Stephen Baker and Adam Astor,

“The Business of Nanotech,”
BusinessWeek (February 14, 2005):
64-71.

William B. Johnston,“Global Work
Force 2000: The New World Labor
Market,” Harvard Business Review
(March-April 1991): 115-127.
U.S. Census Bureau,“The Face

of Our Population,” U.S. Census
Bureau, 2008, http://factfinder
.census.gov/jsp/saff/SAFFInfo
jsp?_pageld=tp9_race_ethnicity
(accessed January 28, 2008).

12. “You Raised Them, Now Manage
Them,” Fortune (May 28, 2007):
38-46.

13. U.S. Census, www.census.govy.

14. Sebastian Moffett,”Senior Moment:
Fast-Aging Japan Keeps Its Elders
on the Job Longer,” The Wall Street
Journal, June 15, 2005.

15. Samuel Loewenberg,“Europe Gets
Tougher on U.S. Companies,” The
New York Times, April 20, 2003.

16. Barney Gimbel,“Attack of the Wal-
Martyrs,” Fortune (December 11,
2006): 125.

17. Andrew Adam Newman,”“Environ-
mentalists Push, but Home
Depot Refuses to Drop Ads on Fox
News,” The New York Times, July
30, 2007, http://www. http://www
.nytimes.com/2007/07/30/business/
media/30depot.html?scp=1&sq=
Environmentalists+Push%2C+but+
Home+Depot&st=nyt (accessed July
30, 2007).

18. Etzion, Dror.”Research on Organi-
zations and the Natural Environ-
ment,” Journal of Management 33
(August 2007): 637-654.

19. Bruce Horovitz,“Whole Foods Sacks
Plastic Bags,” USA Today, January
22,2008.

20. Stuart Birch,"Now Companies Are
Going Green Right from the Start,”
The Times, Green Motoring Focus
Report 7, January 25, 2008.

21. Matthew L. Wald,”What’s Kind to
Nature Can be Kind to Profits,”

The New York Times, May 17,

2006, http://www.nytimes
.com/2006/05/17/business/
businessspecial2/17giant.html?scp=
1&sq=What%27s+Kind+to+
Nature+Can+Be+Kind+to+
Profits&st=nyt (accessed January
30, 2008).

22. Jessi Hempel,“The MySpace Gen-
eration,” BusinessWeek (December
12, 2005): 86-94.

23. John Simons,”Stop Moaning About
Gripe Sites and Log On,” Fortune
(April 2,2001): 181-182.

24. Jon Swartz,“MySpace Cranks Up
Heat in Turf War with Facebook,”
USA Today, December 21, 2007,
http://www.usatoday.com/tech/
webguide/2007-12-20-myspace_n
.htm (accessed December 21, 2007).

25.

26.

27.

28.

29.
30.

31.

32.
33.

34.

Gary Rivlin,”When Buy-

ing a Diamond Starts with a
Mouse,” The New York Times,
January 7, 2007, http://www.
nytimes.com/2007/01/07/business/
yourmoney/07nile.html?_r=
1&scp=1&sq=When+buying+a+
diamond+starts+with+a+mouse&
st=nyt&oref=slogin (accessed
January 15, 2007).

Paul Glader,”Steel-Price Rise Crimps
Profits, Adds Uncertainty,” The Wall
Street Journal, February 23, 2004.
John R. Wilke and Kathy
Chen,“Planned Economy; As
China’s Trade Clout Grows, So Do
Price-Fixing Accusations,” The Wall
Street Journal, February 10, 2006.
Nortel Web site, http:www.nortel
.com (accessed February 2, 2008).
Ibid.

“China’s Ministry of Railways
Chooses Nortel Mobile Network to
Enable High-Speed Railway to Run
Smoother GSM-R Wireless Staff
Communication and Signaling Op-
timize Train Performance,” M2 Press-
wire, January, 29, 2008, Business and
Company Resource Center database
(accessed February 11, 2008).
Acquired from Nortel Networks
Corporate Backgrounder, 1.

Ibid.

Roger O. Crockett,”Finally Good
News From Nortel,” BusinessWeek
(November 6, 2007), http://www
.businessweek.com/technology/
content/nov2007/tc2007116_
384831.htm?chan=search (accessed
February 12, 2008).

Olga Kharif,”Nortel’s New Lease on
Life,” BusinessWeek Online, Janu-
ary 26, 2006 (accessed February 3,
2008); Roger O. Crockett,“Nortel:
Desperately Seeking Credibility,”
BusinessWeek (January 17, 2005):
60-61; Bernard Simon,“A Bright
New Day for the Telecom Industry,
If the Public Will Go Along,” The
New York Times, January 12, 2004;
Mark Heinzl,“Nortel’s Profit of $499
Million Exceeds Forecast,” The Wall
Street Journal, January 30, 2004;
Joseph Weber with Andy Reinhardt
and Peter Burrows,”Racing Ahead at
Nortel,” BusinessWeek (November 8,
1999): 93-99; Ian Austen,”Hooked
on the Net,” Canadian Business



www.census.gov/
http://www.nytimes.com/2007/01/07/business/yourmoney/07nile.html?_r=1&scp=1&sq=When+buying+a+diamond+starts+with+a+mouse&st=nyt&oref=slogin
http://www.nytimes.com/2007/01/07/business/yourmoney/07nile.html?_r=1&scp=1&sq=When+buying+a+diamond+starts+with+a+mouse&st=nyt&oref=slogin
http://www.nytimes.com/2007/01/07/business/yourmoney/07nile.html?_r=1&scp=1&sq=When+buying+a+diamond+starts+with+a+mouse&st=nyt&oref=slogin
http://www.nytimes.com/2007/01/07/business/yourmoney/07nile.html?_r=1&scp=1&sq=When+buying+a+diamond+starts+with+a+mouse&st=nyt&oref=slogin
http://www.nytimes.com/2007/01/07/business/yourmoney/07nile.html?_r=1&scp=1&sq=When+buying+a+diamond+starts+with+a+mouse&st=nyt&oref=slogin
http://www.nytimes.com/2007/01/07/business/yourmoney/07nile.html?_r=1&scp=1&sq=When+buying+a+diamond+starts+with+a+mouse&st=nyt&oref=slogin
http://www.businessweek.com/bwdaily/dnflash/content/aug2007/db20070814_154726_page_2.htm
http://www.businessweek.com/bwdaily/dnflash/content/aug2007/db20070814_154726_page_2.htm
http://www.businessweek.com/bwdaily/dnflash/content/aug2007/db20070814_154726_page_2.htm
http://www.businessweek.com/bwdaily/dnflash/content/aug2007/db20070814_154726_page_2.htm
http://www.nytimes.com/2007/07/26/business/26toy.html?_r=1&scp=1&sq=dancing+elmo+smackdown&st=nyt&oref=slogin
http://www.nytimes.com/2007/07/26/business/26toy.html?_r=1&scp=1&sq=dancing+elmo+smackdown&st=nyt&oref=slogin
http://www.nytimes.com/2007/07/26/business/26toy.html?_r=1&scp=1&sq=dancing+elmo+smackdown&st=nyt&oref=slogin
http://www.nytimes.com/2007/07/26/business/26toy.html?_r=1&scp=1&sq=dancing+elmo+smackdown&st=nyt&oref=slogin
http://www.nytimes.com/2007/07/26/business/26toy.html?_r=1&scp=1&sq=dancing+elmo+smackdown&st=nyt&oref=slogin
http://www.http://www.nytimes.com/2007/07/30/business/media/30depot.html?scp=1&sq=Environmentalists+Push%2C+but+Home+Depot&st=nyt
http://www.http://www.nytimes.com/2007/07/30/business/media/30depot.html?scp=1&sq=Environmentalists+Push%2C+but+Home+Depot&st=nyt
http://www.http://www.nytimes.com/2007/07/30/business/media/30depot.html?scp=1&sq=Environmentalists+Push%2C+but+Home+Depot&st=nyt
http://www.http://www.nytimes.com/2007/07/30/business/media/30depot.html?scp=1&sq=Environmentalists+Push%2C+but+Home+Depot&st=nyt
http://www.http://www.nytimes.com/2007/07/30/business/media/30depot.html?scp=1&sq=Environmentalists+Push%2C+but+Home+Depot&st=nyt
http:www.nortel.com
http:www.nortel.com
http://www.businessweek.com/technology/content/nov2007/tc2007116_384831.htm?chan=search
http://www.businessweek.com/technology/content/nov2007/tc2007116_384831.htm?chan=search
http://www.businessweek.com/technology/content/nov2007/tc2007116_384831.htm?chan=search
http://www.businessweek.com/technology/content/nov2007/tc2007116_384831.htm?chan=search
http://www.google.com
http://www.google.com
http://www.nytimes.com/2006/05/17/business/businessspecial2/17giant.html?scp=1&sq=What%27s+Kind+to+Nature+Can+Be+Kind+to+Profits&st=nyt
http://www.nytimes.com/2006/05/17/business/businessspecial2/17giant.html?scp=1&sq=What%27s+Kind+to+Nature+Can+Be+Kind+to+Profits&st=nyt
http://www.nytimes.com/2006/05/17/business/businessspecial2/17giant.html?scp=1&sq=What%27s+Kind+to+Nature+Can+Be+Kind+to+Profits&st=nyt
http://www.nytimes.com/2006/05/17/business/businessspecial2/17giant.html?scp=1&sq=What%27s+Kind+to+Nature+Can+Be+Kind+to+Profits&st=nyt
http://www.nytimes.com/2006/05/17/business/businessspecial2/17giant.html?scp=1&sq=What%27s+Kind+to+Nature+Can+Be+Kind+to+Profits&st=nyt
http://www.nytimes.com/2006/05/17/business/businessspecial2/17giant.html?scp=1&sq=What%27s+Kind+to+Nature+Can+Be+Kind+to+Profits&st=nyt
http://www.usatoday.com/tech/webguide/2007-12-20-myspace_n.htm
http://www.usatoday.com/tech/webguide/2007-12-20-myspace_n.htm
http://www.usatoday.com/tech/webguide/2007-12-20-myspace_n.htm
http://factfinder.census.gov/jsp/saff/SAFFInfo.jsp?_pageId=tp9_race_ethnicity
http://factfinder.census.gov/jsp/saff/SAFFInfo.jsp?_pageId=tp9_race_ethnicity
http://factfinder.census.gov/jsp/saff/SAFFInfo.jsp?_pageId=tp9_race_ethnicity

92

35.

36.

37.

38.

39.

40.

41.

42.

43.

(June 26-July 10, 1998): 95-103;
“Nortel’s Waffling Continues; First
Job Cuts, Then Product Lines, and
Now the CEO. What's Next?” Tele-
phony (May 21, 2001): 12.

Robert B. Duncan,”Characteristics
of Organizational Environment and
Perceived Environmental Uncertain-
ty,” Administrative Science Quarterly
17 (1972): 313-327; and Daft, Orga-
nization Theory and Design.

David B. Jemison, “The Importance
of Boundary Spanning Roles in
Strategic Decision-Making,” Journal
of Management Studies 21 (1984):
131-152; and Marc J. Dollinger,
“Environmental Boundary Spanning
and Information Processing Effects
on Organizational Performance,”
Academy of Management Journal 27
(1984): 351-368.

Sarah Moore,”On Your Markets,”
Working Woman (February 2001):
26; and John Simons,”Stop Moan-
ing about Gripe Sites and Log On,”
Fortune (April 2, 2001): 181-182.
Tom Duffy,“Spying the Holy Grail,”
Microsoft Executive Circle (Winter
2004): 38-39.

Gary Abramson,“All Along the
Watchtower,” CIO Enterprise (July
15, 1999): 24-34.

Girard,”Snooping on a Shoestring,”
Business 2.0 (May 2003): 64—66.
“Rayovac Batteries in a Partnership
with a World of Disney Characters,”
New York Times, December 18, 2007,
http://'www.nytimes.com/2007/12/18/
business/media/18adco.html?_r=1&
scp=1&sq=rayovac+batteries&st=n
yt&oref=slogin (accessed December
18, 2007).

Lynn A. Isabella,”“Managing an
Alliance Is Nothing Like Business
as Usual,” Organizational Dynam-
ics 31, no. 1 (2002): 47-59; Cyrus

F. Freidheim, Jr. The Trillion-Dollar
Enterprise: How the Alliance Revolu-
tion Will Transform Global Business
(New York: Perseus Books, 1998).
Stephan M. Wagner and Roman
Boutellier,” Capabilities for Manag-
ing a Portfolio of Supplier Relation-
ships,” Business Horizons (November—
December 2002): 79-88; Peter
Smith Ring and Andrew H.Van de
Ven,“Developmental Processes

of Corporate Interorganizational
Relationships,” Academy of Man-
agement Review 19 (1994): 90-118;
Myron Magnet,“The New Golden

44.

45.

46.

47.

48.

49.

50.

Rule of Business,” Fortune (February
21, 1994): 60-64; and Peter Grittner,
“Four Elements of Successful Sourc-
ing Strategies,” Management Review
(October 1996): 41-45.

Richard L. Daft,“After the Deal: The
Art of Fusing Diverse Corporate
Cultures into One,” paper presented
at the Conference on International
Corporate Restructuring, Institute of
Business Research and Education,
Korea University, Seoul, Korea
(June 16, 1998).

Patricia Sellers,”The Business of Be-
ing Oprah,” Fortune (April 1, 2002):
50-64.

Micheline Maynard, “Chrysler and
Nissan in Production Deal,” The
New York Times, January 11,

2008, http://www.nytimes
.com/2008/01/12/business/12auto
html?scp=1&sq=Chrysler+and+
Nissan&st=nyt (accessed January 30,
2008).

James E. Svatko,”Joint Ventures,”
Small Business Reports (December
1988): 65-70; and Joshua Hyatt,
“The Partnership Route,” Inc.
(December 1988): 145-148.

Yoash Wiener,”Forms of Value
Systems: A Focus on Organizational
Effectiveness and Culture Change
and Maintenance,” Academy of Man-
agement Review 13 (1988): 534-545;
V. Lynne Meek,“Organizational
Culture: Origins and Weaknesses,”
Organization Studies 9 (1988):
453-473; John J. Sherwood,
“Creating Work Cultures with Com-
petitive Advantage,” Organizational
Dynamics (Winter 1988): 5-27; and
Andrew D. Brown and Ken Star-
key,“The Effect of Organizational
Culture on Communication and
Information,” Journal of Management
Studies 31, no. 6 (November 1994):
807-828.

Joanne Martin, Organizational Cul-
ture: Mapping the Terrain (Thousand
Oaks, CA: Sage Publications, 2002);
Ralph H. Kilmann, Mary J. Saxton,
and Roy Serpa,“Issues in Under-
standing and Changing Culture,”
California Management Review 28
(Winter 1986): 87-94; and Linda
Smircich,“Concepts of Culture and
Organizational Analysis,” Adminis-
trative Science Quarterly 28 (1983):
339-358.

Based on Edgar H. Schein, Orga-
nizational Culture and Leadership,

PART 2 THE ENVIRONMENT OF MANAGEMENT

51.

52.

53.

54.

55.

56.

57.

58.

59.

60.

61.

62.

63.

2nd ed. (San Francisco: Jossey-Bass,
1992): 3-27.

Michael G. Pratt and Anat Rafaeli,
“Symbols as a Language of Organi-
zational Relationships,” Research in
Organizational Behavior 23 (2001):
93-132.

Christine Canabou,”Here’s the
Drill,” Fast Company (February
2001): 58.

Chip Jarnagin and John W. Slocum,
Jr.”Creating Corporate Cultures
through Mythopoetic Leadership,”
Organizational Dynamics 36, no. 3
(2007): 288-302.

Robert E. Quinn and Gretchen M.
Spreitzer,”The Road to Empow-
erment: Seven Questions Every
Leader Should Consider,” Organi-
zational Dynamics (Autumn 1997):
37-49.

Toyota Web site, http://www.toyota
.com (accessed February 12, 2008).
Jarnagin and Slocum,“Creating
Corporate Cultures through
Mythopoetic Leadership.”

Martin, Organizational Culture,

pp. 71-72.

Terrence E. Deal and Allan A.
Kennedy, Corporate Cultures: The
Rites and Rituals of Corporate Life
(Reading, MA: Addison-Wesley,
1982).

Arthur Yeung,”Setting People Up
for Success: How the Portman
Ritz-Carlton Hotel Gets the Best
From Its People,” Human Resource
Management 45, no. 2 (Summer
2006): 267-275.

Patricia Jones and Larry Kahaner,
Say It and Live It: 50 Corporate Mis-
sion Statements That Hit the Mark
(New York: Currency Doubleday,
1995).

Harrison M. Trice and Janice M.
Beyer,”Studying Organizational
Cultures Through Rites and Cer-
emonials,” Academy of Management
Review 9 (1984): 653-669.

PRWeb, November 3, 2005, http://
www.prweb.com/releases/2005/11/
prweb306461.php (accessed Febru-
ary 7,2008).

Jennifer A. Chatman and Karen A.
Jehn,“Assessing the Relationship
Between Industry Characteristics
and Organizational Culture: How
Different CanYou Be?” Academy

of Management Journal 37, no. 3
(1994): 522-553.


http://www.nytimes.com/2008/01/12/business/12auto.html?scp=1&sq=Chrysler+and+Nissan&st=nyt
http://www.nytimes.com/2008/01/12/business/12auto.html?scp=1&sq=Chrysler+and+Nissan&st=nyt
http://www.nytimes.com/2008/01/12/business/12auto.html?scp=1&sq=Chrysler+and+Nissan&st=nyt
http://www.nytimes.com/2008/01/12/business/12auto.html?scp=1&sq=Chrysler+and+Nissan&st=nyt
http://www.toyota.com
http://www.toyota.com
http://www.nytimes.com/2007/12/18/business/media/18adco.html?_r=1&scp=1&sq=rayovac+batteries&st=nyt&oref=slogin
http://www.nytimes.com/2007/12/18/business/media/18adco.html?_r=1&scp=1&sq=rayovac+batteries&st=nyt&oref=slogin
http://www.nytimes.com/2007/12/18/business/media/18adco.html?_r=1&scp=1&sq=rayovac+batteries&st=nyt&oref=slogin
http://www.nytimes.com/2007/12/18/business/media/18adco.html?_r=1&scp=1&sq=rayovac+batteries&st=nyt&oref=slogin
http://www.prweb.com/releases/2005/11/prweb306461.php
http://www.prweb.com/releases/2005/11/prweb306461.php
http://www.prweb.com/releases/2005/11/prweb306461.php

CHAPTER 3 THE ENVIRONMENT AND CORPORATE CULTURE

64. John P. Kotter and James L. Heskett,
Corporate Culture and Performance
(New York: The Free Press, 1992).

65. This discussion is based on Paul
McDonald and Jeffrey Gandz,
“Getting Value from Shared Values,”
Organizational Dynamics 21, no. 3
(Winter 1992): 64-76; Daniel R.
Denison and Aneil K. Mishra,
“Toward a Theory of Organizational
Culture and Effectiveness,” Organi-
zation Science 6, no. 2 (March—April
1995): 204-223; and Richard L. Daft,
The Leadership Experience, 3rd ed.
(Cincinnati, OH: South-Western,
2005), pp. 570-573.

66. Lucas Conley,”Rinse and Repeat,”
Fast Company (July 2005): 76-77.

67. Robert Hooijberg and Frank Petrock,
“On Cultural Change: Using the
Competing Values Framework to
Help Leaders Execute a Transfor-
mational Strategy,” Human Resource
Management 32, no. 1 (1993): 29-50.

68. Patrick Lencioni,”Make Your Values
Mean Something,” Harvard Business
Review (July 2002): 113-117, and
Melanie Warner,”Confessions of a
Control Freak,” Fortune (September
4,2000): 130-140.

69. Tim Young, “Rewarding Work,” HR
Management, Issue 172 (2005),
http://www.hrmreport.com; and
Janet Guyon,“The Soul of a Money-
making Machine,” Fortune
(October 3, 2005): 113-120.

70. Rekha Balu, “Pacific Edge Projects
Itself,” Fast Company (October 2000):
371-381.

71. Jeffrey Pfeffer, The Human Equation:
Building Profits by Putting People

72.

73.

74.

75.

76.

77.

78.

First (Boston: Harvard Business
School Press, 1998).

Jeremy Kahn,“What Makes a
Company Great?” Fortune (October
26,1998): 218; James C. Collins and
Jerry L. Porras, Built to Last: Success-
ful Habits of Visionary Companies
(New York: HarperCollins, 1994);
and James C. Collins,”Change

Is Good—But First Know What
Should Never Change,” Fortune
(May 29, 1995): 141.

Andrew Wahl,”Culture Shock,”
Canadian Business (October 10-23,
2005): 115-116.

Jennifer A. Chatman and Sandra
Eunyoung Cha,”“Leading by Lever-
aging Culture,” California Manage-
ment Review 45, no. 4 (Summer
2003): 20-34.

This section is based on Jeff Rosen-
thal and Mary Ann Masarech,“High
Peformance Cultures: How Values
Can Drive Business Results,” Journal
of Organizational Excellence (Spring
2003): 3-18.

Nelson D. Schwartz,”One Brick at
aTime,” Fortune (June 12, 2006):
45-46.

Katherine Mieszkowski,”Com-
munity Standards,” Fast Company
(September 2000): 368; Rosabeth
Moss Kanter,”A More Perfect
Union,” Inc. (February 2001): 92-98;
Raizel Robin,“Net Gains” segment
of“E-Biz That Works,” Canadian
Business (October 14—October 26,
2003): 107.

Reggie Van Lee, Lisa Fabish, and
Nancy McGaw,“The Value of Corpo-
rate Values: A Booz Allen Hamilton/

79.

80.

81.

82.

83.

84.

85.

93

Aspen Institute Survey,” Strategy +
Business 39 (Spring 2005): 52-65.
Lucas Conley,”Cultural Phenom-
enon,” Fast Company (April 2005):
76-77.

Rosenthal and Masarech,“High-
Performance Cultures.”

John P. Kotter and James L.
Heskett, Corporate Culture and
Performance (New York: The Free
Press, 1992); Eric Flamholtz and
Rangapriya Kannan-Narasimhan,
“Differential Impact of Cultural Ele-
ments on Financial Performance,”
European Management Journal 23,
no. 1 (2005): 50-64. Also see

J. M. Kouzes and B. Z. Posner, The
Leadership Challenge: How to Keep
Getting Extraordinary Things Done
in Organizations, 3rd ed. (San Fran-
cisco: Jossey-Bass, 2002).

Micah R. Kee,”Corporate Culture
Makes a Fiscal Difference,” Indus-
trial Management (November—
December 2003): 16-20.

Rosenthal and Masarech,”High-
Performance Cultures”; Lencioni,
“Make Your Values Mean Some-
thing”; and Thomas J. Peters and
Robert H. Waterman, Jr., In Search of
Excellence (New York: Warner, 1988).
Jarnagin and Slocum,”Creating
Corporate Cultures through Mytho-
poetic Leadership.”

Guyon, “The Soul of a Moneymak-
ing Machine”; and Geoff Colvin,
“The 100 Best Companies to Work
for in 2006,” Fortune (January 23,
2006).



http://www.hrmreport.com

1 I

T t11111111113

U

NI

£

I

Are You Ready to Work Internationally?
A Borderless World

Getting Started Internationally
Exporting
Outsourcing
Licensing
Direct Investing
China Inc.
The International Business Environment
The Economic Environment
Economic Development
Resource and Product Markets
Exchange Rates
The Legal-Political Environment
The Sociocultural Environment
Social Values
Communication Differences
Other Cultural Characteristics
International Trade Alliances

GATT and the World Trade Organization

European Union

North American Free Trade Agreement (NAFTA)

The Globalization Backlash

Multinational Corporations

Managing in a Global Environment
Developing Cultural Intelligence
Managing Cross-Culturally

New Manager Self-Test: Are You Culturally

Intelligent?

W e eddderadeiderind

—n————"—

“[I;].

J -

After studying this chapter, you should be able to:
1. Describe the emerging borderless world and some issues of particular
concern for today’s managers.

2. Describe market entry strategies that businesses use to develop foreign
markets.

3. Define international management and explain how it differs from the
management of domestic business operations.

4. Indicate how dissimilarities in the economic, sociocultural, and legal-
political environments throughout the world can affect business
operations.

5. Describe how regional trading alliances are reshaping the international
business environment.

6. Describe the characteristics of a multinational corporation.

7. Explain cultural intelligence and why it is necessary for managers work-
ing in foreign countries.
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Managing in a Global

Environment

ARE You READY To WORK INTERNATIONALLY?'

Are you ready to negotiate a sales contract with someone SCORING AND INTERPRETATION: American man-

—
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uon.

P

from another country? Companies large and small deal agers often display cross-cultural ignorance during busi-
on a global basis. To what extent are you guilty of the ness negotiations compared to counterparts in other
behaviors below? Please answer each item as Mostly True countries. American habits can be disturbing, such as
or Mostly False for you. emphasizing areas of disagreement over agreement,
spending little time understanding the views and interests
Mostly  Mostly of the other side, and adopting an adversarial attitude.
Are You Typically: True False Americans often like to leave a negotiation thinking they
1. Impatient? Do you have a short won, which can be embarrassing to the other side. For
attention span? Do you want to this quiz, a low score shows better international presence.
LG (T (0 (2 (T34 e If you answered “Mostly True” to three or fewer ques-
2. A poor listener? Are you uncom- tions, then consider yourself ready to assist with an inter-
fortable with silence? Does your national negotiation. If you scored six or more “Mostly
CTToe] Gl T A R e e True” responses, it is time to learn more about other
to say next? national cultures before participating in international '3
3. Argumentative? Do you enjoy business deals. Try to develop greater focus on other peo- | 5
arguing for its own sake? ple’s needs and an appreciation for different viewpoints. ( B
4. Unfamiliar with cultural specif- Be open to compromise and develop empathy for people | 2
ics in other countries? Do you who are different from you. e
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 agree-
ment regardless of changing
circumstances?

8. Thinking “win/lose” when nego-
tiating? Do you usually try to
win a negotiation at the other’s
expense?

Do you think if you stay in your hometown as a manager you won't have to interact
with people from other cultures? Think again. Many people who grew up in small
towns with little diversity fail to appreciate the importance of cross-cultural skills. Yet
intoday’s world, every manager needs to think globally. Rapid advances in technology
and communications have made the international dimension an increasingly impor-
tant part of the external environment discussed in Chapter 3. The future of our busi-
nesses and our societies is being shaped by global rather than local relationships.

A global mind-set and international experience are fast becoming prerequisites for
managerial success. Many organizations based in the United States, including Wal-
Mart, FedEXx, Starbucks, and Nike, have learned that the greatest potential for growth
lies overseas. In addition, the demand for raw materials such as steel, aluminum,

—
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Concept @WMW Today’s companies compete in a borderless world. Procter
& Gamble sales in Southeast Asia make up a rapidly growing percentage of the company’s
worldwide sales. These shoppers are purchasing P&G’s diaper products, Pampers, in
Malaysia.
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cement, and copper has slowed in the United States but is booming in countries such
as China, India, and Brazil.> For online companies, too, going global is a key to growth.
The number of residential Internet subscribers in China is growing significantly faster
than that of the United States. Western Europe and Japan together account for a huge
share of the world’s e-commerce revenue.?

The environment for today’s organizations has become extremely competitive
and highly complex. Less-developed countries are challenging mature countries in
a number of industries. China is the world’s largest maker of consumer electronics
and is rapidly and expertly moving into biotechnology, computer manufacturing,
and semiconductors. At least 19 advanced new semiconductor plants are in or near-
ing operation in China.* The pace of innovation in India is startling in industries
as diverse as precision manufacturing, health care, and pharmaceuticals, and some
observers see the beginnings of hypercompetitive multinationals in that country.’

This chapter introduces basic concepts about the global environment and inter-
national management. First, we consider the difficulty managers have operating in
an increasingly borderless world. We then touch on various types of strategies and
techniques for entering foreign markets and address the economic, legal-political, and
sociocultural challenges companies encounter within the global business environment.
The chapter also describes multinational corporations, looks at the impact of trade
agreements, and considers the globalization backlash. The final section of the chapter
talks about some of the challenges managers face when working cross-culturally.

A BORDERLESSs WORLD

A manager’s reality is that isolation from international forces is no longer possible.
Consider that the FBI now ranks cyber crime as one of its top priorities because elec-
tronic boundaries between countries are virtually nonexistent. This openness has
many positive aspects, but it also means hackers in one nation can steal secrets from
companies in another or unleash viruses, worms, or other rogue programs to destroy
the computer systems of corporations and governments around the world. The FBI
has more than 150 agents in some 56 international offices, including Iraq and China,
up from about a dozen offices in the early 1990s.°
Businesshasalsobecomeaunified, global
field as trade barriers fall, communication
becomes faster and cheaper, and consumer
tastes in everything from clothing to cellu-
lar phones converge. Thomas Middelhoff of
Germany’s Bertelsmann AG, which pur-
chased U.S. publisher Random House,
put it this way: “There are no German and
American companies. There are only suc-
cessful and unsuccessful companies.”” The
difficulties and risks of a borderless world
are matched by benefits and opportunities.
Today, even small companies can locate
different parts of the organization wher-
ever it makes the most business sense.
Virtual connections enable close, rapid
coordination among people working in dif-
ferent parts of the world, so it is no longer
necessary to keep everything in one place.
Organizations can go wherever they want
to find the lowest costs or the best brain-
power. Many companies outsource certain
functions to contractors in other countries

© MUNSHI AHMED
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as easily as if the contractor were located right next door. For example, Excel Foundry
and Machine in Pekin, Illinois, makes parts for machinery used in heavy-construction
and mining operations. President Doug Parsons uses a strategy of outsourcing the
easily duplicated parts to contractors in China so that Excel can focus more money
and energy on making specialty products and innovating for the future.®

As a new manager, learn to “think globally.” Take an interest in international people
and issues. Don’t hinder your own or your company’s success by thinking only in
terms of domestic issues, competitors, and markets. Expand your thinking by reading
and networking broadly.

A borderless world means consumers can no longer tell from which country
they’re buying. U.S.-based Ford Motor Company owns Sweden’s Volvo, while the
iconic American beer Miller is owned by a South African company. Toyota is a Japa-
nese corporation, but it has manufactured more than 10 million vehicles in North
American factories. The technology behind Intel’s Centrino wireless components
was born in a lab in Haifa, Israel, and Chinese researchers designed the microproces-
sors that control the pitch of the blade on General Electric’s giant wind turbines.’

For managers who think globally, the whole world is a source of ideas, resources,
information, employees, and customers. Managers can move their companies into
the international arena on a variety of levels. The process of globalization typically
passes through four distinct stages, as illustrated in Exhibit 4.1.

1. In the domestic stage, market potential is limited to the home country, with all pro-
duction and marketing facilities located at home. Managers may be aware of the
global environment and may want to consider foreign involvement.

2. In the international stage, exports increase, and the company usually adopts a multido-
mestic approach, meaning that competition is handled for each country independently.
Product design, marketing, and advertising are adapted to the specific needs of each
country, requiring a high level of sensitivity to local values and interests. Typically,
these companies use an international division to deal with the marketing of products
in several countries individually.

3. In the multinational stage, the company has marketing and production facilities
located in many countries, with more than one-third of its sales outside the home
country. These companies adopt a globalization approach, meaning they focus on
delivering a similar product to multiple countries. Product design, marketing,
and advertising strategies are standardized throughout the world.

4. Finally, the global (or stateless) stage of corporate international development tran-
scends any single home country. These corporations operate in true global fash-
ion, making sales and acquiring resources in whatever country offers the best
opportunities and lowest cost. At this stage, ownership, control, and top manage-
ment tend to be dispersed among several nationalities.'

4.1 Four Stages of Globalization
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TakeaMoment

1. Domestic 2. International 3. Multinational 4. Global
Strategic Orientation Domestically oriented Export-oriented, Multinational Global
multidomestic
Stage of Development Initial foreign involvement ~ Competitive positioning Explosion of international Global
operations
Cultural Sensitivity Of little importance Very important Somewhat important Critically important
Manager Assumptions “One best way” “Many good ways” “The least-cost way” “Many good ways”

SOURCE: Based on Nancy J. Adler, International Dimensions of Organizational Behavior, 4th ed. (Cincinnati, OH: South-Western, 2002), pp. 8-9.
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market entry strategy An

organizational strategy for
entering a foreign market.

exporting An entry strategy

in which the organization

maintains its production facil-
ities within its home country
and transfers its products for

sale in foreign countries.

EXHIBIT
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Today, the number of global or stateless corporations is increasing and the aware-
ness of national borders decreasing, as reflected in the frequency of foreign participa-
tion at the top management level. Consider what’s happening in the corner office of
corporate America, where 14 of the Fortune 100 companies are now run by foreign-
born CEOs. Citigroup tapped India-born Vikram S. Pandit as its CEO. Alcoa’s top
leader was born in Morocco, and Dow Chemical is headed by a native Australian."
The trend is seen in other countries as well. Wales-born Howard Stringer was named
Sony’s first non-Japanese CEO in 2004, and Nancy McKinstry is the first American to
head Dutch publisher Wolters Kluwer.”? Increasingly, managers at lower levels are also
expected to know a second or third language and have international experience.

GETTING STARTED INTERNATIONALLY

Organizations have a couple of ways to become involved internationally. One is to
seek cheaper sources of materials or labor offshore, which is called offshoring or global
outsourcing. Another is to develop markets for finished products outside their home
countries, which may include exporting, licensing, and direct investing. These market
entry strategies represent alternative ways to sell products and services in foreign
markets. Most firms begin with exporting and work up to direct investment. Exhibit
4.2 shows the strategies companies can use to enter foreign markets.

Exporting

With exporting, the corporation 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, foreign currencies, and cultural differences, but it is less
expensive than committing the firm’s own capital to building plants in host countries.
For example, a high-tech equipment supplier called Gerber Scientific Inc. prefers not to
get involved directly in foreign country operations. Because machinery and machine
tools are hot areas of export, executives are happy to ship overseas. Small to midsized
U.S. companies are benefiting from increased exporting. Henry Estate, a winery in

4.2 Strategies for Entering International Markets

High

Ownership of Foreign Operations

Low

Exporting

Greenfield
Venture

Acquisition

Joint Venture

Franchising

Licensing

Global
Outsourcing

Low

. . High
Cost to Enter Foreign Operations
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Umpqua, Oregon, exports quality wines to Can-
ada, Japan, and the United Kingdom and has
recently begun exporting to China to tap into the
1.3 billion potential wine drinkers in that country.
Multiplex Co., a St. Louis manufacturer of bever-
age-dispensing equipment for fast-food service,
exports about 40 percent of its products.™

A form of exporting to less-developed coun-
tries is called countertrade, which is the barter
of products for products rather than the sale of
products for currency. Many less-developed
countries have products to exchange but have
no foreign currency. An estimated 20 percent of
world trade is countertrade.

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, and credit card processing have
been outsourced to low-wage countries in recent years. The Internet and plunging
telecommunications costs are enabling companies to outsource more and higher-
level work as well. Netgear, a Santa Clara, California-based company, makes net-
working equipment that is designed and marketed in the United States, engineered
in Taiwan, and manufactured in China, helping the small company take advantage
of the efficiencies it can gain in three different countries.

The most recent trend is outsourcing core processes, which Joe McGrath, CEO of
Unisys, refers to as the “natural next phase of the offshoring movement.”'® After the
Sarbanes-Oxley Act went into effect, Unisys had a hard time finding enough inter-
nal auditors in the United States, so managers outsourced their core auditing prac-
tice to China. Large pharmaceutical companies farm out much of their early-stage
chemistry research to cheaper labs in China and India.”” Many organizations are
even outsourcing aspects of innovation. One survey found that 65 percent of com-
panies reported that part of their research and development takes place overseas.
Both Microsoft and General Electric have research centers in China, and IBM has
established an R&D center in India."®

© ROBERT HAGADONE

Licensing

The next stage in pursuing international markets is licensing. With licensing, a corpo-
ration (the licensor) in one country makes certain resources available to companies in
another country (the licensee). These resources include technology, managerial skills,
and/or patent and trademark rights. They enable the licensee to produce and market
a product 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 exporting to help
boost familiarity with its product; if the market looks enticing enough, Heineken then
licenses its brands to a local brewer. Licensing offers a business firm relatively easy
access to international markets at low cost, but it limits the company’s participation 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
ingredients, trademark and trade name rights, managerial advice, and a standardized
operating 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.”
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concept Connection
Christopher Norman Chocolates
found that perfection-obsessed
Japanese customers appreciate
the difference between their
New York company’s hand-
painted chocolates and French
and Belgium chocolates. Joe
Guiliano (left) and John Down
(right), partners in the high-end
specialty chocolate company,
first exported the chocolates
through a Japanese distributor
with experience in this niche
market. Later they moved to

a licensing agreement, with

the distributor making the
confections in a facility near
Tokyo.

countertrade The barter of
products for other products
rather than their sale for
currency.

global outsourcing Engag-
ing in the international divi-
sion of labor so as to obtain
the cheapest sources of labor
and supplies regardless of
country; also called offshoring.

licensing An entry strategy
in which an organization in
one country makes certain
resources available to compa-
nies in another to participate in
the production and sale of its
products abroad.

franchising A form of licens-
ing in which an organization
provides its foreign franchi-
sees with a complete package
of materials and services.
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Concept @Mvm,&otb&w Wal-Mart had $90.6 billion in international sales for
the fiscal year ending January 2008 and operates more than 3,000 stores overseas,
including this one which opened in Beijing in 2005. But the world’s largest retailer isn’t
stopping there. Managers plan to increase the international division’s share of total
sales and earnings through a direct investment market entry strategy that includes
joint ventures, acquisitions, and greenfield ventures. Wal-Mart is currently moving
strongly into India, recently announcing a joint venture with Bharti Enterprises to
establish Bharti Wal-Mart Private Limited, for wholesale cash-and-carry and back-end
supply chain management operations in that country.

direct investing An entry
strategy in which the organi-
zation is involved in manag-
ing its production facilities in
a foreign country.

joint venture A variation of
direct investment in which

an organization shares costs
and risks with another firm to
build a manufacturing facility,
develop new products, or set
up a sales and distribution
network.

wholly owned foreign
affiliate A foreign subsidiary
over which an organization
has complete control.

greenfield venture The most
risky type of direct investment,
whereby a company builds a
subsidiary from scratch in a
foreign country.
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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 man-
aging the productive assets, which distinguishes it from other entry strategies that
permit less managerial control.

Currently, the most popular type of direct investment is to engage in strate-
gic 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.”” A
partnership is often the fastest, cheapest,
and least risky way to get into the global
game. For example, Wal-Mart teamed up
with local retailer Cifra SA in 1991 to get
a foothold in Mexico. Despite early losses
and difficulties, Wal-Mart is now the big-
gest private employer in Mexico and the
largest single retailer in Latin America.
Auburn Farms, a Sacramento, California,
manufacturer of all-natural snack foods,
formed a joint venture with South Africa’s
Beacon Sweets & Chocolates.?! Internet
companies have also used joint ventures
as a way to expand. AOL created a joint
venture with Venezuela’s Cisneros Group
to smooth its entry into Latin America.*
In addition to joint ventures, the complex-
ity of today’s global business environment
is causing managers at many companies
to develop alliance networks, which refer
to collections of partnerships with vari-
ous other firms, often across international
boundaries.” These alliance networks help
companies reduce costs, enhance their
competitive position in the international
environment, and increase knowledge on
a global scale.

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 trans-
portation costs. Local managers also have heightened awareness of economic, cultural,
and political conditions. Home Depot purchased the number two home-improvement
retailer in Mexico, Home Mart, and turned it into today’s leading chain with 50 stores.
Philip Morris recently acquired Indonesia’s third largest cigarette maker to tap into the
lucrative Asian cigarette market.*

The most costly and risky direct investment is called a greenfield venture, which
means a company builds a subsidiary from scratch in a foreign country. The advan-
tage is that the subsidiary is exactly what the company wants and has the potential to
be highly profitable. The disadvantage is that the company has to acquire all market
knowledge, materials, people, and know-how in a different culture, and mistakes are
possible. An example of a greenfield venture is the Nissan plant in Canton, Missis-
sippi. 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.” The U.S.
auto parts maker Delphi is taking a similar leap by building a $40 million, 200,000-
square-foot car electronics parts plant in Suzhou, China.”

© ELIZABETH DALZIEL/ASSOCIATED PRESS
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China Inc.

Many companies today are going straight to China or India as a first step into interna-
tional business. Business in both countries is booming, and U.S. and European com-
panies are taking advantage of opportunities for all of the tactics we’'ve discussed in
this section: exporting, outsourcing, licensing, and direct investment. Foreign compa-
nies are investing more in business in China than they are spending anywhere else in
the world.” In addition, multinationals based in the United States and Europe manu-
facture more and more products in China using design, software, and services from
India. This trend prompted one business writer to coin the term Chindia to reflect the
combined power of the two countries in the international dimension.”

Outsourcing is perhaps the most widespread approach to international involvement
in China and India. China manufactures an ever-growing percentage of the industrial
and consumer products sold in the United States—and in other countries as well. China
produces more clothes, shoes, toys, television sets, DVD players, and cell phones than
any other country. U.S. furniture and cabinetmakers have also shifted much of their
production to that country in recent years, and manufacturers in China are moving into
higher-ticket items such as automobiles, computers, and airplane parts.

China can manufacture almost any product at a much lower cost than Western
manufacturers. Despite the advantages, however, companies are finding that oper-
ating smoothly in China isn’t automatic. Mattel learned the hard way after having
to recall millions of Chinese-made toys tainted with lead paint, as mentioned in
Chapter 3, hurting the company financially and damaging its reputation. If a com-
pany like Mattel that has been operating in China since the late 1950s can run into
trouble, think of the uncertainty newcomers must face.?®

India, for its part, is a rising power in software design, services, and precision
engineering. Nearly 50 percent of microchip engineering for Conexant Systems is
done in India.?” The California company makes the intricate brains behind Internet
access for home computers and satellite-connection set-top boxes for televisions.
Google sees India as the perfect place for finding the next set of ideas to keep the
company on the cutting edge in global information services.

Google didn’t go to India for cheap labor. It went there for technological talent. When the
company wanted to open a new R&D center, it chose Bangalore, partly because many of the
Indian engineers working at Google’s California headquarters wanted to return home and
participate in India’s growth. Managers knew Google would have a hard time finding the
technological brainpower the company needed in the United States alone. The company also
has a larger facility in Hyderabad and two smaller offices in Mumbai and Delhi.

In addition to its hopes for India as a hotbed of innovation, Google also sees India as a
vast potential market. The country’s online advertising industry is miniscule today but pro-
jected to grow rapidly. Managers also believe that people in India are perfectly suited to help
Google develop products for emerging markets where billions of people aren’t yet on the
Internet. “The fact that they come from this culture, the fact that they’ve seen the population
of the world that’s not on the Internet . . . puts them in a fairly unique position to transcend
both worlds and be creative about emerging-world products,” says Prasad Ram who heads
the Bangalore research center.

For one thing, Indian engineers know that developing markets have different priorities.
For most people in developed countries like the United States, Internet use is about lifestyle,
but for those in developing nations such as India and China, it’s about livelihood. They want
to know how the Internet can help them generate income, improve their communities, and
further their own and the country’s economic development. That entrepreneurial spirit is a
perfect fit for Google, where the guiding philosophy is to take risks and be aggressive in find-
ing new applications to serve new markets.*

Google isn’t the first U.S. company to see India as a major source of technologi-
cal talent. Yahoo employs about 900 engineers at a research center in India, and IBM
has become the country’s largest foreign employer with more than 50,000 people
employed there.

Google
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international management
The management of business
operations conducted in more
than one country.

EXHIBIT 4.3

Key Factors in the
International Environment
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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 man-
agement functions on an international scale. Consider the following blunders:

m  When U.S. chicken entrepreneur Frank Purdue translated a successful advertising
slogan into Spanish, “It takes a tough man to make a tender chicken” came out as
“It takes a virile man to make a chicken affectionate.”*

m It took McDonald’s more than a year to figure out that Hindus in India do not eat
beef. The company’s sales took off only after McDonald'’s started making burgers
sold in India out of lamb.*

m In Africa, the labels on bottles show pictures of what is inside so illiterate shop-
pers can know what they’re buying. When a baby-food company showed a pic-
ture of an infant on its label, the product didn’t sell very well.*

m 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 dis-
cover that, to many Asians, such flowers represent death and bad luck.*

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 obvious
international mistakes? When they are comparing one country with another, the
economic, legal-political, and sociocultural sectors present the greatest difficul-
ties. Key factors to understand in the international environment are summarized
in Exhibit 4.3.

Economic Legal-Political

= Economic = Political risk
development = Government

= Infrastructure takeovers

= Resource and ge=tis: = Tariffs, quotas,
product marke taxes

= Per capita ® Terrorism, political
income ) . instability

= Exchange Organization | Laws, regulations
rates \
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conditions
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beliefs

= Language
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literacy
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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 such
factors as economic development, resource and product markets, and exchange rates,
each of which is discussed in the following sections. In addition, factors such as infla-
tion, 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 traditionally 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 manag-
ers are investing heavily in Asia, Eastern Europe, Latin America, and Africa.*® 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 Competitivenenss
Report, which tallies 113 factors that contribute to an economy’s competitiveness.* The infrastructure A country’s
report considers both hard data and perceptions of business leaders around the world physical facilities that support
and considers government policies, institutions, market size, the sophistication of finan- ~ economic activities.
cial markets, and other factors that drive
productivity and thus enable sustained eco-
nomic growth. Exhibit 4.4 shows the top ten
countries in the overall ranking, along with
several other countries for comparison. Note
that highly developed countries rank higher
in the competitiveness index. One impor-
tant factor in gauging competitiveness is the
country’s infrastructure, that is, the physi-
cal facilities such as highways, airports,
utilities, and telephone lines that support
economic activities.

Resource and Product Markets

When operating in another country, com-
pany managers must evaluate the mar-
ket demand for their products. If market
demand is high, managers may choose
to export products to that country. To

AP PHOTO/PAVEL RAHMAN

Concept @OMMWW While working as a New York investment banker,
Bangladesh native Iqbal Quadir realized that connectivity equals productivity. He also
develop plants, however, resource markets knew his impoverished homeland was one of the least connected places on earth. That
for providing needed raw materials and prompted him to collaborate with countryman Muhammad Yunus, Grameen Bank

labor must also be available. For example, founder and 2006 Nobel Peace Prize winner, to create Village Phone. Entrepreneurs,

mostly women, use Grameen Bank microloans to purchase cell phones. “Telephone
the greatest challenge for McDonald’s, Sty ’ ‘ P P P
ladies,” such as Monwara Begum pictured here, then earn the money to repay the

which sells Big Macs on every continent debt by providing phone service to fellow villagers. Village Phone results in thousands
except Antarctica, is to obtain supplles of of new small businesses, as well as an improved communication infrastructure that

everything from potatoes to hamburger makes a wide range of economic development possible.
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4.4

World Economic Forum
Global Competitiveness

Index 2007-2008

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.
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Country Overall Ranking

United States

-

Switzerland 2
Denmark 3
Sweden 4
Germany 5
Finland 6
Singapore 7
Japan 8
United Kingdom 9
Netherlands 10
South Korea 11
Chile 26
Kuwait 30
China 34
Lithuania 38
South Africa 44
India 48

SOURCE: The Global Competitiveness Report 2007-08, World Economic Forum, http://www.gcr
.weforum.org (accessed April 30, 2008).

buns to plastic straws. At McDonald’s in Cracow, the burgers come from a Polish
plant, partly owned by Chicago-based OSI Industries; the onions come from Fresno,
California; the buns come from a production and distribution center near Moscow;
and the potatoes come from a plant in Aldrup, Germany.”

Exchange Rates

Exchange rate is the rate at which one country’s currency is exchanged for another
country’s. Volatility in exchange rates is a major concern for companies doing busi-
ness internationally.” Changes in the exchange rate can have major implications for
the profitability of international operations that exchange millions of dollars into
othercurrenciesevery day.* Forexample,assume thatthe U.S. dollarisexchanged for
0.8 euros. If the dollar increases in value to 0.9 euros, U.S. goods will be more
expensive in France because it will take more euros to buy a dollar’s worth of
U.S. goods. It will be more difficult to export U.S. goods to France, and profits will
be slim. If the dollar drops to a value of 0.7 euros, by contrast, U.S. goods will be
cheaper in France and can be exported at a profit.

THE LEGAL-PoLimicAL ENVIRONMENT

Businesses 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 manage-
rial control due to politically based events or actions by host governments.** One
example is a new government effort in Russia to tighten financial monitoring. Crit-
ics charge that tax authorities demand confidential client information without a
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CHAPTER 4 MANAGING IN A GLOBAL ENVIRONMENT

legal basis and vary their interpretation of Russian law as it
pleases them. PricewaterhouseCoopers hashad its Moscow
offices raided and was ordered to pay $15 million in back
taxes that the firm said it didn’t owe.*! Political risk also
includes government takeovers of property and acts of vio-
lence directed against a firm’s properties or employees. In
Mexico, for example, business executives and their fami-
lies are prime targets for gangs of kidnappers, many of
which are reportedly led by state and local police. Esti-
mates are that big companies in Mexico typically spend
between 5 and 15 percent of their annual budgets on
security,” and organizations in other countries face simi-
lar security issues.
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Some companies buy pOhthﬁ! FISk insurance, and risk Concept Connection Despite the political risk, political
management has emerged as a critical element of manage- instability, and the local laws and regulations of countries such

ment strategy for multinational organizations.* To reduce as Morocco, The Coca-Cola Company earns about 80 percent of
uncertainty, Companies sometimes rely on the Index Of its profits from markets outside North America. The soft-drink

Economic Freedom, which ranks countries according to the
impact political intervention has on business decisions, and
the Corruption Perception Index, which assesses 91 countries international sales.
according to the level of perceived corruption in govern-

ment and public administration.*

Another frequently cited problem for international companies is political insta-
bility, which includes riots, revolutions, civil disorders, and frequent changes in
government. In recent decades, civil wars and large-scale violence occurred in the
Ukraine, Indonesia, Thailand, Sri Lanka (Ceylon), and Myanmar (Burma). China is
highly vulnerable to periods of widespread public unrest due to the shifting political
climate. The Middle East remains an area of extreme instability as the United States
pursues a difficult and protracted reconstruction following the Iraqi war. U.S. firms
or companies linked to the United States often are subject to major threats in coun-
tries characterized by political instability.

Differing laws and regulations also make doing business a true challenge for
international firms. Host governments have myriad laws concerning libel stat-
utes, consumer protection, information and labeling, employment and safety, and
wages. International companies must learn these rules and regulations and abide
by them. In addition, the Internet increases the impact of foreign laws on U.S.
companies because it expands the potential for doing business on a global basis.
First Net Card, started in 1999 to provide credit for online transactions to any-
one in the world, found the complication of dealing with international credit and
banking laws mind-boggling. After two years and a mountain of legal research,
the company was licensed to provide credit only in the United States, Canada,
and Britain.®

THE SOCIOCULTURAL ENVIRONMENT

A nation’s culture includes the shared knowledge, beliefs, and values, as well as the
common modes of behavior and ways of thinking among members of a society. Cul-
tural factors can be more perplexing than political and economic factors when work-
ing or living in a foreign country.

Social Values

Many U.S. managers fail to realize that the values and behaviors that typically gov-
ern how business is done in the United States don’t translate to the rest of the world.

company suffered in global markets after complaints of tainted
products from Belgium bottling plants. Managers are busily
trying to rebuild relationships because of the importance of

political instability Events
such as riots, revolutions, or
government upheavals that
affect the operations of an
international company.
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power distance The degree to
which people accept inequality
in power among institutions,
organizations, and people.

uncertainty avoidance A
value characterized by peo-
ple’s intolerance for uncer-
tainty and ambiguity and
resulting support for beliefs
that promise certainty and
conformity.

individualism A preference
for a loosely knit social frame-
work in which individuals
are expected to take care of
themselves.

collectivism A preference for
a tightly knit social frame-
work in which individuals
look after one another and
organizations protect their
members’ interests.

masculinity A cultural
preference for achievement,
heroism, assertiveness, work
centrality, and material
success.

femininity A cultural
preference for relationships,
cooperation, group decision
making, and quality of life.

4.5

Rank Orderings of Ten
Countries along Four
Dimensions of National
Value Systems
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One way managers can get a handle on local cultures is to understand differences in
social values.

Hofstede’s Value Dimensions In research that included 116,000 IBM employees
in 40 countries, Geert Hofstede identified four dimensions of national value systems
that influence organizational and employee working relationships.* Examples of
how countries rate on the four dimensions are shown in Exhibit 4.5.

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, the Philippines, and Panama. Countries that value low power dis-
tance are Denmark, Austria, and Israel.

2. Uncertainty avoidance. High uncertainty avoidance means that members of a
society feel uncomfortable with uncertainty and ambiguity and thus support
beliefs that promise certainty and conformity. Low uncertainty avoidance means
that people have high tolerance for the unstructured, the unclear, and the unpre-
dictable. High uncertainty avoidance countries include Greece, Portugal, and
Uruguay. Countries with low uncertainty avoidance values are 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 indi-
viduals look after one another and organizations protect their members’ inter-
ests. Countries with individualist values include the United States, Canada,
Great Britain, and Australia. Countries with collectivist values are Guatemala,
Ecuador, and China.

4. Masculinity/femininity. Masculinity stands for preference for achievement, hero-
ism, assertiveness, work centrality (with resultanthigh stress), and material success.
Femininity reflects the values of relationships, cooperation, group decision mak-
ing, and quality of life. Societies with strong masculine values are Japan, Aus-
tria, Mexico, and Germany. Countries with feminine values are Sweden, Norway,
Denmark, and France. Both men and women subscribe to the dominant value in
masculine and feminine cultures.

Power Uncertainty
Distance® Avoidance® Individualism® Masculinity?
Australia 7 7 z €
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 8 10
Thailand 4 6 9
United States 6 8 1
a, = highest power distance ¢, = highest individualism
10 = lowest power distance 10 = lowest individualism
b, = highest uncertainty avoidance d, = highest masculinity
10 = lowest uncertainty avoidance 10 = lowest masculinity

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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Hofstede and his colleagues later identified a fifth dimension, long-term
orientation versus short-term orientation. The 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.*” Researchers continue to
explore and expand on Hofstede’s findings. For example, in the last 25 years, more
than 1,400 articles and numerous books were published on individualism and
collectivism alone.*

Read the ethical dilemma on page 121 that pertains to social and cultural differences.

GLOBE Project Value Dimensions Recentresearchby the Global Leadership and
Organizational Behavior Effectiveness (GLOBE) Project extends Hofstede’s assess-
ment and offers a broader understanding for today’s managers. The GLOBE Project
used data collected from 18,000 managers in 62 countries to identify nine dimensions
that explain cultural differences, including those identified by Hofstede.*

1. Assertiveness. A high value on assertiveness means a society encourages tough-
ness, assertiveness, and competitiveness. Low assertiveness means that people
value tenderness 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. Uncertainty avoidance. As with Hofstede’s study, this dimension gauges the
degree to which members of a society feel uncomfortable with uncertainty and
ambiguity.

4. 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 stronger role in deci-
sion making. Countries with high gender differentiation accord men higher social,
political, and economic status.

5. Power distance. This dimension is the same as Hofstede’s and refers to the
degree to which people expect and accept equality or inequality in relationships
and institutions.

6. Societal collectivism. This term defines the degree to which practices in insti-
tutions such as schools, businesses, and other social organizations encourage a
tightly knit collectivist society in which people are an important part of a group
or a highly individualistic society.

7. Individual collectivism. Rather than looking at how societal organizations favor
individualism versus collectivism, this dimension looks at the degree to which
individuals take pride in being members of a family, close circle of friends, team,
or organization.

8. Performance orientation. A society with a high performance orientation places
high emphasis on performance and rewards people for performance improve-
ments and excellence. A low performance orientation means people pay less atten-
tion to performance and more attention to loyalty, belonging, and background.

9. Humane orientation. The final dimension refers to the degree to which a soci-
ety encourages and rewards people for being fair, altruistic, generous, and
caring. A country high on humane orientation places high value on help-
ing others and being kind. A country low on this orientation expects people
to take care of themselves. Self-enhancement and gratification are of high
importance.
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long-term orientation A
greater concern for the future
and high value on thrift and
perseverance.

short-term orientation A
concern with the past and
present and a high value on
meeting social obligations.




Shoptalk

PART 2 THE ENVIRONMENT OF MANAGEMENT

How Well Do You Play The Culture Game?

How good are you at understanding cross-cultural dif-
ferences in communication and etiquette? For fun, see
how many of the following questions you can answer
correctly. The answers appear at the end.

1. You want to do business with a Greek company,
but the representative insists on examining every
detail of your proposal for several hours. This
time-consuming detail means that the Greek
representative:

a. Doesn’t trust the accuracy of your proposal.

b. Is being polite, and really doesn’t want to go
ahead with the deal.

c. Is signaling you to consider a more reasonable
offer, but doesn’t want to ask directly.

d. Is uncomfortable with detailed proposals and
would prefer a simple handshake.

e. Is showing good manners and respect to you
and your proposal.

2. Male guests in many Latin American countries
often give their visitors an abrazzo when greeting
them. An abrazzo is:

a. Alight kiss on the nose

b. A special gift, usually wine or food

c. Clapping hands in the air as the visitor
approaches

d. A strong embrace, or kiss with hand on
shoulder

e. A firm two-handed handshake, lasting almost
one minute

3. Japanese clients visit you at your office for a
major meeting. Where should the top Japanese
official be seated?

a. Closest to the door

b. As close to the middle of the room as possible

c. Anywhere in the room; seating location isn’t
important to Japanese businesspeople

d. Somewhere away from the door with a piece
of artwork behind him or her

e. Always beside rather than facing the host

4. One of the most universal gestures is:
a. A pat on the back (congratulations)
b. A smile (happiness or politeness)
c. Scratching your chin (thinking)
d. Closing your eyes (boredom)
e. Arm up, shaking back and forth (waving)

5. While visiting a German client, you make a
compliment about the client’s beautiful pen set.
What will probably happen?

a. The client will insist very strongly that you
take it.

b. The client will tell you where to buy such a
pen set at a good price.

c. The client will accept the compliment and get
on with business.

d. The client will probably get upset that you
aren’t paying attention to the business at hand.

e. The client will totally ignore the comment.

6. Managers from which country are least likely
to tolerate someone being 5 minutes late for an
appointment?

a. United States
b. Australia

c. Brazil

d. Sweden

e. Saudi Arabia

7. In which of the following countries are office
arrangements not usually an indicator of the per-
son’s status?

a. United Kingdom
b. Germany

c. Saudi Arabia

d. China

e. United States

8. In many Asian cultures, a direct order such as “Get
me the Amex report” is most likely to be given by:
a. Senior management to most subordinates
b. Ajunior employee to a peer
c. Senior management only to very junior

employees

d. Junior employees to outsiders
e. None of the above

9. In the United States, scratching one’s head usu-
ally means that the person is confused or skepti-
cal. In Russia, it means:

a. “You're crazy!”

b. “I am listening carefully.”

c. “I want to get to know you better.”
d. “I'm confused or skeptical.”

e. None of the above

10. A polite way to give your business card to a

Japanese businessperson is:

a. Casually, after several hours of getting to
know the person

b. When first meeting, presenting your card
with both hands

c. At the very end of the first meeting

d. Casually during the meeting, with the infor-
mation down to show humility

e. Never; it is considered rude in Japan to give
business cards

SOURCES: Steven L. McShane and Mary Ann Von Glinow,
Organizational Behavior: Emerging Realities for the Workplace
Revolution, 3rd ed. (New York: McGraw-Hill/Irwin, 2004);
“Cross-Cultural Communication Game,” developed by Steven
L. McShane, based on material in R. Axtell, Gestures: The Do’s
and Taboos of Body Language Around the World (New York:
Wiley, 1991); R. Mead, Cross-Cultural Management Communi-
cation (Chichester, UK: Wiley, 1990), chapter 7; and J.V. Thill
and C. L. Bovée, Excellence in Business Communication (New
York: McGraw-Hill, 1995), chapter 17.

Answers
l.e;2.d;3.d;4.b;5.¢;6.d;7.¢;8.¢;9.d;10.b
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Exhibit 4.6 gives examples of how some countries rank on several of the GLOBE
dimensions. These dimensions give managers an added tool for identifying and
managing cultural differences. Although Hofstede’s dimensions are still valid, the
GLOBE research provides a more comprehensive view of cultural similarities and
differences.

Social values greatly influence organizational functioning and management
styles. Consider the difficulty that managers encountered when implementing self-
directed work teams in Mexico. As shown in Exhibit 4.5, Mexico is characterized by
very high power distance and a relatively low tolerance for uncertainty, characteris-
tics that often conflict with the American concept of teamwork, which emphasizes
shared power and authority, with team members working on a variety of problems
without formal guidelines, rules, and structure. Many workers in Mexico, as well as
in France and Mediterranean countries, expect 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 manage-
ment styles differ in each country, depending on cultural characteristics.*

As a new manager, remember that understanding national culture is as important as
paying attention to economic and political matters when working in or with a foreign
country. Prepare yourself by studying how the foreign country’s social and cultural
values compare to your own country. Avoid an ethnocentric attitude and recognize how
the ethnocentrism of others may affect your perspective or work attitudes.

Communication Differences

People from some cultures tend to pay more attention to the social context (social
setting, nonverbal behavior, social status) of their verbal communication than
Americans do. For example, American managers working in China have discov-
ered that social context is considerably more important in that culture, and they
need to learn to suppress their impatience and devote the time necessary to estab-
lish personal and social relationships.

Exhibit 4.7 indicates how the emphasis on social context varies among coun-
tries. In a high-context culture, people are sensitive to circumstances surround-
ing social exchanges. People use communication primarily to build personal

Dimension Medium

Assertiveness Sweden Egypt Spain
Switzerland Iceland United States
Japan France Germany (former East)

Future Orientation Russia Slovenia Denmark
Italy Australia Canada
Kuwait India Singapore

Gender Differentiation Sweden Italy South Korea
Denmark Brazil Egypt
Poland Netherlands China

Performance Orientation Russia Israel United States
Greece England Taiwan
Venezuela Japan Hong Kong

Humane Orientation Germany New Zealand Indonesia
France Sweden Egypt
Singapore United States Iceland

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.
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high-context culture A cul-
ture in which communication
is used to enhance personal
relationships.

4.6

Examples of Country
Rankings on Selected
GLOBE Value Dimensions




EXHIBIT 4.7

High-Context and
Low-Context Cultures
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low-context culture A cul-
ture in which communication
is used to exchange facts and
information.
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High Chinese
Context Korean
Japanese
Vietnamese
Arab
Greek
Spanish
Italian
English
North American
Scandinavian
Low Swiss
Context German

SOURCE: 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.

social relationships; meaning is derived from context—setting, status, and non-
verbal 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 primarily from words; business transactions
are more important than building relationships and trust; and individual welfare
and achievement are more important than the group.™

To understand how differences in cultural context affect communications, con-
sider the U.S. expression, “The squeaky wheel gets the o0il.” It means that the loud-
est 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. Standing out as an indi-
vidual in these cultures clearly merits unfavorable attention.

High-context cultures include Asian and Arab countries. Low-context cultures
tend to be American and Northern European. Even within North America, cul-
tural subgroups vary in the extent to which context counts, explaining why differ-
ences 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 organiza-
tions are from low-context cultures, which conflicts with people entering the orga-
nization from a background in a higher context culture.

Refer back 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 clash
when trying to do business in a high-context culture.

Other Cultural Characteristics

Other cultural characteristics that influence international organizations are language,
religion, social organization, education, and attitudes. Some countries, such as India,
are characterized by linguistic pluralism, meaning that several languages exist there.
Other countries rely heavily on spoken versus written language. Religion includes
sacred objects, philosophical attitudes toward life, taboos, and rituals. Social organi-
zation includes such matters as status systems, kinship and families, social institu-
tions, and opportunities for social mobility. Education influences the literacy level,
the availability of qualified employees, and the predominance of primary or second-
ary degrees.
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Attitudes toward achievement, work, and people can all affect organizational pro-
ductivity. For example, one study found that the prevalent American attitude that
treats employees as a resource to be used (an instrumental attitude toward people)
can be a strong impediment to business success in countries where people are val-
ued as an end in themselves rather than as a means to an end (a humanistic attitude).
U.S. companies sometimes use instrumental human resource policies that conflict
with local humanistic values.*

Ethnocentrism, which refers to a natural tendency of people to regard their
own culture as superior and to downgrade or dismiss other cultural values, can be
found in all countries. Strong ethnocentric attitudes within a country make it dif-
ficult for foreign firms to operate there. American managers are regularly accused
of an ethnocentric attitude that assumes the American way is the best way. Take the
quiz in this chapter’s Manager’s Shoptalk box to see how much you know about
cross-cultural communication and etiquette.

As business grows increasingly global, U.S. managers are learning that cultural
differences cannot be ignored if international operations are to succeed. South Korean
appliance maker LG Electronics rules in emerging markets because of managers’
attention to cultural factors.

Two decades ago, managers at South Korea’s LG Electronics decided to solve a longtime
problem for homemakers: how to keep the kimchi from stinking up the fridge. Kimchi, made
from fermented cabbage seasoned with garlic and chili, is served with most meals in Korea.
Any leftovers in the refrigerator are inevitably going to taint other foods and leave a pungent
odor that lingers for weeks. LG built a refrigerator with a special compartment to isolate the
smelly kimchi, and it quickly became a must-have in Korean homes.

LG managers realized that their understanding of Korean culture led to an amazingly
successful new product. So, they reasoned, why not apply that concept to designing prod-
ucts for other markets? LG doesn’t just build a standard appliance and expect the whole
world to love it. Instead, it taps into local idiosyncrasies in key markets by opening in-
country research, manufacturing, and marketing facilities, enabling the company to “speak
to consumers individually,” as one manager put it. The approach led to products such as
the kebab microwave in Iran, which includes a microwave-safe skewer rack and a preset
for reheating shish kebabs, and the karaoke phone in Russia that can be programmed with
the top 100 Russian songs, whose lyrics scroll across the screen when they’re played. The
phone was an instant hit in a country where people like to entertain at home during the
long winters.

In India, LG has introduced a number of successful products, such as refrigerators with
larger vegetable- and water-storage compartments, surge-resistant power supplies, and
brightly colored finishes that reflect local preferences. Microwaves are designed with a dark
interior to hide masala stains. After learning that many Indians use their televisions to listen
to music, LG came out with a model featuring an ultra sound system. These efforts made LG
the unprecedented leader in appliance sales in India, with market share in some categories
nearly twice that of the competition.

By making an effort to learn about local tastes and preferences, LG has become
the appliance maker to beat in emerging global markets. Managers have now
turned their attention to China, where LG is building extensive in-country facili-
ties and learning all it can about local cultural preferences in the world’s biggest
consumer market.

INTERNATIONAL TRADE ALLIANCES

One of the most visible changes in the international business environment in recent
years has been the development of regional trading alliances and international trade
agreements. These developments are significantly shaping global trade.

LG Electronics

ethnocentrism A cultural
attitude marked by the ten-
dency to regard one’s own
culture as superior to others.
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GATT and the World Trade Organization

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 negotia-
tion of disputes, and the participation of lesser-developed countries in international
trade.” 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 developing 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).

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 July 2007, 151 countries, including China, were mem-
bers of the WTO. 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 mem-
bers, the European Economic Community has evolved into the 27-nation European
Union (EU) illustrated in Exhibit 4.8. The biggest expansion came in 2004, when the
EU welcomed ten new members from southern and eastern Europe.”

Member

1
I Candidate

3

oo

Latvial
Lithuanial
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The goal of the EU is to create a powerful single market system for Europe’s mil-
lions of consumers, allowing people, goods, and services to move freely. The increased
competition and economies of scale within Europe enable companies to grow large
and efficient, becoming more competitive in the United States and other world mar-
kets. Some observers fear that the EU will become a trade barrier, creating a fortress
Europe that will be difficult to penetrate by companies in other nations.

Another aspect of significance to countries operating globally is the introduction
of the euro. Fifteen member states of the EU have adopted the euro, a single Euro-
pean currency that replaced national currencies in Austria, Belgium, Cyprus, Fin-
land, France, Germany, Greece, Ireland, Italy, Luxembourg, Malta, the Netherlands,
Portugal, Slovenia, and Spain. Several other countries are using the euro under for-
mal agreements, although they haven’t yet met all the conditions to officially adopt
the single currency.® The implications of a single European currency are enormous,
within as well as outside Europe. Because it potentially replaces up to 27 European
domestic currencies, the euro will affect legal contracts, financial management, sales
and marketing tactics, manufacturing, distribution, payroll, pensions, training, taxes,
and information management systems. Every corporation that does business in or
with EU countries will feel the impact.”

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 the world’s largest
trading bloc with more than 421 million consumers. Intended to spur growth and
investment, increase exports, and expand jobs in all three nations, 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.’® 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.”

However, opinions over the benefits of NAFTAappear tobeasdivided as they were
whentalksbegan, withsomepeoplecallingitaspectacularsuccessand othersreferring
to it as a dismal failure.® 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.®!

THE GLOBALIZATION BACKLASH

As the world becomes increasingly interconnected, a backlash over globalization is
occurring. In a Fortune magazine poll, 68 percent of Americans say other countries
benefit the most from free trade. The sentiment is reflected in other countries such as
Germany, France, even India. “For some reason, everyone thinks they are the loser,”
said former U.S. trade representative Mickey Kantor.*

In the United States, the primary concern is the loss of jobs as companies expand
their offshoring activities by exporting more and more work overseas. Consider, for
example, that Boeing uses aeronautical specialists in Russia to design luggage bins
and wing parts for planes. They make about $650 a month, compared to a coun-
terpart in the United States making $6,000.* The transfer of jobs such as making
shoes, clothing, and toys began two decades ago. Today, services and knowledge
work are rapidly moving to developing countries. An analyst at Forrester Research

euro A single European
currency that replaced the
currencies of 15 European
nations.
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Inc. predicts that at least 3.3 million mostly
white-collar jobs and $136 billion in wages
will shift from the United States to low-
wage countries by 2015.% Many Ameri-
can shoppers say they’d be willing to pay
higher prices to keep down foreign compe-
tition. Democratic presidential candidate
Barack Obama tapped into strong senti-
ments when he declared, “People don’t
want a cheaper T-shirt if they’re losing a job
in the process.”%

Business leaders, meanwhile, insist that
economic benefits flow back to the U.S. econ-
omy in the form of lower prices, expanded
markets, and increased profits that can fund
innovation.®® Some American companies
are clearly benefiting from free trade. When
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Concept Co»mxw&otlw Protesters shout slogans during a demonstration Kalexsynr a small ChemiStry research com-
against the World Trade Organization outside a hotel in Jakarta, Indonesia, February pany in Kalamazoo, Michigan, couldn’t get
2007. Hundreds of activists held a demonstration to protest the visit of WTO director contracts with major uUs. pharmaceutjcal

general Pascal Lamy and to urge the Indonesian government to not waiver on its stance
favoring product exemptions. With increased globalization has come a globalization
backlash, with most groups thinking other groups and countries benefit more from

international trade.

companies that were sending work to India
and China, the owners found that European
companies were eager to outsource chemical
research to the United States.”” U.S. exports

grew 12 percent in 2006, based partly on the need for equipment and supplies for
building infrastructure in place such as China, Brazil, and India.® United Technologies,
which makes Pratt & Whitney engines, Sikorsky helicopters, and Otis elevators, has
seen both its revenues and its stock price surge.® Yet the antiglobalization fervor is just

multinational corporation
(MNC) An organization that
receives more than 25 percent

getting hotter—and is not likely to dissipate anytime soon. In the end, it is not whether
globalization is good or bad, but how business and government managers can work

T L iy — together to ensure that the advantages of a global world are fully and fairly shared.

operations outside the parent
company’s home country; also
called global corporation or
transnational corporation.

© NEWSCOM/GETTY IMAGES

Concept GMvn»&otww The Maharaja Mac and Vegetable
Burger served at this McDonald’s in New Delphi, India, represent
how this multinational corporation 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. McDonald’s
country managers have the freedom to use different furnishings and
develop new products to suit local tastes.

MULTINATIONAL CORPORATIONS

The size and volume of international businesses are so large
that they are hard to comprehend. For example, the value
added (the sum of total wages, pretax profits, and deprecia-
tion and amortization) of ExxonMobil is comparable to the
gross national product (GNP) of the Czech Republic. The
value added of Wal-Mart is comparable to the size of Peru’s
GNP, and that of Toyota to the GNP of Kuwait.”

As discussed earlier in this chapter, a large volume of
international business is being carried out in a seemingly
borderless world by large international businesses that can
be thought of as global corporations, stateless corporations, or
transnational corporations. In the business world, these large
international firms typically are called multinational corpo-
rations (MNCs), which have been the subject of enormous
attention. MNCs can move a wealth of assets from country
to country and influence national economies, politics, and
cultures.

Although the term has no precise definition, a multina-
tional corporation (MNC) typically receives more than 25
percent of its total sales revenues from operations outside
the parent’s home country. A recent report indicates that by
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2007 as much 42 percent of the global sales of U.S. manufacturing multinationals
came from sales by their foreign affiliates.”” MNCs also have 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, technology,
and people are transferred among country affiliates. The MNC can acquire materi-
als 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 central-
ization of management 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 geocentric
companies, which are truly world oriented and favor no specific country.”? The truly
global companies that transcend national boundaries are growing in number. These
companies no longer see themselves as American, Chinese, or German; they operate
globally and serve a global market.

MANAGING IN A GLOBAL ENVIRONMENT

New managers who want their careers to move forward recognize the importance of
global experience.”” But working in a foreign country can present tremendous per-
sonal and organizational challenges. A clue to the complexity of working interna-
tionally comes from a study of the factors that contribute to global manager failures.
Based on extensive interviews with global managers, researchers found that personal
traits, the specific cultural context, or management mistakes made by the organiza-
tion could all contribute to failure in an international assignment.”

Before reading the next section, find out your CQ (cultural intelligence) by answering
the questions in the New Manager Self-Test on page 117. Your answers will indicate
your level of cultural intelligence and help you relate to the concepts that follow. As a
new manager, begin soon to develop cultural intelligence so you can work effectively
with people from other countries.

Developing Cultural Intelligence

Managers will be most successful in foreign assignments if they are culturally flexible
and able to adapt easily to new situations and ways of doing things. In other words,
managers working internationally need cultural intelligence. Cultural intelligence
(CQ) refers to a person’s ability to use reasoning and observation skills to interpret
unfamiliar gestures and situations and devise appropriate behavioral responses.”

It is important for a manager working in a foreign country to study the lan-
guage and learn as much as possible about local norms, customs, beliefs, and taboos.
However, that information alone cannot prepare the manager for every conceivable
situation. Developing a high level of CQ enables a person to interpret unfamiliar situ-
ations and adapt quickly. Rather than a list of global “dos and don’ts,” CQ is a practi-
cal learning approach that enables a person to ferret out clues to a culture’s shared

TakeaMoment

cultural intelligence (CQ)
A person’s ability to use
reasoning and observation
skills to interpret unfamiliar
gestures and situations and
devise appropriate behavioral
responses.




culture shock Feelings of

confusion, disorientation, and
anxiety that result from being
immersed in a foreign culture.
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understandings and respond to new situations in culturally appropriate ways. Con-
sider what Pat McGovern does whenever he travels to a foreign country. McGovern
is the founder and CEO of IDG, a technology publishing and research firm in Mas-
sachusetts that owns magazines such as CIO and Computerworld. IDG operates in 85
countries and gets 80 percent of profits from outside the United States. When McGov-
ern goes to country for the first time, he spends the weekend just wandering around
observing people. By watching how people in a foreign country behave, McGovern
says he gets a sense of the culture—how fast people walk, how much they gesture,
what they wear, how the treat one another.”® McGovern believes you can be in sync
anywhere if you pay attention.

Cultural intelligence includes three components that work together: cognitive,
emotional, and physical.”” The cognitive component involves a person’s observa-
tional and learning skills and the ability to pick up on clues to understanding. The
emotional aspect concerns one’s self-confidence and self-motivation. A manager has
to believe in his or her ability to understand and assimilate into a different culture.
Difficulties and setbacks are triggers to work harder, not a cause to give up. Work-
ing in a foreign environment is stressful, and most managers in foreign assignments
face a period of homesickness, loneliness, and culture shock from being suddenly
immersed in a culture with completely different languages, foods, values, beliefs,
and ways of doing things. Culture shock refers to the frustration and anxiety that
result from constantly being subjected to strange and unfamiliar cues about what
to do and how to do it. A person with high CQ is able to move quickly through this
initial period of culture shock.

The third component of CQ, the physical, refers to a person’s ability to shift his or
her speech patterns, expressions, and body language to be in tune with people from a
different culture. Most managers aren’t equally strong in all three areas, but maximiz-
ing cultural intelligence requires that they draw upon all three facets. In a sense, CQ
requires that the head, heart, and body work in concert.

High CQ also requires that a manager be open and receptive to new ideas and
approaches. One study found that people who adapt to global management most
easily are those who have grown up learning how to understand, empathize, and
work with others who are different from themselves. For example, Singaporeans
consistently hear English and Chinese spoken side by side. The Dutch have to learn
English, German, and French, as well as Dutch, to interact and trade with their eco-
nomically dominant neighbors. English Canadians must not only be well-versed in
American culture and politics, but they also have to consider the views and ideas of
French Canadians, who, in turn, must learn to think like North Americans, mem-
bers of a global French community, Canadians, and Quebecois.” People in the United
States who have grown up without this kind of language and cultural diversity typi-
cally have more difficulties with foreign assignments, but willing managers from any
country can learn to open their minds and appreciate other viewpoints.

Managing Cross-Culturally

Which two of the following three items go together: a panda, a banana, and a mon-
key? If you said a monkey and a banana, you answered like a majority of Asians; if
you said a panda and a monkey, you answered like a majority of people in Western
Europe and the United States. Where Westerners see distinct categories (animals),
Asians see relationships (monkeys eat bananas).” Although this test is not defini-
tive, it serves to illustrate an important fact for managers. The cultural differences
in how people think and see the world affect working relationships. To be effective
on an international level, managers need to interpret the culture of the country and
organization in which they are working and develop the sensitivity required to avoid
making costly cultural blunders.®

In addition to developing cultural intelligence, managers can prepare for foreign
assignments by understanding how the country differs in terms of the Hofstede and
GLOBE social values discussed earlier in this chapter. These values greatly influence
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Self-Test,

Are You Culturally
Intelligent?

The job of a manager demands a lot, and before
long your activities will include situations that

will test your knowledge 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 coun-
tries. 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.

Mostly Mostly
True False

1. | plan how I’m going to
relate to people from a
different culture before |
meet them.

2. | understand the reli-
gious beliefs of other
cultures.

3. | understand the rules
for nonverbal behavior
in other cultures.

4. | seek out opportunities
to interact with people
from different cultures.

5. | can handle the stresses
of living in a different
culture with relative
ease.

6. | am confident that | can
befriend locals in a cul-
ture that is unfamiliar
to me.

7. | change my speech style
(e.g., accent, tone) when
a cross-cultural interac-
tion requires it.

8. | alter my facial expres-
sions and gestures as
needed to facilitate a
cross-culture interaction.

9. | am quick to change
the way | behave when a
cross-culture encounter
seems to require it.
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SCORING AND INTERPRETATION: Each
question pertains to some aspect of cultural
intelligence. Questions 1-3 pertain to the head
(cognitive CO subscale), questions 4-6 to the heart
(emotional CQ subscale), and questions 7-9 to
behavior (physical CO subscale). If you have suf-
ficient international experience and CQ to have
answered “Mostly True” to two of three questions
for each subscale or six of nine for all the ques-
tions, then consider yourself at a high level of CQ
for a new manager. If you scored one or fewer
“Mostly True” on each subscale or three or fewer
for all nine questions, it is time to learn more
about other national cultures. Hone your obser-
vational 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, Lynn Van Dyne,
Christine Koh, K. Yee Ng, Klaus J. Templer, Cheryl Tay, and

N. Anand Chandrasekar, “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.




TakeaMoment

Expatriates Employees who
live and work in a country
other than their own.

PART 2 THE ENVIRONMENT OF MANAGEMENT

how a manager should interact with subordinates and colleagues in the new assign-
ment. For example, the United States scores extremely high on individualism, and a
U.S. manager working in a country such as Japan, which scores high on collectivism,
will have to modify his or her approach to leading and controlling to be successful.
The following examples are broad generalizations, but they give some clues to how
expatriate managers can be more successful. Expatriates are employees who live and
work in a country other than their own.

Human Resources Not every manager will thrive in an international assignment,
and careful screening, selection, and training of employees to serve overseas increase
the potential for corporate global success. Human resource managers consider global
skills in the selection process. In addition, expatriates receive cross-cultural train-
ing that develops language skills and provides cultural and historical orientation.®!
Equally important is honest self-analysis by overseas candidates and their families.
Before seeking or accepting an assignment in another country, a candidate should ask
himself or herself such questions as the following;:

= Can you initiate social contacts in a foreign culture?

m  Can you adjust well to different environments and changes in personal comfort or
quality of living, such as the lack of television, limited hot water, varied cuisine,
and national phone strikes?

m Can you manage your future reentry into the job market by networking and main-
taining contacts in your home country?®

Employees working overseas must adjust to all of these conditions. In addition,
managers going global often find that their management styles need adjustment to
succeed in a country other than their native one.

Complete the experiential exercise on pages 120-121 that pertains to your global manage-
ment potential. How well do your knowledge and preferences reflect a global perspective?

Leading Inrelationship-oriented societies that rank high on collectivism, such as those
in Asia, the Arab world, and Latin America, leaders typically use a warm, personal-
ized approach with employees. One of the greatest difficulties U.S. leaders encounter
in doing business in China, for example, is failing to recognize that to the Chinese
any relationship is a personal relationship.® Managers are expected to have periodic
social visits with workers, inquiring about morale and health. Leaders should be espe-
cially careful about how and in what context they criticize others. To Asians, Africans,
Arabs, and Latin Americans, the loss of self-respect brings dishonor to themselves and
their families. The principle of saving face is highly important in some cultures.

Decision Making In the United States, mid-level managers may discuss a problem
and give the boss a recommendation. On the other hand, managers in Iran, which
reflects South Asian cultural values, expect the boss to make a decision and issue spe-
cific instructions.* In Mexico, employees often don’t understand participatory decision
making. Mexico ranks extremely high on power distance, and many workers expect
managers to exercise their power in making decisions and issuing orders. American
managers working in Mexico have been advised to rarely explain a decision, lest work-
ers perceive this as a sign of weakness.® In contrast, managers in many Arab and Afri-
can nations are expected to use consultative decision making in the extreme.

Motivating Motivation must fit the incentives within the culture. Recent data from
Towers Perrin give some insightinto whatmotivates peoplein different countriesbased
onwhatpotentialemployeessay they wantmost from the company. In the United States,
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competitive base pay is considered most important, whereas prospective employees in
Brazil look for career opportunities. In China, people want chances to learn, and
employees in Spain put work-life balance at the top of their list.*® Another study also
found that intrinsic factors such as challenge, recognition, and the work itself are
less effective in countries that value high power distance. It may be that workers in
these cultures perceive manager recognition and support as manipulative and there-
fore demotivating.¥” A high value for collectivism in Japan means that employees are
motivated in groups. An individual bonus for a high performer would be considered
humiliating, but a reward for the team could be highly motivating. Managers in Latin
America, Africa, and the Middle East can improve motivation by showing respect for
employees as individuals with needs and interests outside of work.®

Controlling When things go wrong, managers in foreign countries often are unable
to get rid of employees who do not work out. Consider the following research find-
ing: When asked what to do about an employee whose work had been subpar for a
year after 15 years of exemplary performance, 75 percent of Americans and Canadi-
ans said fire her; only 20 percent of Singaporeans and Koreans chose that solution.*
In Europe, Mexico, and Indonesia, as well, to hire and fire based on performance
seems unnaturally brutal. In addition, workers in some countries are protected by
strong labor laws and union rules.

Managers also have to learn not to control the wrong things. A Sears manager in
Hong Kong insisted that employees come to work on time instead of 15 minutes late.
The employees did exactly as they were told, but they also left on time instead of work-
ing into the evening as they had previously. A lot of work was left unfinished. The
manager eventually told the employees to go back to their old ways. His attempt at
control had a negative effect.

A MANAGER’S ESSENTIALS: WHAT HAVE WE LEARNED?

m Successful companies are expanding their business overseas and successfully
competing with foreign companies on their home turf. International markets pro-
vide many opportunities but are also fraught with difficulty.

® Major alternatives for entering foreign markets are outsourcing exporting, licens-
ing, and direct investing through joint ventures or wholly owned subsidiaries.

m Business in the global arena involves special risks and difficulties because of com-
plicated economic, legal-political, and sociocultural forces. Moreover, the global
environment changes rapidly, as illustrated by the emergence of the World Trade
Organization, the European Union, and the North American Free Trade Agreement.

m The expansion of free-trade policies has sparked a globalization backlash among
people who are fearful of losing their jobs and economic security.

® Much of the growth in international business has been carried out by large busi-
nesses called multinational corporations (MNC). These large companies exist in
an almost borderless world, encouraging the free flow of ideas, products, manu-
facturing, and marketing among countries to achieve the greatest efficiencies.

® Managers in MNCs as well as those in much smaller companies doing business
internationally face many challenges and must develop a high level of cultural intel-
ligence (CQ) to be successful. CQ, which involves a cognitive component (head), an
emotional component (heart), and a physical component (body), helps managers
interpret unfamiliar situations and devise culturally appropriate responses.

m Social and cultural values differ widely across cultures and influence appropriate
patterns of leadership, decision making, motivation, and managerial control.
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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. What might be some long-term ramifications of
the war in Iraq for U.S. managers and companies
operating internationally?

3. What do you think is your strongest component of
cultural intelligence? Your weakest? How would
you go about shoring up your weaknesses?

4. What steps could a company take to avoid mak-
ing product design and marketing mistakes when
introducing new products into India? How would
you go about hiring a plant manager for a facility
you are planning to build in India?

5. Compare the advantages associated with the for-
eign-market entry strategies of exporting, outsourc-
ing, licensing, and wholly owned subsidiaries. What
information would you need to collect and what fac-
tors would you consider when selecting a strategy?

6. Should a multinational corporation operate as a
tightly integrated, worldwide business system, or

10.

would it be more effective to let each national sub-
sidiary operate autonomously?

. How might the globalization backlash affect you

as a future manager or the company for which you
work?

. Two U.S. companies are competing to take over a

large factory in the Czech Republic. One delega-
tion tours the facility and asks questions about
how the plant might be run more efficiently. The
other delegation 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 to decide whether to
acquire the plant for your company?

. 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?

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?

MANAGEMENT IN PRACTICE: EXPERIENTIAL EXERCISE

Rate Your Global Management Potential
A global environment requires that managers learn to
deal effectively with people and ideas from a variety
of cultures. How well-prepared are you to be a global
manager? Read the following statements and circle
the number on the response scale that most closely
reflects how well the statement describes you.
Good Description 109 876 543 21 Poor Description

1. I'reach out to people from different cultures.

10 9 8 7 6 5 4 3 21

2. I frequently attend seminars and lectures about
other cultures or international topics.
10 9 8 7 6 5 4 3 21

3. I believe female expatriates can be equally as effec-
tive as male expatriates.
10 9 8 7 6 5 4 3 21

4. Thave a basic knowledge about several countries
in addition to my native country.
10 9 8 7 6 5 4 3 21

10.

. I have good listening and empathy skills.

10 9 8 7 6 5 4 3 21

. I have spent more than two weeks traveling or

working in another country.
10 9 8 7 6 5 4 3 21

. L easily adapt to the different work ethics of stu-

dents from other cultures when we are involved in
a team project.

10 9 8 7 6 5 4 3 21

. I can speak a foreign language.

10 9 8 7 6 5 4 3 21

. I know which countries tend to cluster into similar

sociocultural and economic groupings.
10 9 8 7 6 5 4 3 21

I feel capable of assessing different cultures on the
basis of power distance, uncertainty avoidance,
individualism, and masculinity.

10 9 8 7 6 5 4 3 21

Total Score:
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Scoring and Interpretation

Add up the total points for the ten questions. If you
scored 81-100 points, you have a great capacity for
developing good global management skills. A score
of 61-80 points indicates that you have potential but
may lack skills in certain areas, such as language

or foreign experience. A score of 60 or less means
you need to do some serious work to improve your
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potential for global management. Regardless of your
total score, go back over each item and make a plan
of action to increase scores of less than five on any
question.

SOURCE: Based in part on”“How Well Do You Exhibit Good Inter-
cultural Management Skills?”in John W. Newstrom and Keith Davis,
Organizational Behavior: Human Behavior at Work (Boston, MA:
McGraw-Hill Irwin, 2002), pp. 415-416.

MANAGEMENT IN PRACTICE: ETHICAL DILEMMA

AH Biotech

Dr. Abraham Hassan knew he couldn’t put off the
decision any longer. AH Biotech, the Bound Brook,
New Jersey-based company started up by this psy-
chiatrist-turned-entrepreneur, had developed a novel
drug that seemed to promise long-term relief from
panic attacks. If it gained FDA approval, it would

be the company’s first product. It was now time for
large-scale clinical trials. But where should AH Bio-
tech conduct those tests?

David Berger, who headed up research and develop-
ment, 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 Berger’s arguments
were sound. If they did trials in the United States, AH
Biotech would spend considerable time and money
advertising for patients and then finding physicians
who’d be willing to serve as clinical trial investiga-
tors. Rounding up U.S. doctors prepared to take on
that job was getting increasingly difficult. They just
didn’t want to take time out of their busy practices to
do the testing, not to mention all the recordkeeping
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 prac-
tically arrive at AH Biotech’s doorstep asking 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 of these factors meant that the
company could count on realizing at least a 25 percent
savings, maybe more, by running the tests overseas.

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 insurance
that covered most of the cost of their prescriptions.
But he already knew it wasn’t going to make any
sense to market the drug in a poor country like Alba-
nia, 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 impos-
sible. 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 Hippocratic Oath that instructed
you to “prescribe regimens for the good of my
patients according to my ability 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 com-
passionate use program in Albania, even though
setting up a distribution system and training doc-
tors to administer the drug, monitor patients for
adverse effects, and track results will entail consid-
erable expense.

SOURCES: Based on Gina Kolata,“Companies Facing Ethical Issue as
Drugs Are Tested Overseas,” The New York Times, March 5, 2004; and
Julie Schmit,“Costs, Regulations Move More Drug Tests Outside USA,”
USA Today, June 16, 2005, http://www.usatoday.com/money/
industries/health/drugs/2005-05-16-drug-trials-usat_x.htm.


http://www.usatoday.com/money/industries/health/drugs/2005-05-16-drug-trials-usat_x.htm
http://www.usatoday.com/money/industries/health/drugs/2005-05-16-drug-trials-usat_x.htm
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CASE FOR CRITICAL ANALYSIS

Shui Fabrics

Ray Betzell, general manager for the past five years
of a joint venture between Ohio-based Rocky River
Industries and Shanghai Fabric Ltd., was feeling
caught in the middle these days.

As he looked out over Shanghai’s modern gleam-
ing skyline from his corner office, Ray knew his Chi-
nese deputy general manager, Chiu Wai, couldn’t be
more pleased with the way things were going. Ten
years ago, Rocky River had launched Shui Fabrics, a
50-50 joint venture between the U.S. textile manufac-
turer and the Chinese company, to produce, dye, and
coat fabric for sale to both Chinese and international
sportswear manufacturers. After many obstacles,
considerable red tape, and several money-losing
years, the joint venture was fulfilling Chiu Wai’s
expectations—and those of the local government and
party officials who were keeping careful tabs on the

enterprise—much more quickly than he’d anticipated.

By providing jobs to close to 3,000 people, Shui was
making a real contribution to the local economy. Job
creation was no small accomplishment in a country
where outside experts estimated that the actual (as
opposed to the official) unemployment rate routinely
hovered at 20 percent.

From Chiu Wai’s point of view, Shui was generat-
ing just the right level of profit—not too little and,
just as importantly, not too much. With so many U.S.-
Chinese joint ventures still operating in the red, Chiu
Wai saw no reason Ray’s American bosses shouldn’t
be more than satisfied with their 5 percent annual
return on investment. But those earnings weren’t
going to land him in hot water with local authorities,
many of whom still viewed profits made by Western
companies on Chinese soil as just one more instance
of exploitation in a long history of foreign attempts at
domination.

If Chiu Wai had been eavesdropping on the con-
versation Ray had just had with Rocky River presi-
dent Paul Danvers, the Chinese manager would have
certainly been dismayed. Ray, who’d thoroughly
enjoyed his time in China, was painfully aware of the
quiet frustration in his boss’s voice as it traveled over
the phone lines from the other side of the world. To
be sure, Paul conceded, Shui had cut Rocky River’s
labor costs, given the company access to the poten-
tially huge Chinese market, and helped inoculate the
firm against the uncertainty surrounding the periodic,
often contentious U.S.—Chinese textile trade negotia-
tions. Current U.S. tariffs and quotas could change at
any time.

“But a 5 percent ROl is just pathetic,” Paul com-
plained. “And we’ve been stuck there for three years
now. At this point, I'd expected to be looking at some-
thing more on the order of 20 percent.” He pointed
out that greater efficiency plus incorporating more
sophisticated technology would allow Shui to reduce
its workforce substantially and put it on the road to a
more acceptable ROL “I'm well aware of the fact that
the Chinese work for a fraction of what we’d have to
pay American workers, and I do appreciate the pres-
sure the government is putting on you guys. But still,
it doesn’t make any sense for us to hire more workers
than we would in a comparable U.S. plant.”

After an uncomfortable silence, during which Ray
tried and failed to picture broaching the subject of pos-
sible layoffs to his Chinese counterparts, he heard Paul
ask the question he’d been dreading: “I'm beginning
to think it’s time to pull the plug on Shui. Is there any
way you can see to turn this around, Ray, or should we
start thinking about other options? Staying in China is
a given, but there has to be a better way to do it.”

Questions

1. How would you characterize the main economic,
legal-political, and sociocultural differences influenc-
ing the relationship between the partners in Shui
Fabrics? What GLOBE Project dimensions would
help you understand the differences in Chinese and
American perspectives illustrated in the case?

2. How would you define Shui’s core problem? Are
sociocultural differences the main underlying cause
of this problem? Why or why not? How would
you handle the conflict with your boss back in the
United States?

3. If you were Ray Betzell, what other options to the
50-50 joint venture would you consider for manu-
facturing textiles in China? Make the argument that
one of these options is more likely to meet Rocky
River’s expectations than the partnership already
in place.

SOURCES: Based on Katherine Xin and Vladimir Pucik,“Trouble in
Paradise,” Harvard Business Review (August 2003): 27-35; Lillian
McClanaghan and Rosalie Tung,“Summary of ‘Negotiating and
Building Effective Working Relationships with People in China,””
presentation by Sidney Rittenberg, Pacific Region Forum on Business
and Management Communication, Simon Fraser University, Harbour
Centre, Vancouver, B.C., March 21, 1991, http://www.cic.sfu.ca/forum/
rittenbe.html; and Charles Wolfe Jr.,“China’s Rising Unemployment
Challenge,”Rand Corporation Web page, http://www.rand.org/
commentary/070704AWS].html.


http://www.cic.sfu.ca/forum/rittenbe.html
http://www.cic.sfu.ca/forum/rittenbe.html
http://www.rand.org/commentary/070704AWSJ.html
http://www.rand.org/commentary/070704AWSJ.html
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Evo: Managing in a Global
Environment

The Internet is an inherently global market, so regard-
less of a company’s intended target market, it may
find customers around the world. Seattle-based online
retailer of all ski-, snowboard-, wake-, and skate-
related items, Evo serves customers who live in places
as exotic as Bahrain, Turkey, Bali, and beyond. Ulti-
mately, founder Bryce Phillips is happy and success-
ful. For the foreseeable future, however, Evo’s global
prospects are limited by territory-specific licensing
and distribution agreements with manufacturers.

International customers who want to purchase
something from Evo cannot complete their transac-
tions online due to complexities, including exchange
rates and shipping regulations. Therefore, they must
call Evo customer service representatives (CSRs)
directly to discuss their order. Although Evo has CSRs
staffing the phones for extended hours to accommo-
date calls from distant time zones, the modest volume
of international orders does not justify funding a
24-hour customer service line.

In spite of these challenges, 5 percent of Evo’s
business is nondomestic, with Canada accounting
for most of this. Canada also represents the biggest
potential for expanding global sales because many
of Evo’s licensing agreements allow for distribution
within North America. British and German citizens
place their share of orders, too. Phillips is confident
his company will be able to expand its global reach as
licensing practices change to reflect the boundary-free
world of e-commerce and Evo becomes more estab-
lished as a global brand.

Everyone who works in customer service at Evo
has a collection of stories about interesting and chal-
lenging interactions with international customers.

For starters, callers often are disappointed to learn
they cannot order the particular snowboard they had
been dreaming of. Sometimes CSRs are able to find
comparable items available in a customer’s region.
Language barriers arise as well, but Evo reps usu-
ally figure out what customers with limited English
language skills are trying to say. In addition, French-
or Spanish-speaking employees serve as translators
when necessary.

It’s unlikely that Evo will need to set up opera-
tions abroad because its shipping partners are
already everywhere they need to be. Most overseas

manufacturers from whom Evo sources products have
U.S. offices or representatives, so Evo buyers rarely
need to leave Seattle. Even when travel is required,
the East Coast is typically the farthest buyers go for
big industry trade shows.

The majority of Evo’s international transactions
are relatively seamless, but day-to-day operations
can still be affected by global events. “Manufactur-
ers overseas can impact us,” noted Molly Hawkins,
whose playful title is Strategery. “There was a lock at
all the ports in China and we couldn’t import any of
their products. Therefore, a lot of soft goods like jack-
ets and pants couldn’t be shipped.”

Although the world tends to come to Evo, Phillips
wanted to share his favorite global travel destinations
with customers. Now evoTRIP offers extreme ski,
snowboarding, and surf expeditions to South America,
Japan, Indonesia, and Switzerland, with plans to
offer future trips to more places. “The reason I get so
excited about this concept is that it is near and dear
to what all of us value,” said Phillips. “It’s getting out
there, learning more about different cultures, doing
the activities in different parts of the world, and see-
ing beautiful locations you've never seen before.”

Logistics for evoTRIP are outsourced through
JustFares.com, which specializes in international travel.
To offer the richest, most authentic cultural experi-
ence, evoTRIP always uses local guides. Professional
athletes from each country travel with the groups, too,
so evoTrippers can experience the culturally specific
nuances within seemingly universal sports.

Although evoTRIP focuses on serving up global
fun and excitement to participating travelers, Phillips
sees every trip as an opportunity for Evo’s “ambas-
sadors” to connect with potential customers in every
country they visit. There is no virtual translation, and
there are no time zone differences or boundaries.

Discussion Questions

1. Why should Evo avoid setting up operations in
other countries if possible?

2. What political and economic challenges could
evoTRIP encounter when conducting business in
other countries?

3. What cultural differences should Evo and evoTRIP
participants pay attention to when traveling
abroad?
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Lost in Translation

Jet lag conspires with culture shock to force the meet-
ing of Charlotte (Scarlett Johansson) and Bob Harris
(Bill Murray). Neither can sleep after their Tokyo
arrival. They meet in their luxury hotel’s bar, forging
an enduring relationship as they experience Tokyo’s
wonders, strangeness, and complexity. Based on
director Sophia Coppola’s Academy-Award-winning
screenplay, this film was shot entirely on location in
Japan. It offers extraordinary views of various parts of
Japanese culture that are not available to you without
a visit.

Cross-Cultural Observations

This sequence is an edited composite taken from dif-
ferent parts of Lost in Translation. It shows selected

aspects of Tokyo and Kyoto, Japan. Charlotte has her
first experience with the complex, busy Tokyo train
system. She later takes the train to Kyoto, Japan’s
original capital city for more than ten centuries.

What to Watch for and Ask Yourself

m While watching this scene, pretend you have
arrived in Tokyo, and you are experiencing what
you are seeing. Do you understand everything
you see?

m Is Charlotte bewildered by her experiences? Is she
experiencing some culture shock?

m What aspects of Japanese culture appear in this
scene? What do you see as important values of
Japanese culture?
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After studying this chapter, you should be able to:

Define ethics and explain how ethical behavior relates to behavior
governed by law and free choice.

Explain the utilitarian, individualism, moral-rights, and justice
approaches for evaluating ethical behavior.

Describe the factors that shape a manager’s ethical decision making.

Identify important stakeholders for an organization and discuss how
managers balance the interests of various stakeholders.

Explain the bottom-of-the-pyramid concept and some of the innovative
strategies companies are using.

Explain the philosophy of sustainability and why organizations are
embracing it.

Define corporate social responsibility and how to evaluate it along
economic, legal, ethical, and discretionary criteria.

Discuss how ethical organizations are created through ethical leadership
and organizational structures and systems.
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Managing Ethics and

Social Responsibility

WiLL You BE A CoUuRAGEOUS MANAGER?

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? Please answer

SCORING AND INTERPRETATION: Each of these
questions pertains to some aspect of displaying courage
in a group situation, which often reflects a person’s level
of moral development. Count the number of checks for
Mostly True. If you scored five or more, congratulations!
That behavior would enable you to become a courageous
manager about moral issues. A score below four indicates

—

-

/’ uondNPOJU| md \\

each of the following items as Mostly True or Mostly False  that you may avoid difficult issues or have not been in

for you. situations that challenged your moral courage.
Study the specific questions for which you scored
Mostly  Mostly Mostly True and Mostly False to learn more about your
True False specific strengths and weaknesses. Think about what
1. Irisked substantial personal loss influences your moral behavior and decisions, such as

to achieve the vision.

need for success or approval. Study the behavior of others
you consider to be moral individuals. How might you
increase your courage as a new manager? ‘

2. |took personal risks to defend
my beliefs.

3. 1 would say no to inappropriate
things even if | had a lot to lose.

4. My significant actions were linked
to higher values.

5. | easily acted against the opinions
and approval of others.

6. | quickly told people the truth as |
saw it, even when it was negative.

7. | spoke out against group or
organizational injustice. |

8. lacted according to my conscience
even if | would lose stature.

\\ // ’/4<<Su!pea-| m\\ // TBuiziuesio .h\\ / /Su!uu'eld W\\\\

What does courage have to do with a chapter on ethics? Unfortunately, many manag-
ers slide into unethical or illegal behavior simply because they don’t have the courage
to stand up and do the right thing. Remember WorldCom? The small long-distance
company became a dazzling star during the late 1990s telecom boom. Just as quickly,
it all came crashing down as one executive after another was hauled away on con-
spiracy and securities fraud charges. For controller David Myers, it was one small
step that put him on a slippery slope. When CEO Bernard Ebbers and chief financial
officer Scott Sullivan asked Myers to reclassify some expenses that would boost the
company’s earnings for the quarter, Myers admits that he “didn’t think it was the
right thing to do,” but he didn’t want to oppose his superiors. After that first mistake,
Myers had to keep making—and asking his subordinates to make—increasingly
irregular adjustments to try to get things back on track.!

WorldCom is one of many examples of widespread moral lapses and corporate
financial scandals that have brought the topic of ethics to the forefront. The perva-
siveness of ethical lapses in the early 2000s was astounding. Once-respected firms
such as Enron, Arthur Andersen, Tyco, and HealthSouth became synonymous with

greed, deceit, and financial chicanery. No wonder a public poll found that 79 percent | g
of respondents in the United States believe questionable business practices are wide- S
spread. Fewer than one-third said they think most CEOs are honest.? The sentiment is “ 3
echoed in other countries as well. Recent investigations of dozens of top executives in \ E
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ethics The code of moral prin-
ciples and values that governs
the behaviors of a person or
group with respect to what is
right or wrong.

EXHIBIT 5.1

Three Domains of Human
Action

PART 2 THE ENVIRONMENT OF MANAGEMENT

Germany for tax evasion, bribery, and other forms of corruption have destroyed the
high level of public trust business leaders there once enjoyed, with just 15 percent of
respondents now saying business leaders are trustworthy.?

This chapter expands on the ideas about environment, corporate culture, and the
international environment discussed in Chapters 3 and 4. We first focus on the topic
of ethical values, which builds on the idea of corporate culture. We examine funda-
mental approaches that can help managers think through difficult ethical issues, and
we look at factors that influence how managers make ethical choices. 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 build an ethical organization using codes of ethics and other organi-
zational 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.* An ethical issue is present in a situation when the
actions of a person or organization may harm or benefit others.> Yet ethical issues can
sometimes be exceedingly complex. People in organizations may hold widely diver-
gent views about the most ethically appropriate or inappropriate actions related to
a situation.® Managers often face situations in which it is difficult to determine what
is right. In addition, they might be torn between their misgivings and their sense
of duty to their bosses and the organization. Sometimes, managers want to take a
stand but don’t have the backbone to go against others, bring unfavorable attention
to themselves, or risk their jobs.

Ethics can be more clearly understood when compared 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
people and corporations must follow in a certain way, such as obtaining licenses
for cars or paying corporate taxes. The courts alleged that executives at companies
such as WorldCom and Enron broke the law, for example, by manipulating financial
results, such as using off-balance-sheet partnerships to improperly create income and
hide debt.” The domain of free choice is at the opposite end of the scale and pertains
to behavior about which the law has no say and for which an individual or organiza-
tion enjoys complete freedom. A manager’s choice of where to eat lunch or a music
company’s choice of the number of CDs to release is an example of free choice.

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. Executives at Enron, for exam-
ple, did not break any specific laws by encouraging employees to buy more shares of
stock even when they believed the company was in financial trouble and the price of

Domain of 1 Domain Domain of
Codified Law of Ethics Free Choice
(Legal Standard) =] (Social Standard) L (Personal Standard)
Amount of
-

High Explicit Control Low
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the shares was likely to decline. However, this behavior was a clear violation of the
executives’ ethical responsibilities to employees.® These managers were acting based
on their own interests rather than their duties to employees and other stakeholders.

Many companies and individuals get into trouble with the simplified view that
choices are governed by either law or free choice. This view leads people to mis-
takenly assume that if it’s not illegal, it must be ethical, as if there were no third
domain.’ 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 DiLEMMAS: WHAT Woulb You Do?

Ethics is always about making decisions, and some issues are difficult to resolve.
Because ethical standards are not codified, disagreements and dilemmas about proper
behavior often occur. An ethical dilemma arises in a situation concerning right or
wrong when values are in conflict."” Right and wrong cannot be clearly identified.
The individual who must make an ethical choice in an organization is the moral
agent." Here are some dilemmas that a manager in an organization might face. Think
about how you would handle them:

1. Your company requires a terrorist watch list screen-
ing for all new customers, which takes approximately
24 hours from the time an order is placed. You can
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close a lucrative deal with a potential long-term cus- You Would like to be tregfed

tomer 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.”?

2. As a sales manager for a major pharmaceuticals
company, you've been asked to promote a new drug
that costs $2,500 per dose. You've read the reports
saying the drug is only one percent more effective
than an alternate drug that costs less than $625 per
dose. The VP of sales wants you to aggressively pro-
mote the $2,500-per-dose drug. He reminds you that,
if you don't, lives could be lost that might have been
saved with that one percent increase in the drug’s
effectiveness.

© PROTECTIVE LIFE CORPORATION

3. Your company is hoping to build a new overseas

manufacturing plant. You could save about $5 mil- ~ Concept (Cewmnection Protective Life Corporation shows its
lion by not installing standard pollution control commitment to ethics through its corporate strategy: “Offer great

equipment that is required in the United States. The
plant will employ many local workers in a poor
country where jobs are scarce. Your research shows
that pollutants from the factory could potentially
damage the local fishing industry. Yet building the
factory with the pollution control equipment will
likely make the plant too expensive to build."

products at highly competitive prices and provide the kind of attentive
service we’d hope to get from others.” Treating others the way you
want to be treated is one approach to making ethically-responsible
decisions and handling ethical dilemmas. However, insurance com-
panies often have to rely on a utilitarian approach to ethical decision
making that considers how to provide the greatest good to the great-
est number of policyholders.

. You have been collaborating with a fellow manager on an important project. One
afternoon, you walk into his office a bit earlier than scheduled and see sexually
explicit images on his computer monitor. The company has a zero-tolerance sexual

harassment policy, as well as strict guidelines regarding personal use of the Internet.
However, your colleague was in his own office and not bothering anyone else.™

These kinds of dilemmas and issues fall squarely in the domain of ethics. How
would you handle each of the above situations? Now consider the following hypo-
thetical dilemma, which scientists are using to study human morality.” distinguish right from wrong.

ethical dilemma A situation
that arises when all alterna-
tive choices or behaviors are
deemed undesirable because
of potentially negative conse-
quences, making it difficult to
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utilitarian approach The
ethical concept that moral
behaviors produce the greatest
good for the greatest number.

individualism approach
The ethical concept that acts
are moral when they promote
the individual’s best long-term
interests.
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m A runaway trolley is heading down the tracks toward five unsuspecting people.
You're standing near a switch that will divert the trolley onto a siding, but there is
a single workman on the siding who cannot be warned in time to escape and will
almost certainly be killed. Would you throw the switch?

m  Now, what if the workman is standing on a bridge over the tracks and you have to
push him off the bridge to stop the trolley with his body in order to save the five
unsuspecting people? (Assume his body is large enough to stop the trolley and
yours is not.) Would you push the man, even though he will almost certainly be
killed?

These dilemmas show how complex questions of ethics and morality can some-
times be. In Time magazine’s readers’ poll, 97 percent of respondents said they could
throw the switch (which would almost certainly lead to the death of the workman),
but only 42 percent said they could actually push the man to his death.'

CRITERIA FOR ETHICAL DECISION MAKING

Most ethical dilemmas involve a conflict between the needs of the part and the
whole—the individual versus the organization or the organization versus society
as a whole. For example, should a company perform surveillance on managers’
nonworkplace conduct, 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 company but potentially
harming world citizens? Sometimes ethical decisions entail a conflict between 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
normative strategy—one based on norms and values—to guide their decision making.
Normative ethics uses several approaches to describe values for guiding ethical deci-
sion making. Four of these approaches that are relevant to managers are the utilitarian
approach, individualism approach, moral-rights approach, and justice approach."”

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 con-
sider the effect of each decision alternative on all parties and select the one that opti-
mizes the benefits for the greatest number of people. In the trolley dilemma above, for
instance, the utilitarian approach would hold that it would be moral to push one per-
son to his death in order to save five. In organizations, because actual computations
can be complex, simplifying them is considered appropriate. For example, a simple
economic frame of reference could be used by calculating dollar costs and dollar ben-
efits. 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.'®

Individualism Approach

The individualism approach contends that acts are moral when they promote the
individual’s best long-term interests. Individual self-direction is paramount, and
external forces that restrict self-direction should be severely limited" Individuals
calculate the best long-term advantage to themselves as a measure of a decision’s
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goodness. The action that is intended to produce a greater ratio of good to bad
for the individual compared with other alternatives is the right one to perform. 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, individualism ultimately leads to behav-
ior toward others that fits standards of behavior people want toward themselves.?

One value of understanding this approach is to recognize short-term variations
if they are proposed. People might argue for short-term self-interest based on indi-
vidualism, but that misses the point. Because individualism is easily misinterpreted
to support immediate self-gain, it is not popular in the highly organized and group-
oriented society of today. This approach is closest to the domain of free choice
described in Exhibit 5.1.

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 cor-
rect decision is one that best maintains the rights of those affected by it.

Six moral rights should be considered during decision making:

1. The right of free consent. Individuals are to be treated only as they knowingly and
freely consent to be treated.

2. The right to privacy. Individuals can choose to do as they please away from work
and have control of information about their private life.

3. The right of freedom of conscience. Individuals may refrain from carrying out any
order that violates their moral or religious norms.

4. The right of free speech. Individuals may criticize truthfully the ethics or legality
of actions of others.

5. The right to due process. Individuals have a right to an impartial hearing and fair
treatment.

6. The right to life and safety. Individuals have a right to live without endanger-
ment or violation of their health and safety.

To make ethical decisions, managers need to avoid interfering with the funda-
mental rights of others. Performing experimental treatments on unconscious trauma
patients, for example, might be construed to violate the right to free consent. A deci-
sion to monitor employees’ nonwork activities violates the right to privacy. Sexual
harassment is unethical because it violates the right to freedom of conscience. The
right of free speech would support whistle-blowers who call attention to illegal or
inappropriate actions within a company.

Go back to the section on ethical dilemmas on page 131 and select two. First apply
the utilitarian approach to reach a decision in each situation, and then apply the
moral-rights approach. Did you reach the same or different conclusions? As a new
manager, do you think one approach is generally better for managers to use?

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 characteristics. Individuals who are similar in ways relevant to a decision
should be treated similarly. Thus, men and women should not receive different
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moral-rights approach The
ethical concept that moral
decisions are those that best
maintain the rights of those
people affected by them.

justice approach The ethical
concept that moral decisions
must be based on standards

of equity, fairness, and
impartiality.

distributive justice The
concept that different treatment
of people should not be based on
arbitrary characteristics. In the
case of substantive differences,
people should be treated dif-
ferently in proportion to the
differences among them.

TakeaMoment
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procedural justice The
concept that rules should be
clearly stated and consistently
and impartially enforced.

compensatory justice The
concept that individuals should
be compensated for the cost
of their injuries by the party
responsible and also that
individuals should not be held
responsible for matters over
which they have no control.
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salaries if they are performing the same job. However, people who differ in a sub-
stantive way, such as job skills or job responsibility, can be treated differently in
proportion to the differences in skills or responsibility among them. This difference
should have a clear relationship to organizational goals and tasks.

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. Moreover, individuals should not be
held responsible for matters over which they have no control.

The justice approach is closest to the thinking underlying the domain of law in
Exhibit 5.1 because it assumes that justice is applied through rules and regulations. This
theory does not require complex calculations such as those demanded by a utilitarian
approach, nor does it justify self-interest as the individualism approach does. Managers
are expected to define attributes on which different treatment of employees is accept-
able. Questions such as how minority workers should be compensated for past discrimi-
nation are extremely difficult. However, this approach justifies the ethical behavior of
efforts to correct past wrongs, play fair under the rules, and insist on job-relevant differ-
ences as the basis for different levels of pay or promotion opportunities. Most of the laws
guiding human resource management (Chapter 11) are based on the justice approach.

Understanding these various approaches is only a first step. Managers still have
to consider how to apply them. The approaches offer general principles that manag-
ers can recognize as useful in making ethical decisions.

MANAGER ETHICcAL CHOICES

A number of factors influence a manager’s ability to make ethical decisions. Individ-
uals bring specific personality and behavioral traits to the job. Personal needs, family
influence, and religious background all shape a manager’s value system. Specific per-
sonality characteristics, such as ego strength, self-confidence, and a strong sense of
independence, may enable managers to make ethical choices despite personal risks.
One important personal trait is the stage of moral development? A simpli-
fied version of one model of personal moral development is shown in Exhibit 5.2.

EXHIBIT | 5.2 Three Levels of Personal Moral Development
Level 3: Postconventional
Follows self-chosen
principles of justice and
right. Aware that people hold
Level 2: Conventional different values and seeks
: creative solutions to ethical
E&ﬁ':p&ﬂﬁal;;pxﬁg;o:: dOf dilemmas. Balances concern
Level 1: Preconventional obligations of social system. for individual with concem
for common good.
g Upholds laws.
Follows rules to avoid
punishment. Acts in own
interest. Obedience for its
own sake.
Leadership Style: Autocratic/coercive Guiding/encouraging, Transforming, or

Employee Behavior: Task accomplishment

team oriented

servant leadership

Work group collaboration Empowered employees,

full participation

SOURCE: 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.
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At the preconventional level, individuals are
concerned with external rewards and punish-
mentsand obey authority toavoid detrimental
personal consequences. In an organizational
context, this level may be associated with
managers who use an autocratic or coercive
leadership style, with employees oriented
toward dependable accomplishment of spe-
cific tasks.

Atlevel 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 for accomplishment of organiza-
tional goals, and managers use a leadership
style that encourages interpersonal rela-
tionships and cooperation.

At the postconventional, or principled
level, individuals are guided by an inter-
nal set of values based on universal prin-
ciples of justice and right and will even
disobey rules or laws that violate these Concept @o»vvvveéti:ow Oprah Winfrey is an Emmy-winning television talk show
principles. Internal values become more host, heads multimedia empire Harpo Productions, and is personally worth an
important than the expectations of Sig- estimated $1.5 billion. Yet‘Winfrey i's r'notivated not by a desire .fo‘r inﬂueTlce, power,
nificant others. This Chapter’s Manager's or money', but by her “calllng,” a mission to serve others by up'Ilf'tmg, enlightening,
Shoptalk gives some tipS for how pOSt- encouraging, and transforming how people see themselves. V-\/lnﬁf-ey derr:(onstraFes a

postconventional level of moral development. Rather than listening to “the voice of

conventional managers can effeCtiVGly the world,” she says she listens to “the still small voice” inside that tells her what to
challenge their superiors concerning do based on her deep moral values and standards of integrity. Winfrey evaluates every

questionable ethical matters. One exam- staff idea in terms of how it connects to service to others.
ple of the postconventional or principled approach comes from World War II.
When the USS Indianapolis sank after being torpedoed, one Navy pilot disobeyed
orders and risked his life to save men who were being picked off by sharks. The
pilot was operating from the highest level of moral development in attempting
the rescue despite a direct order from superiors. When managers operate from
this highest level of development, they use transformative or servant leadership,
focusing on the needs of followers and encouraging others to think for them-
selves and to engage in higher levels of moral reasoning. Employees are empow-
ered and given opportunities for constructive participation in governance of the
organization.

The great majority of managers operate at level two, meaning their ethi-
cal thought and behavior is greatly influenced by their superiors, colleagues,
and other significant people in the organization or industry. A few have not
advanced beyond level one. Only about 20 percent of American adults reach the
level-three 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. Managers at level three of moral devel-
opment will make ethical decisions whatever the organizational consequences
for them.

© ROS WURZER/ASSOCIATED PRESS

Review your responses to the questions at the beginning of this chapter, which will give
you some insight into your own level of manager courage, which is related to moral TakeaMoment

development. As a new manager, strive for a high level of personal moral development.
You can test yours by completing the New Manager Self-Test on page 137.
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How to Challenge the Boss on Ethical Issues

Many of today’s top executives put a renewed empha-
sis on ethics in light of serious ethical lapses that tar-
nished the reputations and hurt the performance of
previously respected and successful companies. Yet
keeping an organization in ethical line is an ongoing
challenge, and it requires that people at all levels be
willing to stand up for what they think is right. Chal-
lenging the boss or other senior leaders on poten-
tially unethical behaviors is particularly unnerving
for most people. Here are some tips for talking to
the boss about an ethically questionable decision or
action. Following these guidelines can increase the
odds that you'll be heard and your opinions will be
seriously considered.

® Do your research. Marshall any facts and figures
that support your position on the issue at hand,
and develop an alternative policy or course of
action that you can suggest at the appropriate
time. Prepare succinct answers to any questions
you anticipate being asked about your plan.

m  Begin the meeting by giving your boss the floor.
Make sure you really do understand what the
decision or policy is and the reasons behind it.
Ask open-ended questions, and listen actively,
showing through both your responses and your
body language that you're seriously listening
and trying to understand the other person’s
position. In particular, seek out information
about what the senior manager sees as the deci-
sion or policy’s benefits as well as any potential
downsides. It'll give you information you can
use later to highlight how your plan can produce
similar benefits while avoiding the potential
disadvantages.

®  Pay attention to your word choice and
demeanor. No matter how strongly you feel
about the matter, don’t rant and rave about it.
You're more likely to be heard if you remain
calm, objective, and professional. Try to disagree
without making it personal. Avoid phrases such
as “you’re wrong,” “you can’t,” “you should,”

"o

or “how could you?” to prevent triggering the
other person’s automatic defense mechanisms.

m  Take care how you suggest your alternative
solution. You can introduce your plan with
phrases such as “here’s another way to look
at this” or “what would you think about . . . ?’
Check for your superior’s reactions both by
explicitly asking for feedback and being sensi-
tive to body language clues. Point out the poten-
tial negative consequences of implementing
decisions that might be construed as unethical
by customers, shareholders, suppliers, or the
public.

’

m  Be patient. Don’t demand a resolution on the
spot. During your conversation, you may realize
that your plan needs some work, or your boss
might just need time to digest the information
and opinions you've presented. It’s often a good
idea to ask for a follow-up meeting.

If the decision or action being considered is clearly
unethical or potentially illegal, and this meeting
doesn’t provide a quick resolution, you might need
to take your concerns to higher levels, or even blow
the whistle to someone outside the organization who
can make sure the organization stays in line. How-
ever, most managers don’t want to take actions that
will harm the organization, its people, or the commu-
nity. In many cases, questionable ethical issues can be
resolved by open and honest communication. That,
however, requires that people have the courage—and
develop the skills—to confront their superiors in a
calm and rational way.

SOURCE: Kevin Daley,“How to Disagree: Go Up Against
Your Boss or a Senior Executive and Live to Tell the Tale,”
T&D (April 2004); Diane Moore,“How to Disagree with Your
Boss—and Keep Your Job,” Toronto Star, November 12, 2003;
“How to Disagree with Your Boss,” WikiHow, http://wiki.ehow
.com/Disagree-With-Your-Boss; and“How to Confront Your
Boss Constructively,” The Buzz (October 23-29, 1996), www
.hardatwork.com/Buzz/ten.html.

Globalization makes ethical issues even more complicated for today’s manag-
ers.”? For example, although tolerance for bribery is waning, bribes are still con-
sidered a normal part of doing business in many foreign countries. Transparency
International, an international organization that monitors corruption, publishes an
annual report ranking 30 leading exporting countries based on the propensity of
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SCORING AND INTERPRETATION: This scale
Self and Others is about orientation toward self versus others. A
high score suggests you could be ego-centered,
and may come across to others as something
of a jerk. To compute your score, give yourself
one point for each Mostly False answer to items
3 and 5, and one point for each Mostly True
answer to items 1,2, 4,6,7,8,and 9. A score
of 7 to 9 points suggests a self-oriented person
who might take the individualism approach to the
extreme or function at the pre-conventional level 1
of moral development (Exhibit 5.2). A score from
4 to 6 points suggests a balance between self and
others. A score from 0 to 3 points would indicate
an “other” orientation associated with a utilitarian
or moral-rights approach and level 2 or level 3 moral

development, suggesting little likelihood of coming
2. | appreciate thatl am a across as a jerk.

special person.

Leaders differ in how they view human nature and
the tactics they use to get things done through
others. Answer the questions below based on
how you view yourself and 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

Self-Test,

1. | prefer not to depend
on anyone else to get
things done.

3. | help orient new people
even though it is not
required.

4. 1 like to be the center of
attention.

5. |am always ready to
lend a helping hand to
those around me.

6. | tend to see my co-
workers as competitors.

7. lam quick to see
and point out others’
mistakes.

8. | frequently interrupt
someone to make my
point.

9. | often have to admit
that people around me
are not very competent.

international businesses to offer bribes. Exhibit 5.3 shows results of the organiza-
tion’s most recent available report. Emerging export powers rank the worst, with
India showing the greatest propensity for bribery and China, which has become the
world’s fourth largest exporter, almost as bad. However, multinational firms in the
United States, Japan, France, and Spain also reveal a relatively high propensity to
pay bribes overseas.”

These are difficult issues for managers to resolve. Companies that don’t oil the
wheels of contract negotiations in foreign countries can put themselves at a com-
petitive disadvantage, yet managers walk a fine line when doing deals overseas.
Although U.S. laws allow certain types of payments, tough federal antibribery laws
are also in place. Many companies, including Monsanto, ScheringPlough, and IBM,
have gotten into trouble with the U.S. Securities and Exchange Commission (SEC)
for using incentives to facilitate foreign deals.



138

PART 2 THE ENVIRONMENT OF MANAGEMENT

EXHIBIT | §.3 A score of 10 represents zero propensity to pay bribes, while a score of
0 reflects very high levels of bribery.
The Transparency
International Bribe
Payers Index Rank Score Rank Score
1 Switzerland 7.81 16 Portugal 6.47
2 Sweden 7.62 17 Mexico 6.45
3 Australia 7.59 18 Hong Kong 6.01
4 Austria 7.50 18(tie) Israel 6.01
5 Canada 7.46 20 Italy 5.94
6 United Kingdom 7.39 21 South Korea 5.83
7 Germany 7.34 22 Saudi Arabia 5.75
8 Netherlands 7.28 23 Brazil 5.65
9 Belgium 7.22 24 South Africa 5.61
9(tie) United States 7.22 25 Malaysia 5.59
11 Japan 7.10 26 Taiwan 5.41
12 Singapore 6.78 27 Turkey 5.23
13 Spain 6.63 28 Russia 5.16
14 UAE 6.62 29 China 4.94
15 France 6.50 30 India 4.62

SOURCE: Transparency Inter

national, www.transparency.org/policy_research/surveys_indices/bpi/bpi_2006

(accessed February 18, 2008).

WHAT Is CoORPORATE SocIAL RESPONSIBILITY?

Now let’s turn to the issue of corporate social responsibility. In one sense, the concept

corporate social responsibility
The obligation of organization
management to make decisions
and take actions that will enhance
the welfare and interests of so-
ciety as well as the organization.

mal definition of corporate
to make choices and take a

© AP IMAGES

A

Concept (_,OOM/VWW The International Olympic Committee
(10C) must respond to numerous stakeholders, including the 205
National Olympic Committees that make up its membership, the
countries and cities at which various Olympic events will be held, the
business community that will cater to attendees, numerous sponsors,
media organizations, the participating athletes, and an international
public that has varying and conflicting interests. The symbolic running
of the torch for the 2008 Olympics was plagued by protests over China’s
alleged human rights violations. In this photo, Ross Lahive protests
as the torch passes through San Francisco.

of social responsibility, like ethics, is easy to understand: It means distinguishing
right from wrong and doing right. It means being a good corporate citizen. The for-

social responsibility (CSR) is management’s obligation
ctions that will contribute to the welfare and interests of

society as well as the organization.?

As straightforward as this definition seems, CSR can
be a difficult concept to grasp because different people
have different beliefs as to which actions improve soci-
ety’s welfare.”® To make matters worse, social respon-
sibility 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 competition?
Is it socially responsible for the stronger corporation to
drive the weaker one into bankruptcy or a forced merger?
Or consider companies such as Chiquita, Kmart, or Dana
Corporation, all of which declared bankruptcy—which is
perfectly legal—to avoid mounting financial obligations
to suppliers, labor unions, or competitors. These exam-
ples contain moral, legal, and economic considerations
that make socially responsible behavior hard to define.

Organizational Stakeholders

One reason for the difficulty understanding and apply-
ing CSR is that managers must confront the question,
“Responsibility to whom?” Recall from Chapter 3 that
the organization’s environment consists of several
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sectors in both the task and general environment. From a social responsibility per-
spective, enlightened organizations view the internal and external environment as a
variety of stakeholders.

A stakeholder is any group within or outside the organization that has a stake
in the organization’s performance. Each stakeholder has a different criterion of
responsiveness because it has a different interest in the organization.? For exam-
ple, Wal-Mart uses aggressive bargaining tactics with suppliers so that it is able
to provide low prices for customers. Some stakeholders see this type of corporate
behavior as responsible because it benefits customers and forces suppliers to be
more efficient. Others, however, argue that the aggressive tactics are unethical
and socially irresponsible because they force U.S. manufacturers to lay off work-
ers, close factories, and outsource from low-wage countries. One supplier said
clothing is being sold so cheaply at Wal-Mart that many U.S. companies could not
compete even if they paid their employees nothing.”

The organization’s performance affects stakeholders, but stakeholders can also
have a tremendous effect on the organization’s performance and success. Consider
the case of Monsanto, a leading competitor in the life sciences industry.

Over the past decade or so, Monsanto has been transformed from a chemicals firm into
a biotechnology company. The organization’s vast array of stakeholders around the world
includes customers, investors, suppliers, partners, health and agricultural organizations,
regulatory agencies, research institutes, and governments.

Monsanto experienced some big problems in recent years because of its failure to satisfy
various stakeholder groups. For example, the company’s genetic seed business has been the
target of controversy and protest. Small farmers were concerned about new dependencies
that might arise for them with using the new seeds. European consumers rebelled against
a perceived imposition of unlabeled, genetically modified food ingredients. Research insti-
tutes and other organizations took offense at what they perceived as Monsanto’s arrogant
approach to the new business. Activist groups accused the company of creating “Franken-
stein foods.” To make matters even worse, in seeking to sell genetically modified seeds in
Indonesia, managers allegedly bribed government officials, which got Monsanto into hot
water with the SEC.

In light of these stakeholder issues, CEO Hendrik Verfaillie offered an apology to some
stakeholders at a Farm Journal Conference in Washington, D.C., saying that Monsanto “was
so blinded by its enthusiasm for this great new technology that it missed the concerns the
technology raised for many people.” Verfaillie also announced a five-part pledge that aims to
restore positive stakeholder relationships. Each of the five commitments requires an ongoing
dialogue between Monsanto managers and various stakeholder constituencies. The company
paid $1.5 million to settle the SEC charges and is voluntarily cooperating with regulatory
investigators. Monsanto managers understand the importance of effectively managing criti-
cal stakeholder relationships.?®

Exhibit 5.4 illustrates important stakeholders for Monsanto. Most organizations
are similarly influenced by a variety of stakeholder groups. Investors and share-
holders, 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.”

Other important stakeholders are the government and the community, which
have become increasingly important in recent years. Most corporations exist only
under the proper 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. The community includes
local government, the natural and physical environments, and the quality of life
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Monsanto

stakeholder Any group
within or outside the organi-
zation that has a stake in the
organization’s performance.
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5.4 Major Stakeholders Relevant to Monsanto Company

Nongovernmental

Organizations
(NGOs)

Creditors

Research
Institutes

Customers Regulatory
and Users Authorities

Stockholders

Employees

Monsanto

Suppliers

Governments

Health
Agencies

Special Interest
Groups

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; and 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.

bottom of the pyramid
concept The idea that large
corporations can both alleviate
social problems and make a
profit by selling goods and
services to the world’s poorest

people.

provided for residents. Special interest groups, still another stakeholder, may include
trade associations, political action committees, professional associations, and con-
sumerists. Socially responsible organizations consider the effects of their actions on
all stakeholder groups. Some large businesses with the resources needed to serve
developing countries are extending their field of stakeholders by serving the bottom
of the pyramid.

The Bottom of the Pyramid

The bottom of the pyramid (BOP) concept, sometimes called base of the pyramid, pro-
poses 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 four 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 earning less than a dol-
lar a day.*® 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. A number of leading companies are changing that by adopting BOP business
models geared to serving the poorest of the world’s consumers.

The BOP motive is two-fold. Of course, companies are in business with a goal
to make money, and managers see a vast untapped market in emerging economies.
However, another goal is to play a pivotal role in addressing global poverty and other
problems such as environmental destruction, social decay, and political instability in
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the developing world. Although the BOP concept has gained significant attention
only recently, the basic idea is nothing new. Here’s an example of a company that has
been practicing bottom of the pyramid activities for more than a hundred years.

The World Health Organization estimates that diarrhea-related illnesses kill more than
1.8 million people a year. One way to prevent the spread of these diseases is better hand-
washing, and marketing managers for Lifebuoy soap are trying to make sure people know
that fact.

British soap maker Lever Brothers (now the global organization Unilever) introduced
Lifebuoy to India more than a century ago, promoting it as the enemy of dirt and disease.
The basic approach today is the same. Several years ago, the company’s India subsid-
iary, Hindustan Lever Limited, introduced a campaign called Swasthya Chetna (Glowing
Health), sending Lifebuoy teams into rural villages with a “glo-germ kit” to show people
that even clean-looking hands can carry dangerous germs—and that soap-washed hands
don’t.

Sales of Lifebuoy have risen sharply since the campaign, aided by the introduction of a
smaller-size bar that costs five rupees (about 12 cents). Just as importantly, says Hindustan
Lever’s chairman Harish Manwani, the campaign has reached around 80 million of the rural
poor with education about how to prevent needless deaths.?’

Marketing manager Punit Misra, who oversees the Lifebuoy brand, emphasizes
that “profitable responsibility” is essential for companies to have a true impact on
solving the world’s problems. “If it’s not really self-sustaining, somewhere along the
line it will drop off,” Misra says.** Other proponents of bottom-of-the pyramid think-
ing agree that BOP works because it ties social responsibility directly into the heart
of the company. Businesses contribute to lasting change when the profit motive goes
hand-in-hand with the desire to make a contribution to humankind.

THE ETHIC OF SUSTAINABILITY

Corporations involved in bottom-of-the-pyramid activities, as well as a number of
other companies around the world, are also embracing a revolutionary idea called
sustainability or sustainable development. Sustainability refers to economic develop-
ment that generates wealth and meets the needs of the current generation while
saving the environment so future generations can meet their needs as well.** With
a philosophy of sustainability, managers weave environmental and social concerns
into every strategic decision, revise policies and procedures to support sustainabil-
ity efforts, and measure their progress toward sustainability goals. One of the most
ardent, and perhaps unlikely, advocates of sustainability is a carpet manufacturer.

For Ray Anderson, who founded the carpet tile company Interface, the approach to the
environment used to be “to follow the law.” Then he started reading about environmental
issues and had an epiphany: “I was running a company that was plundering the earth,”
Anderson says.

How things have changed since then. Anderson challenged Interface to become a “restorative
enterprise,” an operation that does no harm to the biosphere and that takes nothing out of
the earth than cannot be recycled or quickly regenerated.

Since 1994, Interface’s use of fossil fuels is down 45 percent, with net greenhouse gas
production down 60 percent. The company’s global operations use only one-third the
water they formerly used. Interface’s contributions to garbage landfills have been cut by
80 percent. One key to the company’s success, Anderson says, is a comprehensive approach
that incorporates sustainability into every aspect of the business. Rather than going green
by tacking on this or that environmental program, managers looked at and revised the
whole system.*
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Concept @dmxyv&étw«/v Bob Smet, an Alcoa Power Generating Inc. (APGI) nat-
ural resources specialist, talks to Badin, North Carolina, elementary school students as
part of parent company Alcoa Inc.’s “Taking Action” initiative. This annual employee
volunteer program represents only one facet of the company’s commitment to sustain-
able development. Alcoa’s 2020 Strategic Framework for Sustainability spells out goals for
integrating sustainability principles into its ongoing operations and establishes spe-
cific benchmarks. The World Economic Forum named Alcoa one of the world’s most
sustainable corporations, and in recognition of its 80 percent reduction of greenhouse
gas perfluorocarbon, BusinessWeek and The Climate Group cited the world’s leading
aluminum producer as a top “green” company of the decade.
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Ray Anderson’s mission is a lot easier than
it used to be. Even companies that have typi-
cally paid little attention to the green move-
ment are grappling with issues related to
sustainability, partly because of the growing
clout of environmentalists. Surveys show that
American consumers find nonprofit green
groups more credible than businesses, for
example.® Another study found that MBA
students would forgo an average of $13,700 in
compensation to work for a company that had
a good reputation for environmental sustain-
ability.* Even Wal-Mart is paying attention.
The company teamed up with Conservation
International to help develop ways to cut
energy consumption, switch to renewable
power, and sell millions of energy-efficient
fluorescent bulbs.” Sustainability argues that
organizations can find innovative ways to cre-
ate wealth at the same time they are preserving
natural resources. General Mills used to pay to
have oat hulls from its cereal production pro-
cess hauled to the landfill. Now customers
compete to buy the company’s solid waste to
be burned as fuel. GM earns more money from
recycling than it once spent on disposal.*®

EVALUATING CORPORATE SOCIAL RESPONSIBILITY

A model for evaluating corporate social performance is presented in Exhibit 5.5. The
model indicates that total corporate social responsibility can be subdivided into four
primary criteria: economic, legal, ethical, and discretionary responsibilities.* These
four criteria fit together to form the whole of a company’s social responsiveness.

EXHIBIT 5.5

Criteria of Corporate Social
Performance

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.
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The first criterion of social responsibility is
economic responsibility. 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 owners and shareholders. Eco-
nomic responsibility, carried to the extreme, 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
toincrease its profits aslong as it stays within the
rules of the game.* The purely profit-maximiz-
ing view is no longer considered an adequate
criterion of performance in Canada, the United
States, and Europe. This approach means that
economic gain is the only social responsibility
and can lead companies into trouble.

© GETTY IMAGES
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Concept (Covnectiom The fall of financial services icon Bear Sterns grabbed
the headlines, but numerous mortgage companies were declaring bankruptcy at

Legal VeSPO”Sibility defines what SOCiety the same time. When looking for who failed to meet their economic and ethical

deems as important with respect to appro- responsibilities in the mortgage industry meltdown, there is plenty of blame to
P 8ag Y plenty

prjate corporate behavior.®® That is, busi- go around. Some mortgage brokers and companies had lenient lending policies

nesses are expected to fulfill their economic
goals within the framework of legal require-

and offered exotic mortgage types that borrowers did not fully understand. Some
homebuyers and real estate investors over-extended in their purchasing. Some
financial institutions bundled mortgages into investment securities. The resulting

ments lmposed by local town councils, state large number of foreclosed mortgages left empty houses, failed companies, and
legislators, and federal regulatory agencies. devastated families that will negatively impact some communities for years.

Examples of illegal acts by corporations
include corporate fraud, intentionally selling defective goods, performing unneces-
sary 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. For example, Dow Chemical was fined $2 million for violating an agree-
ment to halt false safety claims about its pesticide products. Prudential Insurance also
came under fire for misleading consumers about variable life insurance policies.*
Ethical responsibility includes behaviors that are not necessarily codified into law
and may not serve the corporation’s direct economic interests. As described earlier
in this chapter, to be ethical, organization decision makers should act with equity,
fairness, and impartiality, respect the rights of individuals, and provide different
treatment of individuals only when relevant to the organization’s goals and tasks.*
Unethical behavior occurs when decisions enable an individual or company to gain
at the expense of other people or society as a whole. Consider what’s happening in
the student loan industry, which has come under close scrutiny after an investiga-
tion found that Student Loan Xpress paid financial aid directors at three universi-
ties a total of $160,000 in consulting fees, personal tuition reimbursement, and other
payments as a gateway to being placed on the universities” preferred lenders lists.
Investigators are seeking to determine whether lenders are being recommended to
students because of the hidden payments officials are receiving rather than the fact
that they offer the best lending terms to students.*

Read the ethical dilemma on page 150 that pertains to legal and ethical
responsibilities. How important is it to you to protect the natural environment?

Discretionary responsibility is purely voluntary and is guided by a company’s
desire to make social contributions not mandated by economics, law, or ethics. Dis-
cretionary activities include generous philanthropic contributions that offer no pay-
back to the company and are not expected. For example, General Mills spends more
than five percent of pre-tax profits on social responsibility initiatives and charitable
giving.* Another good illustration of discretionary behavior occurred when Emi-
grant Savings deposited $1,000 into the accounts of nearly 1,000 customers living in
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Organizational responsibility
that is voluntary and guided

by the organization’s desire to
make social contributions not
mandated by economics, law,
or ethics.
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code of ethics A formal state-
ment of the organization’s values
regarding ethics and social issues.
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EXHIBIT |5.6

Building An Ethical
Organization
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areas hit hardest by Hurricane Katrina.* Discretionary responsibility is the highest
criterion of social responsibility because it goes beyond societal expectations to con-
tribute to the community’s welfare.

MANAGING ComMPANY ETHICS AND
SociAL RESPONSIBILITY

An expert on the topic of ethics said, “Management is responsible for creating and
sustaining conditions in which people are likely to behave themselves.”# Exhibit 5.6
illustrates ways in which managers create and support an ethical organization. One
of the most important steps managers can take is to practice ethical leadership. Ethical
leadership means that managers are honest and trustworthy, fair in their dealings with
employees and customers, and behave ethically in both their personal and profes-
sional lives. Managers and first-line supervisors are important role models for ethical
behavior, and they strongly influence the ethical climate in the organization by adher-
ing to high ethical standards in their own behavior and decisions. Moreover, manag-
ers are proactive in influencing employees to embody and reflect ethical values.*

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 the company’s values concerning ethics and
social issues; it communicates to employees what the company stands for. Codes of eth-
ics tend to exist in two types: principle-based statements and policy-based statements.
Principle-based statements are designed to affect corporate culture; they define funda-
mental values and contain general language about company responsibilities, quality of
products, and treatment of employees. General statements of principle are often called
corporate credos. One good example is Johnson & Johnson’s “The Credo.”

Do an Internet search for Johnson & Johnson’s Credo, which is available in 36
languages. For more than 60 years, the Credo has guided Johnson & Johnson’s
managers in making decisions that honor the company’s responsibilities to
employees, customers, the community, and stockholders.

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 Trevifio, Laura Pincus Hartman, and Michael Brown, “Moral Person
and Moral Manager,” California Management Review 42, no. 4 (Summer 2000): 128-142.
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Policy-based statements generally outline the procedures to be used in specific ethical
situations. These situations include marketing practices, conflicts of interest, observance
of laws, proprietary information, political gifts, and equal opportunities. Examples of
policy-based statements are Boeing’s “Business Conduct Guidelines,” Chemical Bank’s
“Code of Ethics,” GTE’s “Code of Business Ethics” and “Anti-Trust and Conflict of
Interest Guidelines,” and Norton’s “Norton Policy on Business Ethics.”*

Codes of ethics state the values or behaviors expected and those that will not be
tolerated. A survey of Fortune 1,000 companies found that 98 percent address issues
of ethics and business conduct in formal corporate documents, and 78 percent of
those have separate codes of ethics that are widely distributed.* When top manage-
ment supports and enforces these codes, including rewards for compliance and dis-
cipline for violation, ethics codes can boost a company’s ethical climate.’! The code of
ethics for The Milwaukee Journal Sentinel gives employees some guidelines for dealing
with ethical questions.

In recent years, charges of plagiarism and other ethical violations cast a spotlight on newspaper
publishers and other media outlets. Executives at Journal Communications, the parent com-
pany of The Milwaukee Journal Sentinel, hope the company’s clear and comprehensive code of eth-
ics will reinforce the public’s trust as well as prevent misconduct. This excerpt from the opening
sections of the code outlines some broad provisions defining what the company stands for:

Journal Communications and its subsidiaries operate in a complex and changing society.
The actions of the company’s employees, officers and directors clearly affect other mem-
bers of that society. Therefore, every employee has an obligation to conduct the day-to-day
business of the company in conformity with the highest ethical standards and in accor-
dance with the various laws and regulations that govern modern business operations. . . .

Journal Communications’ ethical standards embrace not only the letter of the law,
but also the spirit of the law. To that end, we must apply plain old-fashioned honesty
and decency to every aspect of our job. We must never sacrifice ethics for expedience.
Broadly put, we should treat others fairly and with respect.

If faced with an ethical question, we should ask:

m s this action legal?
m  Does it comply with company policies and/or good business conduct?

® s it something | would not want my supervisors, fellow employees, subordinates or

family to know about?

® Isit something | would not want the general public to know about?

We must not condone illegal or unethical behavior . . . by failing to report it,
regardless of an employee’s level of authority. . . . The company will protect us if we

bring unethical activity to its attention.

The Journal’s code of ethics also includes statements concerning respect for people,
respect for the company, conflicts of interest, unfair competition, relationships with custom-
ers, suppliers, and news sources, confidential information, and accepting gifts and favors.®

By giving people some guidelines for confronting ethical questions and promising
protection from recriminations for people who report wrongdoing, the Journal’s code
of ethics gives all employees the responsibility and the right to maintain the organiza-
tion’s ethical climate.

Ethical Structures

Ethical structures represent the various systems, positions, and programs a company
can undertake to implement ethical behavior. One of the newest positions in organi-
zations is the chief accounting officer, a response to widespread financial wrongdoing
in recent years. These high-level executives handle reporting and compliance, ensure

Milwaukee Journal
Sentinel
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ethics committee A group of
executives assigned to oversee
the organization’s ethics by
ruling on questionable issues
and disciplining violators.

chief ethics officer A com-
pany executive who oversees
ethics and legal compliance.

ethics training Training
programs to help employees
deal with ethical questions and
values.

whistle-blowing The disclo-
sure by an employee of illegal,
immoral, or illegitimate practices
by the organization.
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70 - . .-
Concept (Cownectiornr When American Airlines and South-
west Airlines were allowed to continue flying planes that Federal

Aviation Administration inspectors thought needed repairs, some
inspectors were allegedly threatened or punished to keep them quiet.
The resulting whistle-blower complaints of the FAA inspectors faulted
the cozy relationship between the FAA and the airline companies. Ulti-
mately, the FAA grounded American and Southwest fleets of MD-80s
for the mandated maintenance and repairs. American Airlines CEO
Gerald Arpey said he believed that “the safety of our MD-80 fleet was

never at issue.”
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due diligence, and work with outside auditors.”® An ethics committee is a group of
executives appointed to oversee company ethics. The committee provides rulings on
questionable ethical issues and assumes responsibility for disciplining wrongdoers.
Motorola’s Ethics Compliance Committee, for instance, is charged with interpreting,
clarifying, and communicating the company’s code of ethics and with adjudicating
suspected code violations.

Many companies set up ethics offices with full-time staff to ensure that ethical stan-
dards are an integral part of company operations. These offices are headed by a chief
ethics officer, a company executive who oversees all aspects of ethics and legal com-
pliance, 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.* The title of chief ethics officer was almost unheard of a
decade ago, but highly publicized ethical and legal problems in recent years sparked a
growing demand for these ethics specialists. The Ethics and Compliance Officers Asso-
ciation, a trade group, reports that membership soared 70 percent, to more than 1,260
companies, in the five years following the collapse of Enron due to financial wrong-
doing.®® 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.

Complete the experiential exercise on page 149 that pertains to ethical work
environments. With what level of ethical climate are you most comfortable? As a
manager, how might you improve the ethical climate of a department for which you
are responsible?

Ethics training programs also help employees deal with ethical questions and
translate the values stated in a code of ethics into everyday behavior.* Training pro-
grams are an important supplement to a written code of ethics. General Electric imple-
mented a strong compliance and ethics training program for all 320,000 employees
worldwide. Much of the training is conducted online, with employees able to test
themselves on how they would handle thorny ethical issues. In addition, small group
meetings give people a chance to ask questions and dis-
cuss ethical dilemmas or questionable actions. Every
quarter, each of GE’s business units reports to headquar-
ters the percentage of division employees who completed
training sessions and the percentage that have read and
signed off on the company’s ethics guide, “Spirit and
Letter.””” At McMurray Publishing Company in Phoenix,
all employees attend a weekly meeting on workplace eth-
ics, where they discuss how to handle ethical dilemmas
and how to resolve conflicting values.”

Whistle-Blowing

Employee disclosure of illegal, immoral, or illegitimate
practicesontheemployer’spartiscalled whistle-blowing.”
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 blow the whis-
tle 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 pro-
grams and confidential hotlines to encourage and support

© AP IMAGES
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internal whistle-blowing. For this practice to be an effective ethical safeguard, how-
ever, companies must view whistle-blowing as a benefit to the company and make
dedicated efforts to protect whistle-blowers.® Pricewaterhouse Coopers conducted a
Global Economic Crime survey and reported that the two most effective investments
in ethics programs are internal auditing and support of whistle-blowers.®!

Without effective protective measures, whistle-blowers suffer. Whistle-blowing
has become widespread, but it is still risky for employees, who can lose their jobs,
be ostracized by coworkers, or be transferred to lower-level positions. Consider what
happened when Linda Kimble reported that the car rental agency where she worked
was pushing the sale of insurance to customers who already had coverage. Within a
few weeks after making the complaint to top managers, Kimble was fired. The 2002
Sarbanes-Oxley Act provides some safety for whistle-blowers like Kimble. People fired
for reporting wrongdoing can file a complaint under the law and are eligible for back
pay, attorney’s fees, and a chance to get their old job back, as Kimble did. The impact of
the legislation is still unclear, but many whistle-blowers fear that they will suffer even
more hostility if they return to the job after winning a case under Sarbanes-Oxley.®*

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 effec-
tively protect employees who report illegal or unethical activities.

Strive to be an ethical leader by adhering to high standards in your personal and
professional behavior. As a new manager, use tools such as codes of ethics, ethics
training programs, and ethics offices to promote ethical behavior in your unit and
help people resolve ethical dilemmas. Treasure whistle-blowers who have the courage
to point out wrongdoing, and set up organizational systems to protect them.

The Business Case for Ethics and Social Responsibility

Most managers now realize that paying attention to ethics and social responsibility
is as important a business issue as paying attention to costs, profits, and growth. In
the United States, varied stakeholders are increasingly pushing new reporting initia-
tives connected to the sustainability movement that emphasize the triple bottom line of
economic, social, and environmental performance.

Naturally, the relationship of a corporation’s ethics and social responsibility to its
financial performance concerns both managers and management scholars and has gen-
erated a lively debate.® One concern of managers is whether good citizenship will hurt
performance—after all, ethics programs and social responsibility cost money. A num-
ber of studies, undertaken to determine whether heightened ethical and social respon-
siveness increases or decreases financial performance, provided varying results but
generally found a positive relationship between social responsibility and financial per-
formance.* For example, a study of the financial performance of large U.S. corporations
considered “best corporate citizens” found that they enjoy both superior reputations
and superior financial performance.®® Similarly, Governance Metrics International, an
independent corporate governance ratings agency in New York, reports that the stocks
of companies run on more selfless principles perform better than those run in a self-
serving manner.® Although results from these studies are not proof, they do provide an
indication that use of resources for ethics and social responsibility does not hurt com-
panies.” Moreover, one survey found that 70 percent of global CEOs believe corporate
social responsibility is vital to their companies’ profitability.*

Companies are also making an effort to measure the nonfinancial factors that cre-
ate value. Researchers find, for example, 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.® Customers pay attention too. A study by
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Walker Research indicates that, price and quality being equal, two-thirds of customers
say they would switch brands to do business with a company that is ethical and socially
responsible.”’ Enlightened companies realize that integrity and trust are essential ele-
ments in sustaining successful and profitable business relationships with an increasingly
connected web of employees, customers, suppliers, and partners. Although doing the
right thing might not always be profitable in the short run, many managers believe it can
provide a competitive advantage by developing a level of trust that money can’t buy.

A MANAGER’S ESSENTIALS: WHAT HAVE WE LEARNED?

m Ethics is the code of moral principles that governs behavior with respect to what
is right or wrong. An ethical issue is present in any situation when the actions of
an individual or organization may harm or benefit others. Ethical decisions and
behavior are typically guided by a value system. Four value-based approaches
that serve as criteria for ethical decision making are utilitarian, individualism,
moral-rights, and justice.

m For an individual manager, the ability to make ethical choices depends partly on
whether the person is at a preconventional, conventional, or postconventional
level of moral development.

m Corporate social responsibility concerns a company’s values toward society. The
model for evaluating social performance uses four criteria: economic, legal, ethi-
cal, and discretionary.

m The question of how an organization can be a good corporate citizen is compli-
cated because organizations respond to many different stakeholders, including
customers, employees, stockholders and suppliers. Some organizations are extend-
ing their field of stakeholders through bottom-of-the-pyramid business activities.

® One social issue of growing concern is responsibility to the natural environment.
The philosophy of sustainability emphasizes economic development that meets
the needs of today while preserving resources for the future.

®m Managers can help organizations be ethical and socially responsible by practicing
ethical leadership and using mechanisms such as codes of ethics, ethics commit-
tees, chief ethics officers, training programs, and procedures to protect whistle-
blowers. After years of scandal, many managers are recognizing that managing
ethics and social responsibility is just as important as paying attention to costs,
profits, and growth. Companies that are ethical and socially responsible perform
as well as—and often better than—those that are not socially responsible.

DISCUSSION QUESTIONS

1. Dr. Martin Luther King, Jr., said, “As long as there financially. Is this approach the best way to influ-
is poverty in the world, I can never be rich. . . . ence companies to be socially responsible?
As long as diseases are rampant, I can never be 3. Imagine yourself in a situation of being encour-
healthy. . . . T can never be what I ought to be until aged by colleagues to inflate your expense account.
you are what you ought to be.” Discuss this quote What factors do you think would influence your
with respect to the material in this chapter. Would choice? Explain.

this idea be true f tions, too? . . . N
15 dea be true for corporations, too 4. Is it socially responsible for organizations to

2. Enyironmentalists are trying to pass %aws for 0%1 undertake political activity or join with others in
spills that would remove all liability limits for the oil a trade association to influence the government?

companies. This change would punish corporations Discuss.
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5. Was it ethical during the 1990s for automobile
manufacturers to attempt to accommodate an
ever-increasing consumer appetite for SUVs with
their low fuel efficiency? Was it good business?

6. A noted business executive said, “A company’s
first obligation is to be profitable. Unprofitable
enterprises can’t afford to be socially responsible.”
Do you agree? How does this idea relate to the
bottom-of-the-pyramid concept?

7. Do you believe it is ethical for companies to com-
pile portfolios of personal information about their
Web site visitors without informing them? What
about organizations monitoring their employees’
e-mail? Discuss.
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8. Which do you think would be more effective for
shaping long-term ethical behavior in an organiza-
tion: a written code of ethics combined with ethics
training or strong ethical leadership? Which would
have more impact on you? Why?

9. Lincoln Electric considers customers and employ-
ees to be more important stakeholders than share-
holders. Is it appropriate for management to define
some stakeholders as more important than others?
Should all stakeholders be considered equal?

10. Do you think bottom-of-the-pyramid business
practices can really have a positive effect on pov-
erty and social problems in the developing world?
Discuss.

MANAGEMENT IN PRACTICE: EXPERIENTIAL EXERCISE

Ethical Work Climates

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 to meet the
needs of both individuals and the organization.

© @ 6 ® 6

1. What was best for everyone in the company was
the major consideration there.

123 45

2. Our major concern was always what was best for
the other person.
123 45

3. People were expected to comply with the law

and professional standards over and above other
considerations.

123 45

4. In the company, the first consideration was
whether a decision violated any law.
123 45

5. It was very important to follow the company’s
rules and procedures there.
123 45

6. People in the company strictly obeyed the com-
pany policies.

Disagree Agree

123 45

7. In the company, people were mostly out for
themselves.
123 45

8. People were expected to do anything to further the
company’s interests, regardless of the consequences.

1 2 3 45

9. In the company, people were guided by their own
personal ethics.

1 2 3 45

10. Each person in the company decided for himself
or herself what was right and wrong.

1 2 3 45

Scoring and Interpretation

Subtract each of your scores for questions 7 and 8
from the number 6. Then, add up your score for all

10 questions: Actual = .Ideal = . These
questions measure the dimensions of an organiza-
tion’s ethical climate. Questions 1 and 2 measure
caring for people, questions 3 and 4 measure lawful-
ness, questions 5 and 6 measure adherence 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 above-average ethical climate.
A score from 20 to 30 indicates a below-average ethi-
cal climate, and a score below 20 indicates a poor
ethical climate. How far from your ideal score was the
actual score for your organization? 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
ethics in future companies for which you work.

SOURCE: Based on Bart Victor and John B. Cullen,“The Organization-
al Bases of Ethical Work Climates,” Administrative Science Quarterly 33
(1988): 101-125.



150

PART 2 THE ENVIRONMENT OF MANAGEMENT

MANAGEMENT IN PRACTICE: ETHICAL DILEMMA

Should We Go Beyond the Law?

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 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
Corporation, an industry leader. Despite its competi-
tive position, 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 regulations. Regulatory agen-
cies loosened requirements on reducing and recycling
wastes, which means Chem-Tech can now release waste
directly into the Dutch Valley River.

Nathan is as eager as anyone to see Chem-Tech sur-
vive 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 man-
ager and his direct supervisor, Martin Feldman. Martin
has always supported Nathan, but this time was differ-
ent. The plant manager, too, turned a deaf ear. “We're
meeting government standards,” 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 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 super-
visor 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 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.

2. Mind your own business and just do your job. The
company isn’t breaking any laws, and if ChemTech’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.

SOURCE: Adapted from Janet Q. Evans,“What Do You Do: What If
Polluting Is Legal?” Business Ethics (Fall 2002): 20.

CASE FOR CRITICAL ANALYSIS

Empress Luxury Lines

From what computer technician Kevin Pfeiffer just
told him, it looked to Antonio Melendez as if top
management at Empress Luxury Lines finally found a
way to fund the computer system upgrade he’d been
requesting ever since he’d taken the job two years ago.

It all began innocently enough, Kevin said. When he
reported to the luxury cruise line’s corporate headquar-
ters, his supervisor Phil Bailey informed him that the
computer system had been hit by a power surge during
the fierce thunderstorms that rolled through southern
Florida the night before. “Check out the damage, and
report directly back to me,” Phil instructed.

When Kevin delivered what he thought would
be good news—the damaged underground wires
and computer circuits could be repaired to the tune
of about $15,000—he couldn’t understand why

Phil looked so deflated. “Go out to the reception
area. I've got to call Roger,” Phil snapped, referring
to Empress’s CFO—and Antonio’s boss. In a few
minutes, Phil called Kevin back into the office and
instructed him to dig up nearly all the underground
wire and cable and then haul it all off before the insur-
ance adjustor appeared. If Kevin carried out Phil’s
orders, he knew the costs would balloon astronomi-
cally to about a half-million dollars, a tidy sum that
would go a long way toward covering the costs of a
computer system upgrade, as Phil pointed out.

Kevin took a deep breath and refused, even
though as a new hire he was still on probation. When
Antonio congratulated Kevin on his integrity, the
technician shook his head. “Didn’t really matter,” he
said. “On my way back to my cubicle, Matt passed me
on his way to do the deed.”
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Antonio could guess at the motivation behind the
scam. During the 1990s, Empress increased its fleet of
ships in response to the healthy demand for its luxury
cruises during the stock market bubble. But the bub-
ble burst, the nation was traumatized by September
11, and some of the vacationers who did venture onto
cruises were felled by an outbreak of the Norwalk
virus. Bookings fell off precipitously. To top it all off,
the 2005 hurricanes hit, forcing Empress to write piles
of refund checks for their Caribbean and Gulf cruises
while coping with steep increases in fuel costs. Seri-
ously sagging earnings explained why Antonio’s
requests for that system upgrade went unheeded.

He could also guess at the likely consequences
if he chose to do the right thing. Since taking the
job, he’d heard rumors that Empress successfully
defrauded insurance companies before he arrived.
He dismissed them at the time, but now he wasn’t
so sure. No confidential mechanism was in place for
employees to report wrong-doing internally, and
no protections were available for whistle-blowers.
Shaken, Antonio wasn’t feeling at all confident that,
even if he bypassed the CFO, he would find upper-
level management all that eager to thwart the scheme.
He had a hunch that the person most likely to be
penalized was the whistle-blower.

“I debated about just calling the insurance com-
pany,” Kevin said, “but I decided to come to you
first.” So what should Antonio do? Should he advise
Kevin to go ahead and report Empress to the insur-
ance company? Or should he treat Kevin’s commu-
nication as confidential and deal with the situation
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himself, in effect putting only his own job in jeop-
ardy? And really, considering the high degree of per-
sonal risk and the low probability that the problem
would actually be addressed, should he just sweep
the problem under the rug?

Questions

1. When determining what his obligations are to his
subordinate, Kevin Pfeiffer, what decision would
Antonio Melendez most likely reach if he applied
the utilitarian approach to decision making? What
conclusions would probably result if he employed
the individualism approach?

2. Put yourself in Antonio’s position and decide real-
istically what you would do. Is your response at a
preconventional, conventional, or postconventional
level of moral development? How do you feel
about your response?

3. If Antonio or Kevin were fired because they
reported Empress’s fraud, would they be justified
in removing all traces of their employment at the
cruise line from their resumes so they don’t have to
explain to a prospective employer why they were
fired? Why or why not?

SOURCES: Based on Don Soeken,“On Witnessing a Fraud,” Business
Ethics (Summer 2004): 14; Amy Tao,“Have Cruise Lines Weathered
the Storm?” BusinessWeek Online (September 11, 2003), http://www.
businessweek.com/bwdaily/dnflash/sep2003/nf20030911_6693_db014.
htm; and Joan Dubinsky,“A Word to the Whistle-Blower,” Workforce
(July 2002): 28.

chb

City of Greensburg, Kansas:
Ethics and Social Responsibility

May 4, 2007, started out like any day for the 1,500
residents of Greensburg, Kansas. Weather forecasters
predicted afternoon storms, but few residents paid
much attention. Folks in this rural community had
seen their share of storms and knew the drill.

By 6 p.m., the National Weather Service issued
a tornado warning for Kiowa County. Still, torna-
does are hit or miss. Around 9:20 p.m., storm sirens
sounded, and residents took cover in bathrooms and
basements. When they emerged from their shelters,
their lives would be changed forever.

“My town is gone,” announced the city adminis-
trator, Steve Hewitt, in the first press conference on
May 5. “I believe 95 percent of the homes are gone.

Downtown buildings are gone, my home is gone, and
we’ve got to find a way to make this work and get
this town back on its feet.” Even with 700 homes to
rebuild, the residents were prepared to start with a
clean slate. Although the tornado was devastating, the
town viewed it as a blessing in disguise. Both Hewitt
and Mayor Lonnie McCollum rallied the people and
vowed to rebuild a green town.

Although both Hewitt and McCollum believed
Greensburg should be rebuilt in a socially respon-
sible way, using sustainable practices, designs, and
materials, they faced some ethical dilemmas. Hewitt
frequently explained his broader view of the stake-
holders affected by their choices, “We’re making
100-year decisions that will affect our children and
our children’s children.” Although Hewitt wouldn’t
describe it that way, he and McCollum took a


http://www.businessweek.com/bwdaily/dnflash/sep2003/nf20030911_6693_db014.htm
http://www.businessweek.com/bwdaily/dnflash/sep2003/nf20030911_6693_db014.htm
http://www.businessweek.com/bwdaily/dnflash/sep2003/nf20030911_6693_db014.htm
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utilitarian approach to these big decisions. For them,
reducing Greensburg’s impact on the environment felt
like the right or ethical thing to do, especially when
considering the well-being of future generations.

Living in Federal Emergency Management Agency
(FEMA) trailers, some residents struggled to embrace
a long-term view. They knew it would take longer
to build green because of the education, research,
and fund-raising required. Many felt impatient and
had trouble thinking beyond their immediate needs
as individuals. Greensburg upped the ante, and the
costs of rebuilding, when the city council approved
an ordinance declaring all municipal buildings would
be built to the highest Leadership in Energy and Envi-
ronmental Design (LEED) green building rating for
sustainability: LEED-Platinum.

LEED is a third-party certification program. It has
become the nationally accepted benchmark for the
design, construction, and operation of green build-
ings. LEED gives building owners the tools they need
to have a measurable and immediate impact on their
buildings” performance. LEED promotes a whole-
building approach to sustainability by recognizing
performance in five key areas of human and environ-
mental health: materials selection, sustainable site
development, energy efficiency, water savings, and
indoor environmental quality.

In Hewitt’s mind, Greensburg had an economic
responsibility to construct buildings that achieved
maximum energy efficiency. So even if it cost more
initially to build LEED-Platinum facilities, the town’s
energy costs as well as its operating costs would be
significantly lower in the future.

While Hewitt worked hard to manage and raise
funds for Greensburg’s reconstruction projects,
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others were doing their part to help. Husband and
wife team Daniel Wallach, executive director, and
Catherine Hart, coordinator of educational services,
worked together to launch Greensburg GreenTown,

a 501(c)(3) not-for-profit organization, designed to
provide Greensburg with the information, support,
and resources it needed to rebuild the town as a green
community.

One of Wallach’s favorite projects was BTI
Greensburg, the local John Deere dealership. With
Wallach’s encouragement, owners Mike and Kelly
Estes decided to build a state-of-the art green facility.
By using radiant heat, passive cooling, solar and wind
power, and recycling their used oil, BTI Greensburg
reduced its utility costs by hundreds of dollars every
month. With the corporate support of John Deere, BTI
Greensburg became the flagship green shop for John
Deere dealerships around the world. As the biggest
business in Greensburg, BTI is a major stakeholder.
When Mike Estes publicly states, repeatedly, that
rebuilding green “is the right thing to do,” people listen.

Discussion Questions

1. What are the potential consequences of
rebuilding Greensburg without concern for
green practices?

2. Besides lowering energy costs, how else might
Greensburg benefit from becoming a green
town?

3. At what stage of moral development are
Hewitt and McCollum: preconventional,
conventional, or postconventional? Please
explain.

chb

The Emperor’s Club

William Hundert (Kevin Kline), a professor at the
exclusive Saint Benedict’s Academy for Boys, believes
in teaching his students about living a principled life.
He also wants them to learn his beloved classical liter-
ature. A new student, Sedgewick Bell (Emile Hirsch),
challenges Hundert’s principled ways. Bell’s behavior
during the seventy-third annual Mr. Julius Caesar
Contest causes Hundert to suspect that Bell leads a

less-than-principled life, a suspicion confirmed years
later during a reenactment of the competition.

Ethics and Ethical Behavior

Mr. Hundert is the honored guest of his former stu-
dent Sedgewick Bell (Joel Gretsch) at Bell’s estate.
Depaak Mehta (Rahul Khanna), Bell, and Louis
Masoudi (Patrick Dempsey) compete in a reenact-
ment of the Julius Caesar competition. Bell wins the
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competition, but Hundert notices that Bell is wearing
an earpiece. Earlier in the film, Hundert had sus-
pected that young Bell wore an earpiece during the
competition, but Headmaster Woodbridge (Edward
Herrmann) urged him to ignore his suspicion.

This scene appears at the end of the film. It is an —
edited version of the competition reenactment. Bell
announced his candidacy for the U.S. Senate just m
before he spoke with Hundert in the bathroom. In his
announcement, he carefully described his commit-

elements?

live his life?

ment to specific values he would pursue if elected.

What consequences or effects do you predict for
Sedgewick Bell because of the way he chooses to
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What to Watch for and Ask Yourself
m Does William Hundert describe a specific type

of life that one should lead? If so, what are its

Does Sedgewick Bell lead that type of life? Is he
committed to any specific view or theory of ethics?
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ContinuingCase

General Motors

Part Two: The Environment of
Management

The Volt: GM’s Ultimate Green
Machine

Imagine that you are one of millions of Americans
whose commute to school or work is less than 40 miles
round trip. Each morning, you hop in a sleek com-
pact and drive off to your destination. At night, you
park safely in the garage and plug your vehicle into a
standard household electric socket for bedtime. After
repeating this pattern for months, you never use a drop
of gas or emit an ounce of emissions. Moreover, charg-
ing your vehicle costs you just 80 cents each day and
consumes less energy annually than your own home
refrigerator.

If you are one of the thousands of excited consum-
ers lining up to purchase the 2010 Chevy Volt, this sce-
nario is not fantasy—it’s your future. In fact, it’s the
future that General Motors (GM) envisions for each one
of America’s more than 200 million licensed drivers.

In a move to reinvent the automobile for the needs
of the twenty-first century, GM unveiled its first elec-
tric car during the company’s historic 2008 centennial
celebration. The Volt, with its emissions-free driv-
ing and 2010 delivery date, promises to become the
ultimate green machine for eco-minded consumers
everywhere.

While the cost of operating the aerodynamic
electric compact is roughly equivalent to the price
of a cup of coffee, the driving experience is price-
less. The electric drive unit delivers 150 horsepower,
0-to-60 acceleration in nine seconds, and top speeds
of 100 miles per hour. Drivers who make longer trips
than the battery’s 40-mile range get an automatic
recharge from Volt’s gas-powered generator. And
although it runs on batteries, the Volt is no golf cart.
The environmentally friendly four-door vehicle fea-
tures a sporty-yet-sophisticated stance, aerodynamic
design, closed front grille, and more. The futuristic
cockpit takes cues from the latest in design trends—
the metallic-white center control console could pass
for a next-generation iPod.

How did GM go from being the world’s largest
manufacturer of gas-guzzling Hummers and Esca-
lades to an electric-car company producing what one
observer has called a “Viper for tree huggers”? The
dramatic shift is related to multiple threats in the orga-
nization’s external environment.
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First, there’s oil: Wildly fluctuating gas prices—
such as the $5-per-gallon spike in 2008—have caused
drivers to moderate driving habits and stay away
from dealerships. Then, there’s government regula-
tion: The Democrat-controlled U.S. Congress over-
whelmingly passed the Energy Independence and
Security Act of 2007, which in addition to banning
the use of ordinary incandescent light bulbs, raised
corporate average fuel economy (CAFE) standards on
automakers to a fleetwide average of 35 mpg. Next,
there’s the philosophy of sustainability: Many lead-
ers in business and government see environmental
“clean” technology as a way of striking a balance
between today’s economic development needs and
those of future generations. Another pressure comes
from lobbyists: Powerful voices sounding the alarm
onimpending global catastrophe have demanded that
manufacturers put the brakes on industry to save the
planet. Finally, there’s the competition: “Green” is an
important buzzword in business today, and vehicles
like Toyota Prius and the Tesla Roadster that leave a
small carbon footprint are putting pressure on GM to
get out in front.

Whatever the economic, political, and social forces
driving big changes at GM, leadership is determined
to create a new culture of innovation and change.
Whether it’s the emissions-free promise of the Volt,
the gravity-defying fuel efficiency of the Chevy
Tahoe Hybrid, or the next-generation thinking of the
hydrogen-powered Cadillac Provoq, the presence of
exciting alternative-fuel vehicles sends a message to
stakeholders that the future of the automobile is still
in Detroit.

Questions

1. What management strategies might be most
effective in helping GM adapt to uncertainty and
change in its external environment?

2. What obstacles does GM face as it attempts to
bring its corporate culture into alignment with the
needs and challenges of the twenty-first century?

3. As GM continues its attempts to demonstrate
good corporate citizenship, what complex issues
and obstacles may frustrate its efforts?

SOURCES: Peter Fairley,“The New CAFE Standards—Fuel Standards
Will Likely Be Achievable But Won't Encourage Innovation,” Technol-
o0gy Review, January 15, 2008, http://www.technologyreview.com/
energy/20067 (accessed October 11, 2008); Anita Lienert, “Aerody-
namic Chevrolet Volt Electrifies GM’s 100th-Anniversary Celebra-
tion,” Inside Line, September 16, 2008, http://www.edmunds.com/
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September 17, 2008, http://www.detnews.com (accessed October 11, Single Charge,” BusinessWeek, September, 17, 2008, http://www

2008); U.S. Department of Transportation, “Distribution of Licensed .businessweek.com/lifestyle/content/sep2008/bw20080916_356100
Drivers—2006,” Federal Highway Administration, Highway Statistics .htm (accessed October 11, 2008).

2006 Table DL-20, http://www.thwa.dot.gov/policy/ohim/hs06/htm/
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After studying this chapter, you should be able to:

Define goals and plans and explain the relationship between them.

Explain the concept of organizational mission and how it influences goal
setting and planning.

Describe the types of goals an organization should have and how
managers use strategy maps to align goals.

Define the characteristics of effective goals.

Describe the four essential steps in the management by objectives
(MBO) process.

Explain the difference between single-use plans and standing plans.

Describe and explain the importance of contingency planning, scenario
building, and crisis planning in today’s environment.

Summarize the guidelines for high-performance planning in a fast-
changing environment.
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Managerial Plannin

Goal Setting

DoEes GoAL SETTING FITt YOUR MANAGEMENT STYLE?

UoIONPOAIU| wad

Are you a good planner? Do you set goals and identify SCORING AND INTERPRETATION: Give yourself one
ways to accomplish them? This questionnaire will help point for each item you marked as Mostly True except
you understand how your work habits fit with making items 3 and 4. For items 3 and 4 give yourself one point
plans and setting goals. Answer the following questions for each one you marked Mostly False. A score of 5 or 2
as they apply to your work or study habits. Please indicate higher suggests a positive level of goal-setting behavior m
whether each item is Mostly True or Mostly False for you. and good preparation for a new manager role in an orga- s
nization. If you scored 4 or less you might want to evalu- §
Mostly  Mostly ate and begin to change your goal-setting behavior. An 2
True False important part of a new manager’s job is setting goals, -
1. I have clear, specific goals in measuring results, and reviewing progress for the depart-
several areas of my life. ment and subordinates.
2. | have a definite outcome in life | These questions indicate the extent to which you have

antio thicves already adopted the disciplined use of goals in your life
and work. But if you scored low, don’t despair. Goal set-
ting can be learned. Most organizations have goal setting
and review systems that new 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 impact. Research indicates that

6. |am clear about the measures setting clear, specific, and challenging goals in key areas

that lecate when | have achieved will produce better performance.
a goal.

3. | prefer general to specific goals.

I work better without specific
deadlines.

5. | set aside time each day or week
to plan my work.

3
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7. 1 work better when | set more
challenging goals for myself.

8. I help other people clarify and
define their goals.

One of the primary responsibilities of managers is to decide where the organization
should go in the future and how to get it there. In some organizations, typically small
ones, planning is informal. In others, managers follow a well-defined planning frame-
work. The company establishes a basic mission and periodically develops formal
goals and plans for carrying it out. Large organizations such as Royal Dutch/Shell,
IBM, and United Way undertake a comprehensive planning exercise each year—
reviewing their missions, goals, and plans to meet environmental changes or the expec-
tations of important stakeholders such as the community, owners, or customers.

Of the four management functions—planning, organizing, leading, and controlling—
described in Chapter 1, planning is considered the most fundamental. Everything else
stems from planning. Yet planning also is 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 inter-
est in organizational planning, particularly planning for unexpected problems and
events. Yet planning cannot read an uncertain future. Planning cannot tame a turbu-
lent 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.”
Does that mean it’s useless to make plans? Of course not. No plan can be perfect, but
without plans and goals, organizations and employees flounder. However, good man-
agers understand that plans should grow and change to meet new 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
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Concept @w/w&ottow From its beginning as a seven-cow

farm in New England to a $300 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. CEO
Gary Hirshberg believes that businesses can be more profitable and
help save the planet at the same time.

goal A desired future state
that the organization attempts
to realize.

plan A blueprint specifying
the resource allocations,

schedules, and other actions
necessary for attaining goals.

planning The act of deter-
mining the organization’s goals
and the means for achieving
them.

PART 3 PLANNING

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 think-
ing and execution. Chapter 7 will look at strategic planning in depth and examine a
number of strategic options managers can use in a competitive environment. In Chap-
ter 8, we look at management decision making. Proper decision-making techniques
are crucial to selecting the organization’s goals, plans, and strategic options.

OVERVIEW OF GOALS AND PLANS

A goal is a desired future state that the organization attempts to realize.? 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 orga-
nization’s goals and defining the means for achieving
them.?

Levels of Goals and Plans

Exhibit 6.1 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 organiza-
tion, 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.* Top managers are typi-
cally responsible for establishing strategic goals and plans
that reflect a commitment to both organizational efficiency
and effectiveness, as described in Chapter 1. Tactical goals
and plans are the responsibility of middle managers, such
as the heads of major divisions or functional units. A division manager will formulate
tactical plans that focus on the major actions the division must take to fulfill its part
in the strategic plan set by top management. Operational plans identify the specific
procedures or processes needed at lower levels of the organization, such as individual
departments and employees. Front-line managers and supervisors develop opera-
tional plans that focus on specific tasks and processes and that help meet tactical and
strategic goals. Planning at each level supports the other levels.

© COURTESY OF STONYFIELD FARM

Purposes of Goals and Plans

Uncertainty about the future and the complexity of today’s environment overwhelm
many managers and cause them to focus on operational issues and short-term results
rather than long-term goals and plans. However, planning generally positively affects
a company’s performance.’ In addition to improving financial and operational perfor-
mance, explicit goals and plans at each level illustrated in Exhibit 6.1 benefit organiza-
tions because they send important messages to both external and internal audiences:*

m  Legitimacy. An organization’s mission describes what the organization stands for
and its reason for existence. It symbolizes legitimacy to external audiences such as
investors, customers, suppliers, and the local community. The mission helps them
look on the company in a favorable light. A strong mission also has an impact on
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EXHIBIT | 6.1

Levels of Goals/Plans and
Their Importance

Strategic Goals/Plans
Senior Management
(Organization as a whole)

Tactical Goals/Plans
Middle Management
(Major divisions, functions)

Operational Goals/Plans
Lower Management
(Departments, individuals)
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employees, enabling them to become committed to the organization because they
identify with its overall purpose and reason for existence.

m  Source of motivation and commitment. Goals and plans enhance employees’
motivation and commitment by reducing uncertainty and clarifying what they
should accomplish. Lack of a clear goal can hamper motivation because people
don’t understand what they’re working toward. Whereas a goal provides the
“why” of an organization or subunit’s existence, a plan tells the “how.” A plan
lets employees know what actions to undertake to achieve the goal.

m  Resource allocation. Goals help managers decide where they need to allocate
resources, such as employees, money, and equipment. For example, DuPont has
a goal of generating 25 percent of revenues from renewable resources by 2010.
This goal lets managers know they need to use resources to develop renewable
and biodegradable materials, acquire businesses that produce products with
renewable resources, and buy equipment that reduces waste, emissions, and
energy usage.’

m  Guides to action. Goals and plans provide a sense of direction. They focus atten-
tion on specific targets and direct employee efforts toward important outcomes.
To see how goals can guide action, consider Guitar Center, one of the fastest-
growing retailers in the United States. Managers give specific goals to sales teams
at every Guitar Center store each morning, and employees do whatever they need
to, short of losing the company money, to meet the targets. The fast-growing retail-
er’s unwritten mantra of “Take the deal” means that salespeople are trained to
take any profitable deal, even at razor-thin margins, to meet daily sales targets.®

m  Rationale for decisions. Through goal setting and planning, managers clarify
what the organization is trying to accomplish. They can make decisions to ensure
that internal policies, roles, performance, structure, products, and expenditures
will be made in accordance with desired outcomes. Decisions throughout the
organization will be in alignment with the plan.

m  Standard of performance. Because goals define desired outcomes for the organi-
zation, they also serve as performance criteria. They provide a standard of assess-
ment. If an organization wishes to grow by 15 percent, and actual growth is
17 percent, managers will have exceeded their prescribed standard.
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EXHIBIT 6.2

The Organizational
Planning Process

TakeaMoment

PART 3 PLANNING

= Define mission, vision
m Set goals

= Hold planning reviews
= Hold operational reviews

= Define tactical plans
and objectives

= Develop strategy map

= Define contingency
plans and scenarios

= |dentify intelligence
teams

Use:
= Management by objectives
= Performance dashboards
= Single use plans
= Decentralized responsibility

3. Plan Operations

m Define operational
goals and plans

= Select measures and
targets

= Set stretch goals

m Crisis planning

SOURCE: Based on Robert S. Kaplan and David P. Norton, “Mastering the Management System,” Harvard Business Review
(January 2008): 63-77.

The Organizational Planning Process

The overall planning process, illustrated in Exhibit 6.2, 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 strate-
gic (company-level) goals. Second, they translate the plan into action, which includes
defining tactical plans and objectives, developing a strategic map to align goals, formu-
lating contingency and scenario plans, and identifying intelligence teams to analyze
major competitive issues. Third, managers lay out the operational factors needed to
achieve goals. This involves devising operational goals and plans, selecting the mea-
sures 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 execut-
ing the plan include management by objectives, performance dashboards, single-use
plans, and decentralized responsibility. Finally, managers periodically review plans to
learn from results and shift plans as needed, starting a new planning cycle.

As a new manager, what approach will you take to goal setting and planning?
Complete the New Manager Self-Test on page 163 to get some insight into your
planning approach from the way you study as a student.

GoALs IN ORGANIZATIONS

Setting goals starts with top managers. The overall planning process begins with a
mission statement and goals for the organization as a whole.
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Self-Test,

Your Approach to
Studying

Your approach to studying may be a predictor

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.

Mostly Mostly
True False
1. Before I tackle an
assignment, | try to
work out the reasoning
behind it.

2. When | am reading |
stop occasionally to
reflect on what | am try-

ing 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, | stand
back from my studying
to think generally how
successful it is going.

5. | frequently focus on the
facts and details because
| do not see the overall
picture.

6. | write down as much as
possible during lectures,
because | often am
not sure what is really
important.

7. | try to relate ideas to
other topics or courses
whenever possible.

8. When | am working on a
topic, | try to see in my
own mind how all the
ideas fit together.

9. Itis important to me to
see the bigger picture
within which a new con-
cept fits.

Organizational Mission

163

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 grasp-
ing the bigger picture. The items above 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 planning, monitoring, and evaluating an
organization. If you scored 3 or fewer points you
may be caught up in the details of current activi-
ties. A score of 7 or above suggests that you see
yourselfin a bigger picture, which is an approach
to studying that very well may reflect a successful
planning aptitude.

SOURCE: 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).

At the top of the goal hierarchy is the mission—the organization’s reason for exis-

tence. 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

mission The organization’s
reason for existence.
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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.

The formal mission statement is a broadly stated
definition of purpose that distinguishes the organization
from others of a similar type. A well-designed mission
statement can enhance employee motivation and organi-
zational performance.’ The content of a mission statement
often focuses on the market and customers and identi-
fies desired fields of endeavor. Some mission statements
describe company characteristics such as corporate values,
product quality, location of facilities, and attitude toward
employees. The mission statement of Volvo Group isshown
in Exhibit 6.3. Such short, straightforward mission state-
ments describe basic business activities and purposes as
well as the values that guide the company. Another exam-
ple of this type of mission statement is that of State Farm
Insurance:

Dr. Lynn Locklear
U One Of State Farm’s mission is to help people manage the risks of everyday
life, recover from the unexpected, 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

© BLACK ENTERPRISE/PR NEWSWIRE PHOTO SERVICE (NEWSCOM)

Concept GOM/VWW A candle-scented office in a
cozy yellow house that feels like a retreat from the stresses

of life: Does that sound like a trip to the dentist? It’s part of
what sets the Washington, D.C., practice of Dr. Lynn Locklear
apart. Her mission, she says, is “to provide a level of services
and dental care that significantly enhances the quality of your

customer.

Our success is built on a foundation of shared values—
quality service and relationships, mutual trust, integrity, and
financial strength.

life.” Dr. Locklear takes a holistic approach, viewing dental
health as linked to a person’s overall physical and emotional
well-being. That philosophy helped Locklear’s business boom
and earned her recognition as the 2006 Black Enterprise “Business

Innovator of the Year.”

mission statement A broadly
stated definition of the organiza-
tion’s basic business scope and
operations that distinguishes it
from similar types of organizations.

strategic goals Broad state-
ments of where the organiza-

tion wants to be in the future;
pertain to the organization as

a whole rather than to specific
divisions or departments.

strategic plans The action
steps by which an organization
intends to attain strategic goals.

Borders Group Inc.

Because of mission statements such as those of Volvo
Group and 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.

Strategic plans define the action steps by which the company intends to attain
strategic 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 organizational 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. Consider the new strategic goals and plans at Borders,
the number two book retailer in the United States.

It’s a tough environment for booksellers today. A sluggish book market, combined with com-
petition from discounters, has put tremendous pressure on traditional book retailers to find
the right approach to keep growing and thriving.

Borders Group revolutionized bookselling in the 1990s by building huge superstores,
and managers stayed with the strategic goals of building more bricks-and-mortar stores even
after the Internet changed the rules of the game. A partnership with Amazon was the extent
of Borders’ online selling. Now, managers are realizing the bricks-and-mortar approach no
longer works. Online book sales are soaring, while sales at U.S. bookstores have sagged.
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VOLVO GROUP MISSION STATEMENT

By creating value for our customers, we create value
for our shareholders.

We use our exertise to create transport-related
products and services of superior quality, safety and
environmental care for demanding customers in
selected segments.

We work with energy, passion and respect for the
individual.

SOURCE: AB Volvo. Reprinted with permission.

Recently named CEO George Jones announced a new strategic goal of making Borders a
force in online bookselling.

To achieve the goal, Borders is ending its alliance with Amazon and opening its own
branded e-commerce site, giving Borders Rewards members the chance to earn benefits
online, which they weren’t able to do through Amazon. Managers are giving up on the idea
of expanding the book superstore concept internationally and plan to sell off or franchise
most of Borders’ 73 overseas stores. The plan also calls for closing some of its U.S. stores,
including nearly half of the smaller Waldenbooks outlets."

The Borders CEO knows that achieving the goal “won’t be a slam dunk,” but he
sees it as the best way to keep Borders relevant in the book retailing industry. The
new strategic goals and plans, he believes, will revive the company by enabling Bor-
ders to provide greater benefits to customers and partner with a variety of companies
for innovative projects.

After strategic goals are formulated, the next step is defining 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 sub-
units 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.”? Tactical plans typically have a shorter
time horizon than strategic plans—over the next year or so. The word tactical originally
comes from the military. In a business or nonprofit organization, tactical plans define
what major departments and organizational subunits will do to implement the organiza-
tion’s strategic plan. For example, the overall strategic plan of a large florist might involve
becoming the number one telephone and Internet-based purveyor of flowers, which
requires high-volume sales during peak seasons such as Valentine’s Day and Mother’s
Day. Human resource managers will develop tactical plans to ensure that the company
has the dedicated order takers and customer service representatives it needs during these
critical periods. Tactical plans might include cross-training employees so they can switch
to different jobs as departmental needs change, allowing order takers to transfer to jobs
at headquarters during off-peak times to prevent burnout, and using regular order takers
to train and supervise temporary workers during peak seasons." These actions 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 departments, work groups, and individuals are the
operational goals. They are precise and measurable. “Process 150 sales applications
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Mission Statement for Volvo

Group
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tactical goals Goals that
define the outcomes that major
divisions and departments
must achieve for the organiza-
tion to reach its overall goals.

tactical plans Plans designed
to help execute major strategic
plans and to accomplish a
specific part of the company’s
strategy.

operational goals Specific,
measurable results expected
from departments, work groups,
and individuals within the
organization.
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Concept (_,oo/vvw&otw«/v In 2001, California fashion house BCBG Max Azria
Group was facing possible bankruptcy. Its strategic goal was clear: growth. But, its
expansion had gone awry. Undeterred, CEO Max Azria hired Ben Malka as president.
Together they formulated a new strategic plan, obtained $53 million in financing,
and got to work. BCBG introduced new lines, concluded licensing agreements, and
dramatically increased the number of retail outlets worldwide through acquisitions
and by opening new stores. In 2006, BCBG expected to realize $1 billion in sales

for the first time. Here Azria and his wife Lubov, who is a BCBG creative designer,
acknowledge applause at a New York fashion show.

TakeaMoment

operational plans Plans
developed at the organization’s
lower levels that specify action
steps toward achieving opera-
tional goals and that support
tactical planning activities.

strategy map A visual rep-
resentation of the key drivers
of an organization’s success,
showing the cause-and-effect
relationships among goals and
plans.
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each week,” “achieve 90 percent of deliver-
ies on time,” “reduce overtime by 10 per-
cent next month,” and “develop two new
online courses in accounting” are examples
of operational goals. Managers at the Inter-
nal Revenue Service (IRS) set an opera-
tional goal of providing accurate responses
to 85 percent of taxpayer questions.'

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 man-
ager’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 orga-
nization’s tactical and strategic goals. Oper-
ational planning also must be coordinated
with the budget, because resources must be
allocated for desired activities.

© STUART RAMSON/ASSOCIATED PRESS

Go to the experiential exercise on page 179 that pertains to developing action plans
for accomplishing strategic goals.

Aligning Goals with Strategy Maps

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 attain-
ment of high-level goals. Organizational performance is an outcome of how well
these interdependent elements are aligned, so that individuals, teams, departments,
and so forth are working in concert to attain specific goals that ultimately help the
organization achieve high performance and fulfill its mission."

An increasingly popular technique for achieving goal alignment is the strategy
map. A strategy map is a visual representation of the key drivers of an organization’s
success and shows how specific goals and plans in each area are linked.' The strategy
map provides a powerful way for managers to see the cause-and-effect relationships
among goals and plans. The simplified strategy map in Exhibit 6.4 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 pro-
cesses. 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 6.4, the organization has learning and growth
goals that include developing employees, enabling continuous learning and knowledge
sharing, and building a culture of innovation. Achieving these will help the organiza-
tion build internal business processes that promote good relationships with suppliers
and partners, improve the quality and flexibility of operations, and excel at developing



CHAPTER 6 MANAGERIAL PLANNING AND GOAL SETTING

Financial
Performance
Goals:

Customer
Service
Goals:

f

Improve cost, Excel at innovative
quality, and flexibility product development
of operations and next-generation

market opportunities

Internal
Business
Process
Goals:

Learning and
Growth
Goals:

SOURCE: 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.

innovative products and services. Accomplishing internal process goals, in turn, enables
the organization to maintain strong relationships with customers, be a leader in quality
and reliability, and provide innovation solutions to emerging customer needs. At the
top of the strategy map, the accomplishment of these lower-level goals helps the orga-
nization increase revenues in existing markets, increase productivity and efficiency, and
grow through selling new products and services and serving new markets 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
generic map in Exhibit 6.4 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 com-
municate goals, because everyone in the organization can see what part they play in
helping the organization accomplish its mission.

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 consideration is how to establish effective goals. Then managers use a number
of planning approaches, including management by objectives, single-use plans, and
standing plans.
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EXHIBIT 6.4

A Strategy Map for Aligning
Goals
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EXHIBIT 6.5

Characteristics of Effective
Goal Setting

TakeaMoment

management by objectives
(MBO) A method of manage-
ment whereby managers and
employees define goals for
every department, project, and
person and use them to moni-
tor subsequent performance.
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Goal Characteristics

® Specific and measurable
® Defined time period

e Cover key result areas

® Challenging but realistic
¢ Linked to rewards

Criteria for Effective Goals

Research has identified certain factors, listed in Exhibit 6.5, that characterize effec-
tive goals. First and foremost, goals need to be specific and measurable. When pos-
sible, 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 effectiveness ratings from 3.5 to 3.7. Not all goals can be expressed in numeri-
cal 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.
School administrators might set a deadline for improving teacher effectiveness rat-
ings, for instance, at the end of the 2009 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.

Goals should cover key result areas. Goals cannot be set for every aspect of employee
behavior or organizational performance; if they were, their sheer number would ren-
der them meaningless. Instead, managers establish goals based on the idea of choice
and clarity. A few carefully chosen, clear, and direct goals can more powerfully focus
organizational attention, energy, and resources.”” 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.'®

As a new manager, establish operational goals that are in alignment with the tactical
and strategic goals set at higher levels in the organization. Make goals specific,
measurable, and challenging, but realistic. Remember that a few carefully chosen
goals are powerful for directing employee energy and motivation. Reward people
when they meet goals.

Management by Objectives

Described by famed management scholar Peter Drucker in his 1954 book, The Practice of
Management, managementby objectiveshasremainedapopularand compellingmethod
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 perfor-
mance.” A model of the essential steps of the MBO system is presented in Exhibit 6.6.
Four major activities make MBO successful:*

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
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EXHIBIT | 6.6 Modelofthe MBO Process

Step 1: Set Goals Step 2: Develop Action Plans

» Corporate Strategic Goals
+ Departmental Goals

* Individual Goals

Review Progress
Step 3: Review Progress

Take Corrective Action

Appraise Performance

Step 4: Appraise Overall Performance

should be jointly derived. Mutual agreement between employee and supervisor
creates the strongest commitment to achieving goals. In the case of teams, all
team members may participate in setting goals.
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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. These reviews can occur informally between managers and sub-
ordinates, where the organization may wish to conduct 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. Manag-
ers 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 carefully 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 designation 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 on an annual basis.

The specific application of MBO must fit the needs of each company. For example,
Siemens used MBO to improve its overall financial performance.

Siemens of Germany, which makes everything from mobile phones to gas-turbine generators Siemens
to lightbulbs, has always had great engineers bent on producing products of the highest qual-
ity. But in recent years, managers have learned that competing with the likes of U.S.-based
General Electric and Korea’s Samsung takes more than quality—it also requires speed to mar-
ket, relentless innovation, and ruthless attention to costs. Within two years, Siemens’ profits
sank by two-thirds and company shares fell even faster. CEO Heinrich von Pierer developed
a plan for getting Siemens back on track, with a specific goal (MBO step 1) of strengthening
the overall business to be in financial shape for listing on a U.S. stock exchange within three
years.

Managers developed an action plan (MBO step 2) that included: (1) cutting the time
it takes to develop and produce new products; (2) selling or closing poor-performing units
and strengthening remaining businesses through acquisitions to achieve world leadership;
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MBO Benefits and Problems
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(3) setting tough profit targets for managers and tying pay to performance; and (4) convert-
ing accounting practices to report results according to U.S. accounting standards. Managers
of the various business divisions then developed action plans for employees in their own
units. Progress was reviewed (MBO step 3) at quarterly meetings where managers from the
14 business units reported on their advancements directly to von Pierer.

Managers were required to explain if benchmarks weren’t met and how shortcomings
would be corrected. At the end of each year of the turnaround plan, an overall performance
appraisal was held for each business and the corporation as a whole (MBO step 4). Manag-
ers who met goals were rewarded; those who had consistently failed to meet them were let
go, with the poorest performers going first. Since the plan was implemented, Siemens dra-
matically improved its speed and overall financial performance. The MBO system helped to
energize manager and employee actions companywide toward goals deemed critical by top
management.?’

Many companies, including Intel, Tenneco, Black & Decker, and DuPont, have
adopted MBO, and most managers think MBO is an effective management tool.”
Managers believe they are better oriented toward goal achievement when MBO is
used. In recent years, the U.S. Congress required that federal agencies use a type
of MBO system to focus government employees on achieving specific outcomes.?
Like any system, MBO achieves benefits when used properly but results in problems
when used improperly. Benefits and problems are summarized in Exhibit 6.7.

The benefits of the MBO process can be many. Corporate goals are more likely
to be achieved when they focus manager and employee efforts. Using a performance
measurement system, such as MBO, helps employees see how their jobs and per-
formance contribute to the business, giving them a sense of ownership and com-
mitment.* 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.

Problems with MBO occur when the company faces rapid change. The environ-
ment and internal activities must have some stability for performance to be mea-
sured and compared against goals. Setting new goals every few months allows no
time for action plans and appraisal to take effect. Also, poor employer-employee
relations reduce effectiveness because of an element of distrust that may be present
between managers and workers. Sometimes goal “displacement” occurs if employ-
ees focus exclusively on their operational goals to the detriment of other teams or
departments. Overemphasis on operational goals can harm the attainment of overall
goals. Another problem arises in mechanistic organizations characterized by rigidly
defined tasks and rules that may not be compatible with MBO’s emphasis on mutual
determination of goals by employee and supervisor. In addition, when participation
is discouraged, employees will lack the training and values to jointly set goals with
employers. Finally, if MBO becomes a process of filling out annual paperwork rather
than energizing employees to achieve goals, it becomes an empty exercise. Once the

Benefits of MBO Problems with MBO

1. Manager and employee efforts are focused on 1. Constant change prevents MBO from taking

activities that will lead to goal attainment. hold.
2. Performance can be improved at all company 2. An environment of poor employer-employee
levels. relations reduces MBO effectiveness.
3. Employees are motivated. 3. Strategic goals may be displaced by
4. Departmental and individual goals are aligned operational goals.
with company goals. 4. Mechanistic organizations and values that
discourage participation can harm the MBO
process.

5. Too much paperwork saps MBO energy.
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paperwork is completed, employees forget about the goals, perhaps even resenting
the paperwork in the first place.

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 situations that occur repeatedly within the organization. Exhibit 6.8 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 such matters as employee
illness, absences, smoking, discipline, hiring, and dismissal. Many companies are dis-
covering a need to develop standing plans regarding the use of e-mail, as discussed

in the Manager’s Shoptalk box.

Shoptalk

single-use plans Plans that
are developed to achieve a set
of goals that are unlikely to be
repeated in the future.

standing plans Ongoing
plans that are used to provide
guidance for tasks performed
repeatedly within the
organization.

Regulating E-Mail in the Workplace

Top executives around the globe are discovering
that casual e-mail messages can come back to haunt
them—in court. The American Management Asso-
ciation (AMA) surveyed 1,100 companies and found
that 14 percent of them had been ordered to disclose
e-mail messages. Eight brokerage firms were fined
$8 million for not keeping and producing e-mail in
accordance with SEC guidelines. Some companies
have had to pay millions to settle sexual harassment
lawsuits arising from inappropriate e-mail.

As with any powerful tool, e-mail has the poten-
tial to be hazardous, backfiring not only on the
employee but on the organization as well. One study
found that “potentially dangerous or nonproductive”
messages account for fully 31 percent of all company
e-mail. Experts say a formal written policy is the best
way for companies to protect themselves, and they
offer some tips for managers on developing effective
policies governing the use of e-mail.

®  Make clear that all e-mail and its contents are
the property of the company. Many experts
recommend warning employees that the com-
pany reserves the right to read any messages
transmitted over its system. “Employees need to
understand that a company can access employ-
ees’ e-mail at any time without advance notice
or consent,” says lawyer Pam Reeves. This rule
helps to discourage frivolous e-mails or those
that might be considered crude and offensive.

m Tie the policy to the company’s sexual harass-
ment policy or other policies governing
employee behavior on the job. Starwood Hotel
and Resorts ousted its CEO after an investiga-
tion uncovered e-mails that seem to substantiate
claims that he made sexual advances to female

employees. In almost all sexual harassment
cases, judges have ruled that the use of e-mail is
considered part of the workplace environment.

m  Establish clear guidelines on matters such as the
use of e-mail for jokes and other nonwork-re-
lated communications, the sending of confiden-
tial messages, and how to handle junk e-mail.
At Prudential Insurance, for example, employees
are prohibited from using company e-mail to
share jokes, photographs, or any kind of non-
business information.

m  Establish guidelines for deleting or retaining
messages. Retention periods of 30 to 90 days for
routine messages are typical. Most organizations
also set up a centralized archive for retaining
essential e-mail messages.

m  Consider having policies pop up on users’
screens when they log on. It is especially impor-
tant to remind employees that e-mail belongs to
the employer and may be monitored.

The field of computer forensics is booming, and
even deleted e-mails can usually be tracked down.
An effective policy is the best step companies can
take to manage the potential risks of e-mail abuse.

SOURCES:”E-Mail: The DNA of Office Crimes,” Electric
Perspectives 28, no. 5 (September—October 2003): 4; Marcia
Stepanek with Steve Hamm,“When the Devil Is in the E-
Mails,” BusinessWeek (June 8, 1998): 72-74; Joseph McCaf-
ferty,“The Phantom Menace,” CFO (June 1999): 89-91;“Many
Company Internet and E-Mail Policies Are Worth Revising,”
The Kiplinger Letter (February 21, 2003): 1; and Carol
Hymowitz,“Personal Boundaries Shrink as Companies Punish
Bad Behavior,” The Wall Street Journal, June 18, 2007.
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EXHIBIT | 6.8

Major Types of Single-Use
and Standing Plans

Program

® Plans for attaining a one-time organizational

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

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

contingency plans Plans
that define company responses
to specific situations, such

as emergencies, setbacks, or
unexpected conditions.

PART 3 PLANNING

Single-Use Plans Standing Plans

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 e-mail usage policies

Rule
® Narrow in scope
® Describes how a specific action is to be
performed
® May apply to specific setting
Examples: No eating rule in areas of 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

PLANNING FOR A TURBULENT ENVIRONMENT

Asincreasing turbulence and uncertainty shake thebusiness world, managers have turned

to innovative planning approaches that help brace the organization for unexpected—

© BENJAMIN LOWRY—CORBIS

Concept @o»vm/&otl:ow A desert flare marks the area where geologists
discovered Libya’s rich Zilten oilfield in the 1950s. At their peak in 1970, Libyan oil
fields operated by Occidental Petroleum were producing 660,000 barrels a day, more
than the company’s total oil production in 2003. Today, with economic sanctions
against Libya lifted by the U.S. government, big oil companies like Occidental, Chevron
Texaco, and Exxon Mobil are again ready to do business with Libya’s National Oil
Corporation. Yet, the current environment of terrorist threats and general uncertainty
means managers have to be prepared for whatever might happen. They are busy
developing contingency plans to define how their companies will respond in case

of unexpected setbacks associated with renewed Libyan operations. Companies are
willing to take the risks because the potential rewards are huge.

even unimaginable—events. Three critical
planning methods 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 emergen-
cies, setbacks, or unexpected conditions. To
develop contingency plans, managers iden-
tify important factors in the environment,
such as possible economic downturns,
declining markets, increases in cost of sup-
plies, new technological developments, or
safety accidents. Managers then forecast a
range of alternative responses to the most
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likely high-impact contingencies, focusing on the worst case.” 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 FedEx, which has to cope with
some kind of unexpected disruption to its service somewhere in the world on a daily
basis. In one recent year alone, managers activated contingency plans related to more
than two dozen tropical storms, an air traffic controller strike in France, and a black-
out in Los Angeles. The company also has contingency plans in place for events such
as labor strikes, social upheavals in foreign countries, or incidents of terrorism.?

Building Scenarios

An extension of contingency planning is a forecasting technique known as scenario
building.”” Scenario building involves looking at current trends and discontinuities
and visualizing future possibilities. Rather than looking only at history and thinking
about what has been, managers think about what could be. The events that cause the
most damage to companies are those that no one even conceived of, such as the col-
lapse of the World Trade Center towers in New York due to terrorist attack. Manag-
ers can’t predict the future, but they can rehearse a framework within which future
events can be managed. With scenario building, a broad base of managers mentally
rehearses different scenarios based on anticipating 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.?® Scenario building forces managers to mentally rehearse
what they would do if their best-laid plans collapse.

Royal Dutch/Shell has long used scenario building to help managers navigate
the instability and uncertainty of the oil industry. A classic example is the scenario
Shell managers rehearsed in 1970 that focused on an imagined accident in Saudi
Arabia that severed an oil pipeline, which in turn decreased supply. The market
reacted by increasing oil prices, which allowed OPEC nations to pump less oil and
make more money. This story caused managers to reexamine the standard assump-
tions about oil price and supply and imagine what would happen and how they
would respond if OPEC increased prices. Nothing in the exercise told Shell manag-
ers to expect an embargo, but by rehearsing this scenario, they were much more
prepared than the competition when OPEC announced its first oil embargo in Octo-
ber 1973. The company’s speedy response to a massive shift in the environment
enabled Shell to move in two years’ from being the world’s eighth largest oil com-
pany to being number two.”

As a new manager, get in the mind-set of scenario planning. Go to http://www
.shell.com/scenarios, 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.

Crisis Planning

Surveys of companies’” use of management techniques reveal that the use of contin-
gency and scenario planning surged after the September 11, 2001, terrorist attacks in
the United States and has remained high ever since, reflecting a growing emphasis on
managing uncertainty.** Some 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 organization if managers aren’t prepared with a quick and
appropriate response.
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scenario building Looking at
trends and discontinuities and
imagining possible alternative
futures to build a framework
within which unexpected future
events can be managed.
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EXHIBIT |6.9

Essential Stages of Crisis
Planning Prevention

® Build relationships.

® Detect signals from environment.

Preparation

® Designate crisis management team and spokesperson.
¢ Create detailed crisis management plan.
® Set up effective communications system.

SOURCE: Based on information in W. Timothy Coombs, Ongoing Crisis Communication:
Planning, Managing, and Responding (Thousand Oaks, CA: Sage Publications, 1999).

Crises have become integral features of organizations in today’s world. Consider
events such as the death of a 17-year-old girl due to a botched transplant at Duke Uni-
versity Hospital, deaths due to e-coli bacteria from Jack-in-the-Box hamburgers, the
shooting rampage at Virginia Tech University, or the crash of the Columbia space shuttle.
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.® Exhibit 6.9 outlines two

essential stages of crisis planning.®

m Crisis Prevention. The crisis prevention stage involves activities 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,

© P. KEVIN MORLEY/RICHMOND TIMES-DISPATCH/ASSOCIATED PRESS

Concept Cwn&otw/vv Looks harmless, doesn’t it? But three people died and
nearly 200 became ill after E. coli-contaminated spinach grown in central California
reached consumers throughout the United States. Government and the food industry
activated crisis management plans to contain the public health menace. Producers
voluntarily recalled spinach products, grocers swept shelves clear of bagged spinach,
and the FDA worked tirelessly to determine the cause. Various groups also proposed
future prevention measures. Some advocated more stringent government regulation,
while others argued for producers doing more product testing and a better job of
tracking produce from field to table.

unions, and the community. By develop-
ing favorable relationships, managers can
often prevent crises from happening and
respond more effectively to those that can-
not be avoided. For example, organizations
that have open, trusting relationships with
employees and unions may avoid crippling
labor strikes. Coca-Cola suffered a major
crisis in Europe because it failed to respond
quickly to reports of “foul-smelling” Coke
in Belgium. A former CEO observed that
every problem the company has faced in
recent years “can be traced to a singular
cause: We neglected our relationships.” *

m 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 sys-
tem. 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
who will be the voice of the company
during the crisis.** The crisis manage-
ment plan (CMP) is a detailed, written
plan that specifies the steps to be taken,
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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 or industrial accidents, and abnormal events such as
product tampering or acts of terrorism.* A key point is that a crisis management
plan should be a living, changing document that is regularly reviewed, practiced,
and updated as needed.

PLANNING FOR HIGH PERFORMANCE

The purpose of planning and goal setting is to help the organization achieve high perfor-
mance. The process of planning is changing to be more in tune with today’s environment
and the shifting attitudes of employees. Traditionally, strategy and planning have been
the domain of top managers. Today, however, managers involve people throughout the
organization, which can spur higher performance because people understand the goals
and plans and buy into them.

Traditional Approaches to Planning

Traditionally, corporate planning has been done entirely by top executives, by con-
sulting firms, or, most commonly, by central planning departments. Central planning
departments are groups of planning specialists who report directly to the CEO or presi-
dent. This approach was popular during the 1970s. Planning specialists were hired to
gather data and develop detailed strategic plans for the corporation as a whole. This
planning approach was top down because goals and plans were assigned to major divi-
sions and departments from the planning department after approval by the president.
This approach worked well in many applications and is still popular with some
companies. However, formal planning increasingly is being criticized as inappro-
priate for today’s fast-paced environment. Central planning departments may be
out of touch with the constantly changing realities faced by front-line managers and
employees, which may leave people struggling to follow a plan that no longer fits the
environment and customer needs. In addition, formal plans dictated by top managers
and central planning departments can inhibit employee innovation and learning.

Go to the ethical dilemma on pages 179-180 that pertains to potential problems with
high performance planning.

High-Performance Approaches to Planning

A fresh approach to planning is to involve everyone in the organization, and some-
times outside stakeholders as well, in the planning process. The evolution to a new
approach began 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 cre-
ative solutions to problems and become more committed to following through on
the plans. As the environment became even more volatile, top executives saw 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.

In a complex and competitive business environment, strategic thinking and
execution become the expectation of every employee.* Planning comes alive when
employees are involved in setting goals and determining the means to reach them.
Here are some guidelines for planning in the new workplace.
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TakeaMoment

central planning department
A group of planning special-
ists who develop plans for the
organization as a whole and its
major divisions and depart-
ments and typically report di-
rectly to the president or CEO.

decentralized planning
Managers work with planning
experts to develop their own
goals and plans.
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Set Stretch Goals for Excellence Stretch goals are
reasonable yet highly ambitious goals that are so clear,
compelling, and imaginative that they fire up employ-
ees 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. An extension of
the stretch goal is the big hairy audacious goal or BHAG.
The phrase was first proposed by James Collins and Jerry
Porras in their 1996 article entitled “Building Your Com-
pany’s Vision.”¥ Since then, it has evolved to 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 discour-
aged and demotivated.*®

Stretch goals and BHAGs have become extremely
important because things move fast. A company that
focuses on gradual, incremental improvements in prod-
ucts, processes, or systems will get left behind. Managers
can use these goals to compel employees to think in new

© GARY VOLINSKY

70 - L . . .
Concept (Cowvnection Netflixis trying to meet a stretch goal ways that can lead to bold, innovative breakthroughs.
of improving its Internet movie recommendation system (“people Motorola used stretch goals to achieve Six Sigma quality,

who liked this movie also rented...”) by 10 percent. In October
2006, the company invited the biggest math brains in the world to
compete for a $1 million prize to reach that goal. In the first year,

which has now become the standard for numerous com-
panies. Managers first set a goal of a tenfold increase in

more than 2,500 teams from a dozen countries submitted entries. quality over a two-year PeriOd- After this goal was met,
At the one-year anniversary, a team of AT&T researchers (Chris they set a new stretch goal of a hundredfold improve-
Volinsky, Yehuda Koren, and Bob Bell) won a $50,000 progress ment over a four_year period.39

award for improving the system by 8.43 percent. Some speculate
that a 10 percent improvement is unobtainable. By May 2008, the

team had reached a 9.15 percent improvement of the system. Use Performance Dashboards People need a way to

TakeaMoment

stretch goal A reasonable yet
highly ambitious, compelling
goal that energizes people and
inspires excellence.

see how plans are progressing and gauge their progress
toward achieving 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. Today, dashboards are evolving into organi-
zation-wide systems that help align and track goals across the enterprise. Exhibit 6.10
shows a business performance dashboard from Celequest that can deliver real-time
key performance metrics to any employee’s desktop. The true power of dashboards
comes from applying them throughout the company, even on the factory 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
emergency 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.** Some dashboard systems also incorporate
software that lets users perform what-if scenarios to evaluate the impact of various
alternatives for meeting goals.

As a new manager, involve others in planning and goal setting to enhance commitment
and performance. Set stretch goals to encourage innovation and excellence. Make use
of business performance dashboards to help people track progress toward goals, and
deploy intelligence teams to analyze major competitive issues.

Deploy Intelligence Teams Anticipating and managing uncertainty and tur-
bulence in the environment is a crucial part of planning, which means managers
need good intelligence to make informed choices about goals and plans. A growing
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EXHIBIT | 6.10 APerformance Dashboard for Planning
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SOURCE: © Celequest, PR Newswire Photo Service (Newscom).

number of leading companies are using intelligence teams to manage this chal-
lenge. An intelligence team is a cross-functional group of managers and employ-
ees, 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.*! Intelligence teams are useful when the organization confronts a major intel-
ligence 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 happen and how it might affect the organiza-
tion. Intelligence teams can provide insights that enable managers to make more
informed decisions about goals, as well as to devise contingency plans and scenarios
related to major strategic issues.

intelligence team A cross-
functional group of manag-
ers and employees who work
together to gain a deep under-
standing of a specific competi-
tive issue and offer insight and

recommendations for planning.
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A MANAGER’S ESSENTIALS: WHAT HAVE WE LEARNED?

m This chapter discussed organizational planning, which involves defining goals
and developing plans with which to achieve them.

® An organization exists for a single, overriding purpose known as its mission—the
basis for strategic goals and plans. Goals within the organization begin with stra-
tegic goals followed by tactical and operational goals. Plans are defined similarly,
with strategic, tactical, and operational plans used to achieve the goals. Managers
can use strategy maps to clearly align goals and communicate them throughout
the organization.

®m Managers formulate goals that are specific and measurable, cover key result
areas, are challenging but realistic, have a defined time period, and are linked to
rewards.

m The chapter described several types of operational plans, including management
by objectives, single-use and standing plans, and contingency plans. Two exten-
sions of contingency planning are scenario building and crisis planning. Scenar-
ios are alternative vivid pictures of what the future might be like. They provide a
framework for managers to cope with unexpected or unpredictable events. Crisis
planning involves the stages of prevention and preparation.

m In the past, planning was almost always done entirely by top managers, con-
sultants, or central planning departments. During turbulent times, planning is
decentralized and people throughout the organization are involved in establish-
ing dynamic plans that can meet rapidly changing needs in the environment.

m Some guidelines for high-performance planning in a turbulent environment
include setting stretch goals for excellence, using performance dashboards, and
organizing intelligence teams.

DISCUSSION QUESTIONS

. Write a brief mission statement for a local business
with which you are familiar. How might having
a clear, written mission statement benefit a small
organization?

. 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?

. One of the benefits of a strategy map is that goals
and how they are linked can be clearly commu-
nicated to everyone in the organization. Does a
minimum wage maintenance worker in a hospital
really need to understand any goals beyond keep-
ing the place clean? Discuss.

. US Airways has more customer complaints due to late
flights and mishandled baggage than any other major
carrier. If you were an operations manager at US Air-
ways, how might you use MBO to solve these prob-
lems? Could scenario planning be useful for airline
managers who want planes to run on time? Discuss.

. A new business venture must develop a compre-

hensive business plan to borrow money to get
started. Companies such as FedEx, Nike, and Rolm
Corporation say they did not follow the original
plan closely. Does that mean that developing the
plan was a waste of time for these eventually suc-
cessful companies?

. How do you think planning in today’s organiza-

tions compares to planning 25 years ago? Do you
think planning becomes more important or less
important in a world where everything is chang-
ing fast and crises are a regular part of organiza-
tional life? Why?

. Assume Southern University decides to: (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?

. Why would an organization want to use an intel-

ligence team? Discuss.
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9. Some people say an organization could never be
“prepared” for a disaster such as the massacre at
Virginia Tech, which left 33 people dead. If so, then

what’s the point of crisis planning?
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10. Come up with a BHAG for some aspect of your
own life. How do you determine whether it makes
sense to pursue a big hairy audacious goal?

MANAGEMENT IN PRACTICE: 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
10 places in the rankings, and the dean wants to
restore the school’s perceived luster. The dean pro-
vided the following list of variables on which the
national ranking is based.

m Written assessment by deans from peer institutions
onascaleof 1to5

m Written assessment by recruiters on a scale of 1 to 5
m Average GPA of incoming students

m Acceptance rate of student applications (a lower
percentage is better)

m Average starting salary of the school’s most recent
graduates

m Percentage of graduates employed on the date of
graduation

m Percentage of graduates employed three months
after graduation

m Average SAT (for the undergraduate program) and
GMAT (for the MBA program) scores for entering
students

The business school has a goal of improving its rank-
ing by 10 places in two years. Brainstorm ideas and
develop a ten-point action plan that will list the steps
the dean can take to achieve this goal. To develop the
plan, think carefully about actions the school might
take to improve its ranking on any or all of the mea-
sured variables listed above.

After writing down your ideas, meet in small groups
of three or four students to share ideas and select the
most helpful action steps that will be part of the action
plan recommended to the business school dean.
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MANAGEMENT IN PRACTICE: ETHICAL DILEMMA

Inspire Learning Corporation

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 hard-working sales rep for
Inspire Learning Corporation, a company intent on
becoming the top educational software provider in five
years. That 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 inno-
vative, 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 Inspire
programs could engage whole classrooms of normally
unmotivated kids; the significant rise in test scores on
those increasingly important standardized tests bore
out her subjective 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 contributed $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
students. 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,
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the more it didn’t quite sit well with her conscience.
Time was running 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 gift.

2. Accept the fact you didn’t quite make your sales
goal this year. Figure out ways to work smarter

PART 3 PLANNING

next year to increase the odds of achieving your
target.

3. Don’t make the donation, but investigate whether
any other ways were available to help Central High
raise the funds that would allow them to purchase
the much-needed educational software.

SOURCE: Based on Shel Horowitz,“Should Mary Buy Her Own Bo-
nus?” Business Ethics (Summer 2005): 34.

CASE FOR CRITICAL ANALYSIS

Nielsen Media Research

David Calhoun left a job he loved as a star execu-
tive at General Electric to step into a mess as CEO
of the A. C. Nielsen Corporation. His immediate
challenge: The media research unit, which is under
heavy fire from television clients such as NBC and
CBS for chronic delays in reporting television rat-
ings. Nielsen held a conference call with major cli-
ents acknowledging the delays and promising to do
better, but the following Monday, the company again
failed to report any ratings at all for the previous
day. Nielson was not delivering data to customers as
promised.

What's the big deal? Calhoun and chief of
research Susan Whiting know that about $70 bil-
lion a year in advertising revenues for the television
industry depends on Nielsen ratings. Viewers might
think TV networks are in the business of providing
entertainment, but management’s primary goal is
providing eyeballs for advertisers. When television
managers and advertisers don’t get timely, accurate
data from Nielsen, they’re shooting in the dark with
decisions about how to allocate resources. Daily meet-
ings at some companies are scheduled based on get-
ting the information from Nielsen when promised.
“There is so much revenue involved over which we
have no quality control,” said Alan Wurtzel, presi-
dent of research for NBC. “We don’t just use this data
for analytical purposes. This is the currency of the
business.”

Calhoun and other top managers are analyz-
ing what went wrong at Nielsen. Originated in 1923
to perform surveys of the production of industrial
equipment, Nielsen became a household name when
it launched its television ratings system in 1950.
More than 60 years later, Nielsen still functions as a
near-monopoly in the ratings business. Yet the com-
pany could be facing a serious threat from cable and
satellite companies that are working on a way to get

set-top boxes to provide real-time TV viewing data to
rival Nielsen’s.

Managers see several factors involved in the
problems at Nielsen, but the biggest one is that the
amount of data the company processes doubled in a
year, overloading computer servers and straining the
company’s human systems. The increase has come
both because of changes in how people are watching
television, such as over the Internet and other digital
devices, and in the amount of information networks
want. As the television business gets cut into thinner
slices, clients need even more precise data to make
good decisions. Nielsen is pursuing a strategy it calls
“Anytime, Anywhere Media Measurement” to stay
relevant and address new competition, but it has to
get its quality problems fixed fast.

Clients understand the strain, but they have little
sympathy. They want to know why Nielsen managers
didn’t anticipate the spike in data demands and plan
accordingly.

Questions

1. Where do you think the problems lie at Nielsen?
For example, are they primarily with the com-
pany’s strategic goals and plans, tactical goals and
plans, or operational goals and plans? With align-
ment of goals and plans?

2. Do you think developing a strategy map would be
a good idea for Nielsen? Why or why not?

3. If you were David Calhoun, what kind of planning
processes might you implement right now to fix
this problem?

SOURCE: Based on Bill Carter,”Nielsen Tells TV Clients It Is Working
on Ending Delays in Ratings,” The New York Times, February 9, 2008;
Richard Siklos,”Made to Measure,” Fortune (March 3, 2008): 68-74;
and Louise Story,“Nielsen Tests Limits of Wider Tracking,” International
Herald Tribune, February 28, 2008.
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Flight 001: Planning and
Goal Setting

“We came up with this concept out of need,” said
Brad John, co-founder of Flight 001. John and fellow
co-founder John Sencion had, until the late 90s, been
working in different aspects of the fashion industry
in New York. Both traveled often between the United
States, Europe, and Japan for work. No matter how
many times they began a trip, they spent the days and
hours before they left racing all over town picking up
last-minute essentials. By the time they got to the air-
port, they were sweaty, stressed, and miserable—not
living the glamorous existence they envisioned when
they got into the fashion industry.

On a 1998 flight from New York to Paris, the
weary travelers came up with an idea for a one-stop
travel shop targeted at fashion-forward globe-trotters
like themselves. Flight 001 sells guidebooks, cos-
metics, laptop bags, luggage, electronics and gad-
gets, passport covers, and other personal consumer
products. Sencion summed up their mission: “We're
trying to bring a little fun and glamour back in to
travel.”

When asked who does the planning at Flight 001,
John automatically replied, “John Sencion.” When
pressed, he admitted that it’s really more of a decen-
tralized approach, with everyone contributing within
his or her area of expertise and experience. At the
top, John focused on financial forecasts, planning for
expansion, and retailing issues. Sencion focused on
new product and design. At the retail level, John also
sought input from store managers to provide a three-
dimensional perspective on his purchasing plans and
sales data.

One of John’s current strategic goals is expan-
sion. The company, now in its tenth year, has
7 stores in the United States and 1 boutique in
Harvey Nichols, an upscale department store in the
United Arab Emirates. It wants to be in every major
city in the United States, Europe, and Asia. In total,
John hopes to open 20 to 30 shops worldwide at a
rate of 5 to 10 per year. Confident in his ability to
open individual stores, his new challenge will be

opening multiple stores simultaneously. Location,
start-up costs, and cash flow are currently the
biggest hurdles. “In retail, as soon as you sign that
lease, money starts going out, so you need to get that
store open quickly,” John said. Managing human
resources plays an important role in getting up to
speed. New stores are staffed with employees from
existing Flight 001 shops to save time and money in
training. Plus, the company reduces its risk by hiring
employees it knows.

Financial planning is another tricky aspect of any
business, especially during economic downturns
when consumers curtail spending and sales fall
short of forecasts. “We had planned to do a certain
amount of business in 2008,” John explained. “But
because of the current economy, we’re falling short
of our sales goals.” As a result, Flight 001 had to cut
unnecessary spending. Until consumer confidence
improves, John will carefully control inventory and
hiring.

Also integral to the strategic plan is a transition
from boutique to brand. The company recently began
work on an exclusive product line designed and man-
ufactured by Flight 001. This goal works to support
its expansion plans as Flight 001 strives to differenti-
ate itself and add value to the brand in a retail space
dominated by larger, one-stop shopping outlets such
as Target and online retailers offering the convenience
of 24/7 shopping.

With all the talk about expansion and new product
lines, it will be increasingly important for Flight 001
to not become distracted from what makes it special
in the first place: location, design, and an impeccable
product line.
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Discussion Questions

1. How was the concept of Flight 001 created?
2. In what ways might the introduction of the Flight
001 brand of products be considered a stretch goal?

3. What external factors might trigger the need for
contingency planning at small specialty retailers
such as Flight 001?
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Inside Man

New York City detective Keith Frazier (Denzel
Washington) leads an effort to remove Dalton Russell
(Clive Owen) and his armed gang from the Manhattan
Trust Bank building. Complexities set in when bank
chairman Arthur Case (Christopher Plummer) seeks
the help of power broker Madeline White (Jodie Foster)

and Bill Mitchell (Chiwetlel Ejiofor) leave the diner

to join Captain Darius. The scene ends after the three
men enter the New York Police Department command
post after Captain Darius says, “Your call.” The film
cuts to Madeline White and Arthur Case walking
along a river.

What to Watch for and Ask Yourself

to prevent the thieves from getting a particular safe

deposit box. This fast-paced action film goes in many ]

directions to reach its unexpected ending.

Planning

This scene starts as Captain John Darius (Willem

Does this scene show strategic or tactical planning?

m What pieces of the planning type does it specifi-
cally show? Give examples from the scene.

m Do you expect this plan to succeed? Why or why

not?

Dafoe) approaches the diner. Detectives Keith Frazier
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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
Competitive Strategies

New Trends in Strategy
Innovation from Within
Strategic Partnerships

Global Strategy
Globalization
Multidomestic Strategy
Transnational Strategy

Strategy Execution

After studying this chapter, you should be able to:

1. Define the components of strategic management and discuss the levels
of strategy.

2. Describe the strategic management process and SWOT analysis.

3. Define corporate-level strategies and explain the BCG matrix,
portfolio, and diversification approaches.

4. Describe Porter’s competitive forces and strategies.

5. Discuss new trends in strategy, including innovation from within and
strategic partnerships.

Chapter Outline

6. Discuss the organizational dimensions used for strategy execution.

Learning Outcomes



Strategy Formulatiol

Implementation

WHAT Is YOUR STRATEGY STRENGTH?"

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 are no right or wrong answers. Respond to each item
as it best describes how you respond to work situations.

1. When keeping records, | tend to
a. Be careful about documentation.

b. Be haphazard about documentation.

2. Iflruna group ora project, |

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.

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.

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.

5. | take pride in developing

a. Ways to overcome a barrier to a solution.

b. New hypotheses about the underlying cause of a
problem.

6. | can best help strategy by encouraging
a. Openness to a wide range of assumptions and ideas.

b. Thoroughness when implementing new ideas.

7. One of my strengths is
a. Commitment to making things work.

b. Commitment to a dream for the future.

8. | am most effective when | emphasize

a. Inventing original solutions.

b. Making practical improvements.

SCORING AND INTERPRETATION: Managers have
differing strengths and capabilities when it comes to for-
mulating and implementing strategy. Here’s how to deter-
mine yours. For Strategic Formulator strength, score one
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 one 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.

Formulator and Implementer are two important ways
new managers bring value to strategic management. New
managers with implementer strengths tend to work within
the situation and improve it by making it more efficient
and reliable. Leaders with the formulator strength push
toward out-of-the-box strategies and like to seek dra-
matic breakthroughs. Both styles are essential to strategic
management. Strategic formulators often use their skills
in creating whole new strategies, and strategic imple-
menters often work with strategic improvements and
implementation.

If the difference between your two scores is two or less,
you have a balanced formulator/implementer style and
work well in both arenas. If the difference is four or five
points, you have a moderately strong style and prob-
ably work best in the area of your strength. And if the
difference is seven or eight 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.

How important is strategic management? It largely determines which organizations
succeed and which ones struggle. How did Best Buy overtake Circuit City as the
player to beat in consumer electronics retailing, or Hewlett-Packard gain an impres-
sive lead over Dell in personal computer sales? A big part of the reason is the strate-
gies managers chose and how effectively they were executed.
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Every company is concerned with strategy. Apple has succeeded in recent years
with a strategy of fierce product innovation. In one year alone, three major new
products—the iPhone, iPod Touch, and Leopard OS—led to triple-digit revenue
growth for the once-struggling maker of computers.? McDonald’s devised a new
strategy of downsizing its menu items and adding healthier products in response
to changes in the environment. Super-sized french fries and soft drinks were elimi-
nated in favor of fresh salads and low-fat items to counter public accusations that
McDonald’s was responsible for Americans’ growing waistlines. Now the fast-
food icon is expanding to include specialty coffee drinks and smoothies to try to
lure more teenagers and young adults.® Strategic blunders can hurt a company.
For example, Kodak stumbled by failing to plan for the rapid rise of digital pho-
tography, assuming sales of film and paper would stay strong for years to come.
Between 2001 and 2005, Kodak’s earnings dropped about 60 percent as interest in
film photography tanked.*

Managers at McDonald’s, Kodak, and Apple are all involved in strategic man-
agement. They are finding ways to respond to competitors, cope with difficult envi-
ronmental changes, meet changing customer needs, and effectively use available
resources. Strategic management has taken on greater importance in today’s envi-
ronment because managers are responsible for positioning their organizations for
success in a world that is constantly changing.

Chapter 6 provided an overview of the types of goals and plans that organizations
use. In this chapter, we will explore strategic management, 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 and business levels. Finally, we discuss the tools 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
environment, and consider how they fit together. Strategic thinking is important for
both businesses and nonprofit organizations. In for-profit firms, strategic planning
typically pertains to competitive actions in the marketplace. In nonprofit organiza-
tions such as the 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.” Most managers are aware of the importance of
strategic planning, as evidenced by a McKinsey Quarterly survey. Fifty-one percent of
responding executives whose companies had no formal strategic planning process
said 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.® CEOs at
successful companies make strategic thinking and planning a top management pri-
ority. For an organization to succeed, the CEO must be actively involved in making
the tough choices and trade-offs that define and support strategy.” However, senior
executives at today’s leading companies want middle- and low-level managers to
think strategically as well. Understanding the strategy concept and the levels of strat-
egy is an important start toward strategic thinking.

Complete the New Manager Self-Test on page 187 to get some idea about your
strategic thinking ability. As a new manager, practice thinking strategically by studying
your department’s or your organization’s environment, market, and competitors. Think
about what the long-term future might hold and how you think the company can best
be positioned to stay competitive.
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New ManagerSelf-Test,

Your Approach to
Studying, Part 2

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.

Mostly Mostly
True False

1. One way or another, |
manage to obtain what-
ever books and materials
I need for studying.

2. | make sure | find study
conditions that let me

do my work easily.

3. | put effort into mak-
ing sure | 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. 1 know what | want to
get out of this course,
and | am determined to
achieve it.

6. When | am working on a
new topic, | try to see in
my mind how the ideas

fit together.

7. ltis important to me to
follow the argument and
see the reasoning behind
something.

8. llook at the evidence
carefully and then try to
reach my own conclu-
sions about things | am

studying.
9. When | am reading, |

think how the ideas fit in
with previous material.

187

SCORING AND INTERPRETATION: The items
above 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
implementing 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 sug-
gests a strategic approach to studying that will
likely translate into strategic management ability
as a new manager.

SOURCE: 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).
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strategic management The
set of decisions and actions
used to formulate and imple-
ment strategies that will provide
a competitively superior fit
between the organization and
its environment so as to achieve
organizational goals.

strategy The plan of action
that prescribes resource alloca-
tion and other activities for
dealing with the environment,
achieving a competitive advan-
tage, and attaining organiza-
tional goals.

competitive advantage
What sets the organization
apart from others and provides
it with a distinctive edge in the
marketplace.

core competence A business
activity that an organization
does particularly well in
comparison to competitors.

Concept C)d""/"‘m""’ 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 twenty 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
new HDT M1030M1 motorcycle is designed for diesel service, so Hayes readily won the

contract.

PART 3 PLANNING

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.® 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 customers? What products or services should we
offer, and how can we offer them most efficiently? What does the future hold for
our industry, and how can we change the rules of the game? Answers to these ques-
tions help managers make choices about how to position their organizations in the
environment with respect to rival companies.’ Superior organizational performance
is not a matter of luck. It is determined by the choices that managers make.

Purpose of Strategy

The first step in strategic management s 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 others 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.'
Managers make decisions about whether the company will perform different activi-
ties or will execute similar activities differently than its rivals do. Strategy necessarily
changes over time to fit environmental conditions, but to remain competitive, compa-
nies develop strategies that focus on core competencies, develop synergy, and create
value for customers.

Exploit Core Competence Acompany’s
core competence is something the organi-
zation does especially well in comparison
to its competitors. A core competence repre-
sents a competitive advantage because the
company acquires expertise that competi-
tors do not have. A core competence may be
in the area of superior research and devel-
opment, expert technological know-how,
process efficiency, or exceptional customer
service."" At VF, a large apparel company
that owns Vanity Fair, Nautica, Wrangler,
and The North Face, strategy focuses on
the company’s core competencies of opera-
tional efficiency and merchandising know-
how. When VF bought The North Face, for
example, its distribution systems were so
poor that stores were getting ski apparel
at the end of winter and camping gear at
the end of summer. The company’s oper-
ating profit margin was minus 35 percent.
Managers at VF revamped The North
Face’s sourcing, distribution, and finan-
cial systems and within five years dou-
bled sales to $500 million and improved
profit margins to a healthy 13 percent.”

COURTESY OF HAYES DIVERSIFIED TECHNOLOGIES



CHAPTER 7 STRATEGY FORMULATION AND |IMPLEMENTATION

Gaylord Hotels, which has large hotel and conference centers in sev-
eral states as well as the Opryland complex near Nashville, Tennessee,
thrives based on a strategy of superior service for large group meetings."
Robinson Helicopter succeeds through superior technological know-how
for building small, two-seater helicopters used for everything from police
patrols in Los Angeles to herding cattle in Australia."* In each case, lead-
ers identified 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 the sum of the parts acting alone, synergy occurs.
The organization may attain a special advantage with respect to cost, mar-
ket power, technology, or management skill. When properly managed,
synergy can create additional value with existing resources, providing a
big boost to the bottom line."> Synergy was the motivation for Pepsi to buy
Frito-Lay for instance, and for News Corp. to buy MySpace.

Synergy can also be obtained by good relationships between orga-
nizations. For example, the Disney Channel invites magazines such as
J-14, Twist, and Popstar to visit the set of shows like “Hannah Montana”
and “High School Musical,” gives reporters access for interviews and
photo shoots, and provides brief videos for the magazines to post on
their Web sites. The synergy keeps preteen interest booming for both the
television shows and the magazines.'®

Deliver Value Delivering value to the customer is at the heart of strat-
egy. 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. To compete with the

© ASHLEY TWIGGS/THE CHRISTIAN SCIENCE MONITOR/GETTY IMAGES
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Concept Covinection  Rather than

trying to be all things to all pizza lovers, Upper
Crust Pizza founder Jordan Tobins aims to

grow by doing one thing better than anyone
else. That one thing is his Neopolitan-style
pizza, prepared here by Antonio Carlos Filho.
The Boston-area pizza chain has succeeded
with a business-level strategy of focusing

on high quality in a limited product line. As
Upper Crust fan and former General Electric
CEO Jack Welch enthused, “You could faint
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just describing the flavor of the sauce, and the

rising clout of satellite television, for example, cable companies such as
crust puts you over the edge.”

Time-Warner Cable and Comcast are offering value packages that offer a
combination of basic cable, digital premium channels, video on demand,
high-speed Internet, and digital phone service for a reduced cost.

Consider how Save-A-Lot has grown into one of the most successful grocery
chains in the United States with a strategy based on exploiting core competencies,
building synergy, and providing value to customers.

synergy The condition that
exists when the organization’s
parts interact to produce a joint
effect that is greater than the
sum of the parts acting alone.

When most supermarket executives look at the inner city, they see peeling paint, low-income Save-A-Lot
customers, rampant crime, and low profits. Save-A-Lot looks at the inner city and sees
opportunity. Save-A-Lot was started in the late 1970s, when Bill Moran noticed that low-
income and rural areas were poorly served by large supermarkets. Moran began opening
small stores in low-rent areas and stocking them with a limited number of low-priced sta-
ples. Moran hand-wrote price signs and built crude shelves out of particle board. He made
his own labels from low-quality paper, which suppliers then slapped on generic products.

Save-A-Lot has thrived ever since by using its core competency of cost efficiency, which
enables the stores to sell goods at prices 40 percent lower than major supermarkets. Unlike
the typical supermarket, which is about 45,000 square feet, Save-A-Lot stores use a compact
16,000-square-foot no-frills format, targets areas with dirt-cheap rent, and courts house-
holds earning less than $35,000 a year. Save-A-Lot stores don’t have bakeries, pharmacies, or
grocery baggers. Labor costs are kept ultra low. For example, whereas most grocery managers
want employees to keep displays well-stocked and tidy, Save-A-Lot managers tell people to let
the displays sell down before restocking.

Save-A-Lot has obtained synergy by developing good relationships with a few core suppli-
ers. Most supermarkets charge manufacturers slotting fees to put their products on shelves,
but not Save-A-Lot. In addition, the company doesn’t ask suppliers to take back damaged
goods. It just sticks up a hand-written “Oops” sign and marks prices even lower. Customers
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corporate-level strategy
The level of strategy concerned
with the question“What busi-
ness are we in?” Pertains to the
organization as a whole and the
combination of business units
and product lines that make

it up.

business-level strategy The
level of strategy concerned
with the question“How do

we compete?” Pertains to each
business unit or product line
within the organization.

EXHIBIT

PART 3 PLANNING

love it. Now, even branded food makers want a slice of the Save-A-Lot pie. Procter & Gamble,
for example, developed a low-priced version of Folgers, and the chain also sells low-priced
brands of cheese from Kraft and cereal from General Mills."”

As a new manager, can you identify the core competence of your team or department

and identify ways that it can contribute to the overall organization’s strategy? Who

are your team’s or department’s customers, and how can you deliver value?

Levels of Strategy

Another aspect of strategic management concerns the organizational level to which
strategic issues apply. Strategic managers normally think in terms of three levels of
strategy, as illustrated in Exhibit 7.1."%

What Business Are We In? This is the question managers address when they con-
sider corporate-level strategy. Corporate-level strategy pertains to the organiza-
tion as a whole and the combination of business units and product lines that make
up the corporate entity. Strategic actions at this level usually relate to the acqui-
sition of new businesses; additions or divestments of business units, plants, or
product lines; and joint ventures with other corporations in new areas. An exam-
ple of corporate-level strategy is Brunswick, which was once associated primar-
ily with billiard tables and bowling gear. CEO George Buckley is transforming
Brunswick into the “Toyota of boating” by selling off unprofitable businesses and
buying companies such as Sea Pro, Hatteras, and Princecraft to give Brunswick a
slice of every boating niche."”

How Do We Compete? Business-level strategy pertains to each business unit
or product line. Strategic decisions at this level concern amount of advertising,
direction and extent of research and development, product changes, new-product
development, equipment and facilities, and expansion or contraction of product
and service lines. Many companies have opened e-commerce units as a part of
business-level strategy. For example, NutriSystem Inc. was bankrupt a decade
ago, but managers reinvented the company as an Internet distributor, shipping
customers a month’s worth of shelf-stable diet food. People can track their prog-
ress online and get virtual counseling when they need a boost. The Internet strat-
egy and a new approach to advertising pushed sales from just $27 million in 2002
to more than $775 million in 2007.%

7.1 Three Levels of Strategy in Organizations

Corporate-Level Strategy: What business are we in?

Corporation

Business-Level Strategy: How do we compete?

Consumer Biotechnology

Unit

Products Unit

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

T T T

SOURCES: Milton Leontiades, Strategies for Diversification and Change (Boston: Little, Brown, 1980): 63; and Dan E. Schendel and Charles W. Hofer, eds., Strategic
Management: A New View of Business Policy and Planning (Boston: Little, Brown, 1979): 11-14.



CHAPTER 7 STRATEGY FORMULATION AND |IMPLEMENTATION

Go to the ethical dilemma on page 207 that pertains to business- and functional-
level strategy.

» How Do We Support the Business-Level Strategy? Functional-level strategy per-
tains to the major functional departments within the business unit. Functional strate-
gies involve all of the major functions, including finance, research and development,
marketing, and manufacturing. The functional-level strategy for NutriSystem’s mar-
keting department, for example, is to feature real-life customers in direct-response
print and television ads that steer dieters to the company’s Web site.

THE STRATEGIC MANAGEMENT PROCESS

The overall strategic management process is illustrated in Exhibit 7.2. It begins when
executives evaluate their current position with respect to mission, goals, and strate-
gies. They then scan the organization’s internal and external environments and identify
strategic factors that might require change. Internal or external events might indicate a
need to redefine the mission or goals or to formulate a new strategy at either the corpo-
rate, business, or functional level. The final stage in the strategic management process
is implementation of the new strategy.

Strategy Formulation Versus Execution

Strategy formulation includes the planning and decision making that lead to the
establishment of the firm’s goals and the development of a specific strategic plan.”
Strategy formulation may include assessing the external environment and internal
problems and 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 accomplishing strategic results.?? Strategy execution is the adminis-
tration and implementation of the strategic plan. Managers may use persuasion, new
equipment, changes in organization structure, or a revised reward system to ensure
that employees and resources are used to make formulated strategy a reality.

EXHIBIT

7.2 The Strategic Management Process
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functional-level strategy
The level of strategy concerned
with the question“How do

we support the business-

level strategy?” Pertains to all
of the organization’s major
departments.

strategy formulation The
stage of strategic management
that involves the planning
and decision making that lead
to the establishment of the
organization’s goals and of a
specific strategic plan.

strategy execution The stage
of strategic management that
involves the use of managerial
and organizational tools

to direct resources toward
achieving strategic outcomes.

Identify Strategic

Fagtors:

u Opportunities
u Threats

-]

Evaluate Current:
= Mission

= Goals

= Strategies

ldentify Strategic
Factors:
= Strengths

Y

Implement Strategy
via Changes in:

= Leadership/culture
= Structure

= Human resources
= Information and
control systems

u Weaknesses
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SWOT analysis Analysis of
the strengths, weaknesses,
opportunities, and threats
(SWOT) that affect organizational
performance

7.3

Checklist for Analyzing
Organizational Strengths
and Weaknesses

PART 3 PLANNING

SWOT Analysis

Formulating strategy often begins with an assessment of the internal and exter-
nal factors that will affect the organization’s competitive situation. SWOT analysis
includes a search for strengths, weaknesses, opportunities, and threats that affect
organizational performance. External information about opportunities and threats
may be obtained from a variety of sources, including customers, government
reports, professional journals, suppliers, bankers, friends in other organizations,
consultants, or association meetings. Many firms hire special scanning organiza-
tions to provide them with newspaper clippings, Internet research, and analyses
of relevant domestic and global trends. In addition, many companies are hiring
competitive intelligence professionals to scope out competitors, as we discussed in
Chapter 3, and using intelligence teams, as described in Chapter 6.

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. Managers spend 80 percent of their
time giving and receiving information. Through frequent face-to-face discussions and
meetings with people at all levels of the hierarchy, executives build an understanding
of the company’s internal strengths and weaknesses.

Go to the experiential exercise on pages 206-207 that pertains to strategy formulation
and strategy execution. 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.

Internal Strengths and Weaknesses Strengths are positive internal char-
acteristics that the organization can exploit to achieve its strategic performance
goals. Weaknesses are internal characteristics that might inhibit or restrict the orga-
nization’s performance. Some examples of what executives evaluate to interpret
strengths and weaknesses are given in Exhibit 7.3. The information sought typi-
cally pertains to specific functions such as marketing, finance, production, and
R&D. Internal analysis also examines overall organization structure, management
competence and quality, and human resource characteristics. Based on their under-
standing of these areas, managers can determine their strengths or weaknesses
compared with other companies.

Management and

Organization Marketing Human Resources
Management quality Distribution channels Employee experience, education
Staff quality Market share Union status
Degree of centralization Advertising efficiency Turnover, absenteeism
Organization charts Customer satisfaction Work satisfaction
Planning, information, Product quality Grievances

control systems Service reputation

Sales force turnover

Research and

Finance Production Development

Profit margin Plant location 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
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External Opportunities and Threats Threats are
characteristics of the external environment that may pre-
vent the organization from achieving its strategic goals.
Opportunities are characteristics of the external environ-
ment that have the potential to help the organization
achieve or exceed its strategic goals. Executives evaluate
the external environment with information about the ten
sectors described in Chapter 3. The task environment sec-
tors are the most relevant to strategic behavior and include
the behavior of competitors, customers, suppliers, and the
labor supply. The general environment contains those sec-
tors that have an indirect influence on the organization but
nevertheless must be understood and incorporated into
strategic behavior. The general environment includes tech- P
nological developments, the economy, legal-political and ~ Concept Cowmnection  The effects of this oil fire in Iraq were
international events, natural resources, and sociocultural felt thousands of miles away—in the executive suites at companies
changes. Additional areas that l’l’llght reveal opportunities such as-Unit'ed Airlines, US Airways, aﬁd Delta in the United States.
) R R The major air carriers, already struggling, were devastated when the
or threats include pressure groups, interest groups, credi- price of fuel spiked in the spring and summer of 2008. Uncertainty
tors, and potentially competitive industries. about oil costs and supplies is a significant external threat to the
Social networking company Facebook, which was at nation’s airlines. Other threats include stiff competition from low-
first a site for college students, provides an example of ~ costcarriers and the lingering fear of terrorism.
how managers can use SWOT analysis in formulating an
appropriate strategy.

© ATEF HASSAN/CORBIS

MySpace is still in the lead in online social networking, but Facebook is getting all the atten- Facebook Inc.
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tion. The startup grew rapidly in the first four years after 23-year-old Mark Zuckerberg
founded it while still a student at Harvard University. To keep Facebook growing, the young

CEO made some strategic decisions that can be understood by looking at the company’s
strengths, weaknesses, opportunities, and threats.

Facebook’s strengths include technological know-how and an aggressive and innovative
culture. In addition, Facebook has a major partnership with Microsoft, which has invested
$240 million, brokers banner ads for the company, and is developing tools that make it
easy to create links between Windows applications and Facebook’s network. Since Face-
book expanded beyond students, membership has boomed, and Facebook is preferred over
MySpace by older users and the Silicon Valley tech set. Work networks on Facebook are
exploding. The primary weakness is a lack of management expertise to help the company meet
the challenges of growing up.

The biggest threat to the company is that Facebook is still spending more cash than it
is bringing in. In addition, Zuckerberg is gaining a reputation in the industry as an arrogant
and standoffish manager, which could hurt Facebook’s chances of successful partnerships.
Opportunities abound to expand the company’s operations internationally and to take advan-
tage of Facebook’s popularity to introduce features that can command higher Web advertis-
ing rates and bring in more revenue.

What does SWOT analysis suggest for Facebook? Zuckerberg is trying to capitalize on
Facebook’s popularity by making it a place for companies to provide services to members.
For example, Prosper.com developed a Facebook application for its service that allows mem-
bers to lend one another money at negotiated interest rates. Non-Internet companies such
as Red Bull have also developed Facebook applications to reach Facebook’s vast customer
base. Companies that put applications on the Facebook Web site can experience a sort of
viral popularity as word spreads among millions of members.

To implement the strategy, Zuckerberg is bringing in executives with more strategy experi-
ence than himself, such as Chamath Palihapitiya, a former AOL manager, as vice president
of product marketing, and Sheryl Sandberg, formerly of Google, as chief operating officer.
These managers have the traditional skills Facebook needs to execute the new strategy both
in the United States and internationally.?

It’s too soon to tell if Facebook’s strategy is working.?* Zuckerberg is continuing
his efforts to build a more seasoned executive team to keep growing and avoid dam-
aging mistakes as Facebook pursues its strategy.
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strategic business unit
(SBU) A division of the
organization that has a unique
business mission, product
line, competitors, and markets
relative to other SBUs in the
same corporation.

portfolio strategy The
organization’s mix of strategic
business units and product lines
that fit together in such a way
as to provide the corporation
with synergy and competitive
advantage.

BCG matrix A concept devel-
oped by the Boston Consulting
Group that evaluates strategic
business units with respect to
the dimensions of business
growth rate and market share.

EXHIBIT | 7.4

The BCG Matrix
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FORMULATING CORPORATE-LEVEL STRATEGY
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 busi-
ness mission, product line, competitors, and markets relative to other SBUs in the
corporation.” Executives in charge of the entire corporation generally define an over-
all strategy and then bring together a portfolio of strategic business units to carry it
out. 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. Managers don’t like to become too dependent on one business. For
example, at United Technologies Corporation (UTC), the aerospace-related business
units have been struggling through one of the worst slumps in history. However,
UTC’s Otis Elevator division is keeping the corporation’s sales and profits strong.
Otis has a commanding share of the worldwide market for new elevators and escala-
tors. In addition, the unit provides a steady revenue stream from elevator mainte-
nance, repair, and upgrade. The elevators in the Waldorf-Astoria, for example, were
installed in 1931 and have been steadily upgraded by Otis ever since.?* One useful
way to think about portfolio strategy is the BCG matrix.

The BCG Matrix

The BCG (for Boston Consulting Group) matrix is illustrated in Exhibit 7.4. The
BCG matrix organizes businesses along two dimensions—business growth rate and
market share.” 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 competitors. The combinations of high and low market share and high and low
business growth provide four categories for a corporate portfolio.

High Market Share Low
High

Stars Question Marks

Rapid growth and New ventures. Risky—a few

expansion. become stars, others are

divested.
o * o ]
O

Business o
frawis Cash Cows Dogs

Rate Milk to finance question

marks and stars.

No investment. Keep if
some profit. Consider

divestment.

Low
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The star has a large market share in a rapidly growing industry. The star is impor-
tant because it has additional growth potential, and profits should be plowed into this
business as investment 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
market 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 7.4 represent the business portfolio for a hypothetical corpora-
tion. Circle size represents the relative size of each business in the company’s portfolio.
Most large organizations, such as General Electric (GE), have businesses in more than
one quadrant, thereby representing different market shares and growth rates.

Since he took over as General Electric’s CEO, Jeff Immelt has been reshuffling the corpora-
tion’s mix of businesses in a way that he believes will better position GE for the long term. GE
is investing heavily in its stars and question marks to ensure that its portfolio will continue to
include cash cows in a future that might be very different from today’s world.

The most famous cash cows in General Electric’s portfolio are the appliance division and
lighting, which hold a large share of a stable market and account for a big portion of sales
and profits. The GE Security division has star status, and GE is pumping money into devel-
opment of new products for hot areas such as fire safety, industrial security, and homeland
security. GE Healthcare is also a star, and managers are investing research dollars to become
a leader in the growing business of biosciences and personalized medicine. Some products
under development might not hit the marketplace for a decade but hold the promise of huge
returns.

GE’s renewable energy business is still a question mark. The company moved into wind
and solar power and biogas with acquisitions such as Enron Wind. Managers hope the divi-
sion can become a star, but the potential demand for renewable energy is uncertain at this
point.

GE’s consumer finance division is also a question mark. Top executives are currently over-
hauling the brand image of consumer finance to see whether it will revive the division enough
to keep it in the portfolio. If they decide the division is a dog, GE will sell it off as they did the
less profitable and slow-growing insurance business.?®

Diversification Strategy

The strategy of moving into new lines of business, as GE did by getting into health-
care, finance, and alternative forms of energy, is called diversification. Other exam-
ples of diversification include Apple’s entry into the mobile phone business with
the iPhone, the move by News Corporation into online social networking with the
acquisition of MySpace, and Nestlé’s entry into the pet food business with the pur-
chase of Ralston.

The purpose of diversificationis toexpand the firm’s business operations to produce
newkindsofvaluableproductsandservices. Whenthenewbusinessisrelated tothecom-
pany’sexistingbusinessactivities, theorganizationisimplementing astrategyofrelated
diversification. For example, GE’s move into renewable energy and Nestlé’s move into
petfoods are linked to these firms’ existing energy and nutrition businesses. Unrelated
diversification occurs when an organization expands into a totally new line of
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General Electric

diversification A strategy
of moving into new lines of
business.

related diversification
Moving into a new business
that is related to the company’s
existing business activities.

unrelated diversification
Expanding into a totally new
line of business.
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vertical integration Expand-
ing into businesses that either
produce the supplies needed to
make products or that distrib-
ute and sell those products.
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business, such as GE’s entry into consumer finance or food company Sara Lee’s move
into the intimate apparel business. With unrelated diversification, the company’s
lines of business aren’t logically associated with one another; therefore, it can be dif-
ficult to make the strategy successful. Most companies are giving up on unrelated
diversification strategies, selling off unrelated businesses to focus on core areas.

A firm’s managers may also pursue diversification opportunities to create value
through a strategy of vertical integration. Vertical integration means the company
expands into businesses that either produce the supplies needed to make products
or that distribute and sell those products to customers. For example, E & ] Gallo
Winery started a new business to make its own wine bottles rather than buying them
from a supplier.” Gallo could make bottles more cheaply than it could buy them,
enabling managers to reduce costs. In addition, the new division enabled the com-
pany to distinguish its wines with unique bottle shapes. An example of diversify-
ing to distribute products comes from Apple, which opened retail stores to increase
visibility and sell its innovative products to customers. The strategy was a big suc-
cess. Customers can try the products before they buy and get free help on how to
use Macintosh computers, iPods and iPhones, Apple software, and accessories like
digital cameras. *

FORMULATING BUSINESS-LEVEL STRATEGY

Now we turn to strategy formulation within the strategic business unit, in which the
concern is how to compete. A popular and effective model for formulating strategy
is Porter’s competitive forces and strategies. Michael E. Porter studied a number of
business organizations and proposed that business-level strategies are the result of
five competitive forces in the company’s environment.* More recently, Porter exam-
ined the impact of the Internet on business-level strategy.”> New Web-based technol-
ogy is influencing industries in both positive and negative ways, and understanding
this impact is essential for managers to accurately analyze their competitive environ-
ments and design appropriate strategic actions.

Porter’s Five Competitive Forces

Exhibit 7.5 illustrates the competitive forces that exist in a company’s environment
and indicates some ways Internet technology is affecting each area. These forces help
determine a company’s position vis-a-vis competitors in the industry environment.

1. Potential new entrants. Capital requirements and economies of scale are exam-
ples 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 special-
ized 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 organiza-
tional elements as an established sales force, physical assets such as buildings and
machinery, or access to existing supplier and sales channels.

2. Bargaining power of buyers. Informed customers become empowered customers.
The Internet provides easy access to a wide array of information about products,
services, and competitors, thereby greatly increasing the bargaining power of
end consumers. For example, a customer shopping for a car can gather exten-
sive information about various options, such as wholesale prices for new cars or
average value for used vehicles, detailed 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 availabil-
ity of substitute suppliers are significant factors in determining supplier power.
The sole supplier 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



CHAPTER 7 STRATEGY FORMULATION AND |IMPLEMENTATION 197

EXHIBIT | 7.5 Porter’s Five Forces Affecting Industry Competition

¢ Internet reduces
barriers to entry

* Internet blurs differences
among competitors

Threat of
Substitute

Bargaining
Power of

Products Buyers

* |Internet creates new
substitution threats

= Internet shifts greater
power to end consumers
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Bargaining
Power of

Suppliers

* Internet tends to increase
bargaining power of suppliers

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.

and negative. That is, procurement over the Web tends to give a company greater
power over suppliers, but the Web also gives suppliers access to a greater number
of customers, as well as the ability to reach end users. Overall, the Internet tends
to raise the bargaining power of suppliers.

4. Threat of substitute products. The power of alternatives and substitutes for a com-
pany’s product may be affected by changes in cost or in trends such as increased
health consciousness that will deflect buyer loyalty. Companies in the sugar
industry suffered from the growth of sugar substitutes; manufacturers of aero-
sol 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 7.5, rivalry among competi-
tors is influenced by the preceding four forces, as well as by cost and product
differentiation. With the leveling force of the Internet and information technol-
ogy, 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. Nintendo and Sony are fight-
ing for control of the video game console industry, Netflix and Blockbuster are
competing for the mail order movie rental business, and Pepsi and Coke are still
battling it out in the cola wars.
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differentiation A type of
competitive strategy with
which the organization seeks
to distinguish its products

or services from that of
competitors.

cost leadership A type of
competitive strategy with which
the organization aggressively
seeks efficient facilities, cuts
costs, and employs tight cost
controls to be more efficient
than competitors.

7.6

Organizational
Characteristics of Porter’s
Competitive Strategies
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As a new manager, examine the competitive forces that are affecting your organization.

What can you do as a lower-level manager to help the firm find or keep its competitive

edge through a differentiation, cost-leadership, or focus strategy?

Competitive Strategies

In finding its competitive edge within these five forces, Porter suggests that a com-
pany can adopt one of three strategies: differentiation, cost leadership, or focus. The
organizational characteristics typically associated with each strategy are summarized
in Exhibit 7.6.

Differentiation. The differentiation strategy 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 motor-
cycles, Snapper lawn equipment, and Gore-Tex fabrics, all of which are perceived
as distinctive in their markets. Service companies such as Starbucks, Whole Foods
Market, and IKEA also use a differentiation strategy.

A differentiation strategy can reduce rivalry with competitors if buyers are
loyal to a company’s brand. Successful differentiation can also reduce the bar-
gaining power of large buyers because other products are less attractive, which
also helps the firm fight off threats of substitute products. In addition, differen-
tiation erects entry barriers in the form of customer loyalty that a new entrant
into the market would have difficulty overcoming.

Cost leadership. With a cost leadership strategy, the organization aggressively
seeks efficient facilities, pursues cost reductions, and uses tight cost controls to
produce products more efficiently than competitors. A low-cost position means
that the company can undercut competitors” prices and still offer comparable
quality and earn a reasonable profit. For example, Comfort Inn and Motel 6 are
low-priced alternatives to Four Seasons or Marriott.

Strategy

Organizational Characteristics

Differentiation Acts in a flexible, loosely knit way, with strong coordination among departments
Strong capability in basic rewards

Creative flair, thinks “out of the box”

Strong marketing abilities

Rewards employee innovation

Corporate reputation for quality or technological leadership

Cost Leadership Strong central authority; tight cost controls
Maintains standard operating procedures
Easy-to-use manufacturing technologies

Highly efficient procurement and distribution systems
Close supervision, finite employee empowerment

Focus Frequent, detailed control reports

May use combination of above policies directed at particular strategic target
Values and rewards flexibility and customer intimacy

Measures cost of providing service and maintaining customer loyalty

Pushes empowerment to employees with customer contact

SOURCES: Based on Michael E. Porter, Competitive Strategy: Techniques for Analyzing Industries and Competitors (New York: The 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), p. 100-113.
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Being a low-cost producer provides a successful
strategy to defend against the five competitive forces
in Exhibit 7.5. The most efficient, low-cost company
is in the best position to succeed in a price war while
still making a profit. Likewise, the low-cost producer
is protected from powerful customers and suppli-
ers, because customers cannot find lower prices
elsewhere, and other buyers would have less slack
for price negotiation with suppliers. If substitute
products or potential new entrants occur, the low-
cost producer is better positioned than higher-cost
rivals to prevent loss of market share. The low price
acts as a barrier against new entrants and substitute
products.®

= Focus. With a focus strategy, the organization concen-
trates on a specific regional market or buyer group.
The company will use either a differentiation or cost
leadership approach, but only for a narrow target mar-
ket. Save-A-Lot, described earlier, uses a focused cost
leadership strategy, putting stores in low-income areas.
Edward Jones Investments, a St. Louis-based brokerage
house, uses a focused differentiation strategy, building
its business in rural and small town America and pro-
viding clients with conservative, long-term investment
advice. Management scholar and consultant Peter
Drucker once said the safety-first orientation means
Edward Jones delivers a product “that no Wall Street
house has ever sold before: peace of mind.”*

Managers should think carefully about which strat-
egy will provide their company with its competitive
advantage. Gibson Guitar Corporation, famous in the
music world for its innovative, high-quality products,
found that switching to a low-cost strategy to compete
against Japanese rivals such as Yamaha and Ibanez actu-
ally hurt the company. When managers realized people
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LET'S SHOW THE WORLD WHAT MAKES US DIFFERENT.
Let’s give our handling a name. Let’s call it go-kart-like. Let's call it hairpin-ready.
Let's call it turndiculous. Let's call it “whiptastic! Let's trademark it pronto.
Let's stick it on the boot. Let's whip it. Let's whip it good. LET'S MOTOR™
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Concept Csvnection The MINDs trademarked

term “Whiptastic Handling” is one of the ways the company
distinguishes itself in the automobile industry. MINI, a division
of BMW of North America, is thriving with its differentiation
strategy. The company trademarked the Whiptastic name to
emphasize that driving a MINI Cooper is unlike anything else.
Customers seem to agree; sales are zooming.

wanted Gibson products because of their reputation, not their price, they went
back to a differentiation strategy and invested in new technology and market-
ing.* 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.*

NEw TRENDS IN STRATEGY

Organizations have beenina merger and acquisition frenzy inrecent years. J. P. Morgan
Chase and Bank One merged, AT&T bought Cingular Wireless, and Disney merged
with ABC. Some companies still seek to gain or keep a competitive edge by acquiring
new capabilities via mergers and acquisitions. Yet today, a decided shift has occurred

toward enhancing the organization’s existing capabilities as the primary means of
growing and innovating. Another current trend is using strategic partnerships as an

alternative to mergers and acquisitions.

focus A type of competitive
strategy that emphasizes
concentration on a specific
regional market or buyer group.
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Concept (Cowvnectiomr The technology company iRobot is
best known for the Roomba—a pet-like robotic vacuum, shown here
with a live flesh-and-blood pet. But iRobot also fulfils a more serious
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Innovation from Within

The strategic approach referred to as dynamic capabilities
means that managers focus on leveraging and developing
more from the firm'’s existing assets, capabilities, and core
competencies in a way that will provide a sustained com-
petitive advantage.”” Learning, reallocation of existing
assets, and internal innovation are the route to address-
ing new challenges in the competitive environment and
meeting new customer needs. For example, General Elec-
tric, as described earlier, has acquired a number of other
companies to enter a variety of diverse businesses. Yet
today, the emphasis at GE is not on making deals but
rather on stimulating and supporting internal innova-
tion. Instead of spending billions to buy new businesses,
CEO Jeff Immelt is investing in internal “Imagination
Breakthrough” projects that will take GE into internally
developed new lines of business, new geographic areas,
or a new customer base. The idea is that getting growth
out of existing businesses is cheaper and more effective
than trying to buy it from outside.®®

Another example of dynamic capabilities is IBM,
which many analysts had written off as a has-been in the
early 1990s. Since then, new top managers have steered
the company through a remarkable transformation by
capitalizing on IBM’s core competence of expert technol-
ogy by learning new ways to apply it to meet changing
customer needs. By leveraging existing capabilities to
provide solutions to major customer problems rather than

COURTESY OF IROBOT

purpose of providing military robots that perform dangerous jobs such just selling hardware, IBM has moved into businesses as
as clearing caves and sniffing out bombs. The company’s dynamic diverse as life sciences, banking, and automotive.¥
capabilities approach included sending an engineer to Afghanistan for

field testing and learning. For its consumer products, iRobot primarily

uses internal interdisciplinary teams to incubate ideas. But partnerships
feed iRobot’s innovation machine, as well, such as when the company
partnered with an explosives-sensor company to develop its bomb-

sniffing bot.

dynamic capabilities
Leveraging and developing
more from the firm’s existing
assets, capabilities, and core
competencies in a way that will
provide a sustained competitive
advantage.

Strategic Partnerships

Internal innovation doesn’t mean companies always go
it alone, however. Collaboration with other organiza-
tions, sometimes even with competitors, is an important part of how today’s suc-
cessful companies enter new areas of business. Consider Procter & Gamble (P&G)
and Clorox. The companies are fierce rivals in cleaning products and water purifi-
cation, but both profited by collaborating on a new plastic wrap. P&G researchers
invented a wrap that seals tightly only where it is pressed, but P&G didn’t have a
plastic wrap category. Managers negotiated a strategic partnership with Clorox to
market the wrap under the well-established Glad brand name, and Glad Press &
Seal became one of the company’s most popular products.*

The Internet is both driving and supporting the move toward partnership thinking.
The ability to rapidly and smoothly conduct transactions, communicate information,
exchange ideas, and collaborate on complex projects via the Internet means that compa-
nies such as Citigroup, Dow Chemical, and Herman Miller have been able to enter entirely
new businesses by partnering in business areas that were previously unimaginable.*!

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.
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Yet managers face a strategic dilemma between the need for
global integration and national responsiveness.

The various global strategies are shown in Exhibit 7.7.
Recall from Chapter 4 that 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 local responsiveness or global integration.
Organizations that pursue further international expansion
must decide whether they want each global affiliate to act
autonomously or whether activities should be standardized
and centralized across countries. This choice leads manag-
ers to select a basic strategy alternative such as globalization
versus multidomestic strategy. Some corporations may seek
to achieve both global integration and national responsive-
ness by using a transnational strategy.

Globalization

When an organization chooses a strategy of globalization, it means that prod-
uct 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 every-
where want to buy the same products and live the same way. People everywhere
want to drink Coca-Cola and eat McDonald’s hamburgers.® A globalization
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Concept Covinection AT&T is the exclusive service
provider for the iPhone. This strategic partnership with Apple
provided AT&T with new, younger customers and a hipper image.
AT&T CEO Randall Stephenson, here with his iPhone, struck the
deal to provide growth in the wireless service market.

globalization The standard-
ization of product design and
advertising strategies through-
out the world.
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EXHIBIT 7.7

Global Corporate Strategies
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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.
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multidomestic strategy The
modification of product design
and advertising strategies

to suit the specific needs of
individual countries.

transnational strategy A
strategy that combines global
coordination to attain efficiency
with flexibility to meet specific
needs in various countries.
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strategy can help an organization reap efficiencies by standardizing product design
and manufacturing, using common suppliers, introducing products around the
world faster, coordinating prices, and eliminating overlapping facilities. For example,
Gillette Company has large production facilities that use common suppliers and
processes to manufacture products whose technical specifications are standardized
around the world.*

Globalization enables marketing departments alone to save millions of dollars. One
consumer products company reports that, for every country where the same commer-
cial runs, the company saves $1 million to $2 million in production costs alone. More
millions have been saved by standardizing the look and packaging of brands.*

Multidomestic Strategy

When an organization chooses a multidomestic strategy, it means that competition
in each country is handled independently of industry competition in other countries.
Thus, a multinational company is present in many countries, but it encourages mar-
keting, advertising, and product design to be modified and adapted to the specific
needs of each country.* 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. 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 also set up a way for people to pick up and pay
for purchases made over the Internet at their local 7-Eleven market.*”

Transnational Strategy

A transnational strategy seeks to achieve both global integration and national
responsiveness.”® A true transnational strategy is difficult to achieve, because one
goal requires close global coordination
while the other goal requires local flexibil-
ity. However, many industries are finding
that, although increased competition means
they must achieve global efficiency, grow-
ing pressure to meet local needs demands
national responsiveness.”” One company
that effectively uses a transnational strat-
egy is Caterpillar, Inc., a heavy equipment
manufacturer. Caterpillar achieves global
efficiencies by designing its products to use
many identical components and centraliz-
ing manufacturing of components in a few
large-scale facilities. However, assembly
plants located in each of Caterpillar’s major
markets add certain product features tai-
lored to meet local needs.”

Although most multinational companies
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Concept @Ww&t‘/twm/ Since first going international in 1971, Dallas-based Wan_t to achieve some degree of gIObal Inte-
Mary Kay Inc. has expanded to more than 30 markets on five continents. The company gration to hold costs down, even global prod-
uses a multidomestic strategy that handles competition independently in each country. ucts may require some customization to meet
In China, for example, Mary Kay is working on lotions that incorporate traditional Chinese government regulations in various countries

herbs, and it sells skin whiteners there, not bronzers. As Mary Kay China President Paul
Mak (pictured here) explains, Chinese women prize smooth white skin. Managers’ efforts
in China have paid off. Estimates are that by 2015, more Mary Kay product will be sold in

or some tailoring to fit consumer preferences.
In addition, some products are better suited

China than in the rest of the world combined. for standardization than others. Most lal‘ge
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multinational corporations with diverse products and services will attempt to use a
partial multidomestic strategy for some product or service lines and global strategies
for others. Coordinating global integration with a responsiveness to the heterogeneity
of international markets is a difficult balancing act for managers, but it is increasingly
important in today’s global business world.

STRATEGY EXECUTION

The final step in the strategic management process is strategy execution—how strat-
egy is implemented or put into action. Many people argue that execution is the most
important, yet the most difficult, part of strategic management.” Indeed, many strug-
gling companies may have file drawers full of winning strategies, but managers can’t
effectively execute them.>

No matter how brilliant the formulated strategy, the organization will not ben-
efit if it is not skillfully executed. Strategy execution requires that all aspects of the
organization be in congruence with the strategy and that every individual’s efforts be
coordinated toward accomplishing strategic goals.” Strategy execution involves using
several tools—parts of the firm that can be adjusted to put strategy into action—as
illustrated in Exhibit 7.8. Once a new strategy is selected, it is implemented through
changes in leadership, structure, information and control systems, and human resourc-
es.* The Manager’s Shoptalk box gives some further tips for strategy execution.

m  Leadership. The primary key to successful strategy execution is leadership. Lead-
ership is the ability to influence people to adopt the new behaviors needed for
putting the strategy into action. Leaders use persuasion, motivation techniques,
and cultural values to support the new strategy. They might make speeches to
employees, build coalitions of people who support the new strategic direction,
and persuade middle managers to go along with their vision for the company. At
IBM, for example, CEO Sam Palmisano used leadership to get people aligned with
the strategy of getting IBM intimately involved in revamping and even running
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EXHIBIT ‘ 7 .8 Tools for Putting Strategy into Action

Environment
Organization i
\ Leadership

* Use persuasion
* Motivate employees
» Shape culture/values

Structural Design Human Resources

* Design organization chart « Recruit/select employees

« Create teams « Manage transfers/promotions/

Strategy » Determine centralization/ training Performance
decentralization « Direct layoffs/recalls

* Arrange facilities, task design

Information and Control Systems

« Revise pay, reward system
» Change budget allocations
* Implement information systems

» Apply rules/procedures

SOURCE: From Galbraith/Kazanjian. Strategy Implementation, 2E. © 1986 South-Western, Cengage Learning. Reproduced by permission. www.cengage
.com/permissions.
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Tips for Effective Strategy Execution

One survey found that only 57 percent of responding
firms reported that managers successfully executed
the new strategies they had devised. Strategy gives
a company a competitive edge only if it is skillfully
executed through the decisions and actions of front-
line managers and employees. Here are a few clues
for creating an environment and process conducive
to effective strategy execution.

1. Build commitment to the strategy. People
throughout the organization have to buy into the
new strategy. Managers make a deliberate and
concentrated effort to bring front-line employees
into the loop so they understand the new direc-
tion and have a chance to participate in deci-
sions about how it will be executed. When Saab
managers wanted to shift their strategy, they met
with front-line employees and dealers to explain
the new direction and ask for suggestions and
recommendations on how to put it into action.
Clear, measurable goals and rewards that are
tied to implementation efforts are also important
for gaining commitment.

2. Devise a clear execution plan. Too often, manag-
ers put forth great effort to formulate a strategy
and next to none crafting a game plan for its
execution. Without such a plan, managers and
staff are likely to lose sight of the new strategy
when they return to the everyday demands of
their jobs. For successful execution, translate
the strategy into a simple, streamlined plan
that breaks the implementation process into a
series of short-term actions, with a timetable for
each step. Make sure the plan spells out who is
responsible for what part of the strategy execu-
tion, how success will be measured and tracked,
and what resources will be required and how
they will be allocated.

3. Pay attention to culture. Culture drives strategy,
and without the appropriate cultural values,
employees’ behavior will be out of sync with the
company’s desired positioning in the market-
places. For example, Air Canada’s CEO made
a sincere commitment to making the airline the
country’s customer service leader. However,

employee behavior didn’t change because the
old culture values supported doing things the
way they had always been done.

4. Take advantage of employees’ knowledge and
skills. Managers need to get to know their
employees on a personal basis so they under-
stand how people can contribute to strategy
execution. Most people want to be recognized
and want to be valuable members of the organi-
zation. People throughout the organization have
unused talents and skills that might be crucial
for the success of a new strategy. In addition,
managers can be sure people get training so they
are capable of furthering the organization’s new
direction.

5. Communicate, communicate, communicate. Top
managers have to continually communicate,
through words and actions, their firm commit-
ment to the strategy. In addition, managers have
to keep tabs on how things are going, identify
problems, and keep people informed about the
organization’s progress. Managers should break
down barriers to effective communication across
functional and hierarchical boundaries, often
bringing customers into the communication loop
as well. Information systems should provide
accurate and timely information to the people
who need it for decision making.

Executing strategy is a complex job that requires
everyone in the company to be aligned with the new
direction and working to make it happen. These tips,
combined with the information in the text, can help
managers meet the challenge of putting strategy into
action.

SOURCES: Brooke Dobni,“Creating a Strategy Implementa-
tion Environment,” Business Horizons (March—April 2003):
43-46; Michael K. Allio,”“A Short Practical Guide to Imple-
menting Strategy,” Journal of Business Strategy (August 2005):
12-21;“Strategy Execution: Achieving Operational Excel-
lence,” Economist Intelligence Unit (November 2004); and
Thomas W. Porter and Stephen C. Harper, “Tactical Imple-
mentation: The Devil Is in the Details,” Business Horizons
(January—February 2003): 53-60.

customers’ business operations. To implement the new approach, he invested
tons of money to teach managers at all levels how to lead rather than control their
staff. And he talked to people all over the company, appealing to their sense of
pride and uniting them behind the new vision and strategy.”

m Structural Design. Structural design pertains to managers’ responsibilities, their
degree of authority, and the consolidation of facilities, departments, and divi-
sions. Structure also pertains to such matters as centralization versus decentral-
ization and the design of job tasks. Trying to execute a strategy that conflicts with
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structural design, particularly in relation to managers’ authority and respon-
sibility, is a top obstacle to putting strategy into action effectively.®® Many new
strategies require making changes in organizational structure, such as adding or
changing positions, reorganizing to teams, redesigning jobs, or shifting manag-
ers’ responsibility and accountability. At IBM, Palmisano dismantled the execu-
tive committee that previously presided over strategic initiatives and replaced
it with committees made up of people from all over the company. In addition,
the entire firm was reorganized into teams that work directly with customers. As
the company moves into a new business such as insurance claims processing or
supply-chain optimization, IBM assigns SWAT teams to work with a handful of
initial clients to learn what customers want and deliver it fast. Practically every
job in the giant corporation was redefined to support the new strategy.”

» Information and Control Systems. Information and control systems include reward
systems, pay incentives, budgets for allocating resources, information technology
systems, and the organization’s rules, policies, and procedures. Changes in these
systems represent major tools for putting strategy into action.”® For example, Pizza
Hut has made excellent use of sophisticated information technology to support a
differentiation strategy of continually innovating with new products. Data from
point-of-sale customer transactions goes into a massive data warehouse. Managers
can mine the data for competitive intelligence that enables them to predict trends as
well as better manage targeted advertising and direct-mail campaigns.® Information
technology can also be used to support a low-cost strategy, such as Wal-Mart has
done by accelerating checkout, managing inventory, and controlling distribution.®

»  Human Resources. The organization’s human resources are its employees. The human
resource function recruits, selects, trains, transfers, promotes, and lays off employ-
ees to achieve strategic goals. Longo Toyota of El Monte, California, recruits a highly
diverse workforce to create a competitive advantage in selling cars and trucks. The
staff speaks more than 30 languages and dialects, which gives Longo a lead because
research shows that minorities prefer to buy a vehicle from someone who speaks
their language and understands their culture.®' Training employees is also important
because it helps them understand the purpose and importance of a new strategy,
overcome resistance, and develop the necessary skills and behaviors to implement
the strategy. Southwest supports its low-cost strategy by cross-training employees
to perform a variety of functions, minimizing turnover time of planes.®
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A MANAGER’S ESSENTIALS: WHAT HAVE WE LEARNED?

m This chapter described important concepts of strategic management. Strategic
management begins with an evaluation of the organization’s current mission,
goals, and strategy. This evaluation is followed by situation analysis (called
SWOT analysis), which examines opportunities and threats in the external envi-
ronment as well as strengths and weaknesses within the organization. Situation
analysis leads to the formulation of explicit strategies, which indicate how the
company intends to achieve a competitive advantage. Managers formulate strate-
gies that focus on core competencies, develop synergy, and create value.

m Strategy formulation takes place at three levels: corporate, business, and func-
tional. Frameworks for corporate strategy include portfolio strategy, the BCG
matrix, and diversification strategy. An approach to business-level strategy is
Porter’s competitive forces and strategies. The Internet is having a profound
impact on the competitive environment, and managers should consider its influ-
ence when analyzing the five competitive forces and formulating business strat-
egies. Once business strategies have been formulated, functional strategies for
supporting them can be developed.

m New approaches to strategic thought emphasize innovation from within and
strategic partnerships rather than acquiring skills and capabilities through merg-
ers and acquisitions.
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= Even the most creative strategies have no value if they cannot be translated into
action. Execution is the most important and most difficult part of strategy. Managers
put strategy into action by aligning all parts of the organization to be in congruence
with the new strategy. Four areas that managers focus on for strategy execution are
leadership, structural design, information and control systems, and human resources.

®m Many organizations also pursue a separate global strategy. Managers can choose
to use a globalization strategy, a multidomestic strategy, or a transnational strat-
egy as the focus of global operations.

DISCUSSION QUESTIONS

. FedEx acquired Kinko’s based on the idea that
its document delivery and office services would
complement FedEx’s package delivery services, as
well as give the company greater presence in the
small business market. Many college towns have
a Kinko’s store and FedEx services. Based on your
experience as a customer of the two companies,
can you see evidence of the synergy the deal mak-
ers hoped for?

. How might a corporate management team go
about determining whether the company should
diversify? What factors should they take into con-
sideration? What kinds of information should they
collect?

. 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 hostility from your subordinates. In what
ways might you or the company have been able to
avoid this situation? Where do you go from here?

. Perform a SWOT analysis for the school or univer-
sity you attend. Do you think university admin-
istrators consider the same factors when devising
their strategy?

. Do you think the movement toward strategic
partnerships is a passing phenomenon or here to
stay? What skills would make a good manager in
a partnership with another company? What skills

would make a good manager operating in compe-
tition with another company?

6. Using Porter’s competitive strategies, how would
you describe the strategies of Wal-Mart, Bloom-
ingdale’s, and Target?

7. Walt Disney Company has four major strategic busi-
ness units: movies (including Miramax and Touch-
stone), theme parks, consumer products, and television
(ABC and cable). Place each of these SBUs on the BCG
matrix based on your knowledge of them.

8. As an administrator for a medium-sized hospi-
tal, 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. Game maker Electronic Arts was criticized as “try-
ing to buy innovation” in its bid to acquire Take
Two Interactive, known primarily for the game
Grand Theft Auto. Does it make sense for EA to
offer more than $2 billion to buy Take Two when
creating a new video game costs only $20 mil-
lion? Why would EA ignore internal innovation to
choose an acquisition strategy?

10. If you are the CEO of a global company, how might
you determine whether a globalization, transna-
tional, or multidomestic strategy would work best
for your enterprise? What factors would influence
your decision?

MANAGEMENT IN PRACTICE: EXPERIENTIAL EXERCISE

Developing Strategy for a Small Business

Instructions: Your instructor may ask you to do this
exercise individually or as part of a group. Select a
local business with which you (or group members)
are familiar. Complete the following activities.

Activity—Perform a SWOT analysis for the business.

Strengths:
Weaknesses:
Opportunities:
Threats:

Activity 2—Write a statement of the business’ s current
strategy.

Activity 3—Decide on a goal you would like the busi-
ness to achieve in two years, and write a statement of
proposed strategy for achieving that goal.

Activity 4—Write a statement describing how the pro-
posed strategy will be implemented.

Activity 5—What have you learned from this exercise?
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MANAGEMENT IN PRACTICE: ETHICAL DILEMMA

The Spitzer Group

Irving Silberstein, marketing director for the Spitzer
Group, a growing regional marketing and corpo-
rate communications 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 adver-
tising campaigns morphed from a small fringe specialty
to a mainstream marketing technique embraced by no
less than consumer product giant Procter & Gamble
(P&G). The basic idea was simple, really. You harnessed
the power of existing social networks to sell your prod-
ucts and services. The place to start, Irving knew, was
to take a close look at how P&G’s in-house unit, Vocal-
point, 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 recruit-
ing mothers with extensive social networks, partici-
pants 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 signifi-
cant influence on P&G and other major companies.
Vocalpoint not only sent the women new product
samples and solicited their opinions, but it also care-
fully tailored its pitch to the group’s interests and
preoccupations so 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’s
all voluntary, P&G pointed out. According to a com-
pany press release issued shortly before Vocalpoint
went national in early 2006, members “are never obli-
gated to do or say anything.”

One of the things Vocalpoint members weren't
obligated to say, Irving knew, was that the women
were essentially unpaid 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 consumer what
to say.” However, skeptical observers speculated that
what the company really feared was that the women'’s
credibility might be adversely affected if their Vocal-
point affiliation were known. Nondisclosure really
amounted to lying for financial gain, Vocalpoint’s
critics argued, and furthermore the whole campaign
shamelessly exploited personal relationships for com-
mercial purposes. Others thought the critics were
making mountains out of molehills. P&G wasn't
forbidding participants from disclosing their ties to
Vocalpoint and P&G. And the fact that they weren’t
paid meant 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 company that even its detractors acknowledge as
a master of the technique?
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What Would You Do?

1. Don’t require Spitzer “connectors” to reveal their
affiliation with the corporate word-of-mouth mar-
keting 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 partici-
pation in the corporate marketing program only
if directly asked by the person they are talking to
about the client’s products.

SOURCES: Robert Berner, “I Sold It Through the Grapevine,” Business-
Week (May 29, 2006): 32-34; “Savvy Moms Share Maternal Instincts;
Vocalpoint Offers Online Moms the Opportunity to be a Valuable
Resource to Their Communities,” Business Wire (December 6, 2005);
and “Word of Mouth Marketing: To Tell or Not To Tell,” AdRants.com
(May 2006), www.adrants.com/2006/05/word-of-mouth-marketing-
to-tell-or-not-to.php.

CASE FOR CRITICAL ANALYSIS

Edmunds Corrugated Parts & Services

Larry Edmunds grimaced as he tossed his company’s
latest quarterly earnings onto his desk. When Virginia-
based Edmunds Corrugated Parts & Service Com-
pany’s sales surged past the $10 million mark awhile
back, he was certain the company was well positioned
for steady growth. Today the company, which pro-
vided precision machine parts and service to the

domestic corrugated box industry, still enjoys a domi-
nant market share and is showing a profit, although
not quite the profit seen in years past. However, it is no
longer possible to ignore the fact that revenues were
beginning to show clear signs of stagnation.

More than two decades ago, Larry’s grandfather
loaned him the money to start the business and then
handed over the barn on what had been the family’s
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Shenandoah Valley farm to serve as his first factory.
Today, he operates from a 50,000 square-foot factory
located near I-81 just a few miles from that old barn.
The business allowed him to realize what had once
seemed an almost impossible goal: He was making
a good living without having to leave his close-
knit extended family and rural roots. He also felt a
sense of satisfaction at employing about 100 people,
many of them neighbors. They were among the most
hard-working, loyal workers you’d find anywhere.
However, many of his original employees were now
nearing retirement. Replacing those skilled workers
was going to be difficult, he realized from experi-
ence. The area’s brightest and best young people
were much more likely to move away in search of
employment than their parents had been. Those who
remained behind just didn’t seem to have the work
ethic Larry had come to expect in his employees.

He didn't feel pressured by the emergence of
any new direct competitors. After slipping slightly
a couple years ago, Edmunds’ s formidable market
share—based on its reputation for reliability and
exceptional, personalized service—was holding steady
at 75 percent. He did feel plagued, however, by higher
raw material costs resulting from the steep increase in
steel prices. But the main source of concern stemmed
from changes in the box industry itself. The industry
had never been particularly recession resistant, with
demand fluctuating with manufacturing output. Now
alternative shipping products were beginning to make
their appearance, mostly flexible plastic films and
reusable plastic containers. It remained to be seen how
much of a dent they’d make in the demand for boxes.

More worrying, consolidation in the paper indus-
try had wiped out hundreds of the U.S. plants that
Edmunds once served, with many of the survivors
either opening overseas facilities or entering into joint
ventures abroad. The surviving manufacturers were
investing in higher quality machines that broke down
less frequently, thus requiring fewer of Edmunds’s
parts. Still, he had to admit that although the highly
fragmented U.S. corrugated box industry certainly
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qualified as a mature one, no one seriously expected
U.S. manufacturers to be dislodged from their posi-
tion as major producers for both the domestic and
export markets.

Edmunds was clearly at a crossroads. If Larry
wanted that steady growth he’d assumed he could
count on not so long ago, he suspect that business as
usual wasn’t going to work. But if he wanted the com-
pany to grow, what was the best way to achieve that
goal? Should he look into developing new products
and services, possibly serving industries other than
the box market? Should he investigate the possibility
of going the mergers and acquisitions route or look
for a partnership opportunity? He thought about the
company’s rudimentary Web page, one that did little
beside give a basic description of the company, and
wondered whether he could find ways of making bet-
ter use of the Internet? Was it feasible for Edmunds to
find new markets by exporting its parts globally?

All he knew for sure was that once he decided
where to take the company from here, he would sleep
better.

Questions

1. What would the SWOT analysis look like for this
company?
2. What role do you expect the Internet to play in the

corrugated box industry? What are some ways that
Edmunds could better use the Internet to foster growth?

3. Which of Porter’s competitive strategies would you
recommend that Edmunds follow? Why? Which of
the strategies do you think would be least likely to
succeed?

SOURCES: Based on Ron Stodghill, “Boxed Out,” FSB (April 2005):
69-72;“SIC 2653 Corrugated and Solid Fiber Boxes,” Encyclopedia
of American Industries, www.referenceforbusiness.com/industries/
Paper-Allied/Corrugated-Solid-Fiber-Boxes.html; “Paper and Allied
Products, ” U.S. Trade and Industry Outlook 2000, 10-12 to 10-15;
and “Smurfit-Stone Container: Market Summary,” BusinessWeek
Online (May 4, 2006).

ch?

Preserve: Strategy Formulation
and Implementation

When Preserve set out to differentiate itself from
its conventional counterparts, it had no idea how
successful the company would become. Founded
in 1996 by Eric Hudson, Preserve currently makes

a line of eco-friendly, high-performance, stylish
products for your home. The product line includes
personal care items such as the Preserve toothbrush,
as well as tableware and kitchen items.

Preserve’s materials may be recycled, but its strat-
egy is completely new. By offering products that make
consumers feel good about their purchases, Preserve
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not only created products of higher value, it also
introduced fresh new ideas in the industry.

Strategic thinking played a role in many pivotal
decisions throughout Preserve’s gradual ascent. Unlike
many American companies, Preserve chose to grow
slowly at first, taking time to understand and develop
its core competencies. As consumers requested more
eco-friendly products, Preserve responded by produc-
ing its eco-friendly line of products.

The company’s restraint paid off, because when
Hudson and his senior management team decided it
was time for expansion, Preserve was ready.

One Earth Day in Boston, an employee from
Stonyfield Farm Yogurt approached Preserve to ask
if the company had a use for the scrap plastic from
manufacturing yogurt containers. Preserve quickly
decided to partner with Stonyfield Farm Yogurt. The
scrap plastic is now used to create several Preserve
products, including the Preserve toothbrush, tongue
cleaner, and razors.

To become a major force in consumer product
goods, Preserve had to continue to focus on its
diversification strategy. Given Preserve’s emerging
corporate-level strategy to manufacture well-designed
products made from recycled plastic, the company
knew the possibilities were endless. Overflowing
with product ideas and feeling pressure to deliver
well-designed products, the senior management team
members knew they needed to bring in an outside
industrial design firm.

After a brief meeting, Preserve selected Evo
Design, LLC, a product design firm founded in 1997
by Tom McLinden and Aaron Szymanski. It boasted
full service new product design and strategy includ-
ing: Product Research, Product Strategy, Product
Design Training, Project Leadership, Opportunity
Assessment, Industrial Design, Human Factors,
User Controls, Model Making, Product Color and
Graphics, Rapid Prototyping, Engineering, Manu-
facturing recommendations and support. The com-
pany also had an impressive client list including
Supersoaker, Hasbro, Mattel, LeapFrog, Graco,
Safety and Evenflo. Preserve realized that increasing
demands for earth-friendly toys and baby products
presented an amazing opportunity for the company
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and knew that a partnership with Evo Design would
be a great fit.

Although partnerships with Stonyfield Farm and
Evo Design have yielded amazing results, Preserve
wouldn’t be where it is today without Whole Foods.
“Our company was born in the natural channel,”
said C. A. Webb, director of marketing for Preserve.
“Whole Foods has been our number one customer.
Not only have they done an amazing job of telling
our story in their stores; they are the ultimate retail
partner for us because they are so trusted. Custom-
ers have a sense that when they enter a Whole Foods
market, every product has been carefully hand
selected in accordance with Whole Food’s mission.”

In 2007, Whole Foods and Preserve launched
a line of kitchenware, which included colanders,
cutting boards, mixing bowls, and storage contain-
ers. “Together we did the competitive research, we
specced out the products, and we developed the
pricing strategy and designs,” Webb said. “It created
less risk on both sides.” The relatively tiny Preserve
was able to take an untested product and put it in
the nation’s largest and most respected natural foods
store, which in turn used its experience and resources
in the channel to ensure the product sold well. “We
gave Whole Foods a 12-month exclusive on the line,”
Webb said, “which in turn gave them a great story to
tell.” How’s that for a business-level strategy guaran-
teed to thwart the competition?

Through its amazing partnership with Whole
Foods, Preserve was able to build on its strengths in
supply chain management in preparation for bigger
partners in bigger markets, which included rolling
out a new line at Target.
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Discussion Questions

1. What possible weaknesses or threats could impede
Preserve’s chances at a fully successful joint ven-
ture with Target?

2. In the future, which strategy is Preserve more
likely to adopt: related diversification or unrelated
diversification? Please explain your answer.

3. How does the BCG Matrix apply to Preserve’s
product line?

ch?

Played (1)

Ray Burns (Mick Rossi) does prison time for a crime
he did not commit. After his release, he focuses on
getting even with his enemies. This fast-moving film

peers deeply into London’s criminal world, which
includes some crooked London police, especially
Detective Brice (Vinnie Jones). The film’s unusual
ending reviews all major parts of the plot.
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These scenes start with a nighttime shot of a house
on Edenville Street. Ray says, “OK, what we got,
guys? Nathan. One, two, three, four moves, okay?”
They begin after Ray tells Terry (Trevor Nugent) and
Nikki (Meredith Ostrom) that they have the robbery
job. These scenes end as Ray and Terry leave with the
sound of the alarm. The film cuts to Detective Brice
sitting in his car under a bridge talking to Riley
(Patrick Bergin) on his cellular telephone.

PART 3 PLANNING

success. Ray guides the planning process in these
scenes. As the sequence unfolded, did you expect it
to succeed or fail? Why or why not?

This chapter defines a SWOT analysis as “a search
for strengths, weaknesses, opportunities, and
threats that affect organizational performance.”
Did Ray and the others do such an analysis? If not,
what was missing from their analysis?

Synergy results from combining organizational

What to Watch for and Ask Yourself

m This chapter strongly argued that strategic plan-
ning plays a major role in an organization’s

resources in a way that gets more than the sum
of individual resources. Assess the synergy that
occurred in these scenes. Did Ray and the others

combine in a way to have the most positive effect?
Why or why not?
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How Do You Make Decisions?
Types of Decisions and Problems
Programmed and Nonprogrammed
Decisions
Facing Certainty and Uncertainty
Decision-Making Models
The Ideal, Rational Model
How Managers Actually Make Decisions
New Manager’s Self-Test: Making
Important Decisions
The Political Model
Decision-Making Steps
Recognition of Decision Requirement
Diagnosis and Analysis of Causes
Development of Alternatives
Selection of Desired Alternative
Implementation of Chosen Alternative
Evaluation and Feedback
Personal Decision Framework
Why Do Managers Make Bad Decisions?
Innovative Group Decision Making
Start with Brainstorming
Engage in Rigorous Debate
Avoid Groupthink
Know When to Bail

Learning Outcomes

1.

After studying this chapter, you should be able to:

Explain why decision making is an important component of good
management.

Discuss the difference between programmed and nonprogrammed
decisions and the decision characteristics of certainty and uncertainty.

Describe the ideal, rational model of decision making and the political
model of decision making.

Explain the process by which managers actually make decisions in the
real world.

Identify the six steps used in managerial decision making.

Describe four personal decision styles used by managers, and explain the
biases that frequently cause managers to make bad decisions.

Identify and explain techniques for innovative group decision making.
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Managerial Decision

Making

How Do You MAKE DEcISIONS?

Most of us make decisions automatically and with-

out realizing that people have diverse decision-making
behaviors, which they bring to management positions.
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.

Mostly
True

Mostly
False
1. Ilike to decide quickly and move

on to the next thing.

2. | would use my authority to make
the decision if certain | was right.

3. | appreciate decisiveness.

4. There is usually one correct
solution to a problem.

5. lidentify everyone who needs to
be involved in the decision.

6. | explicitly seek conflicting

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 mak-
ing. 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 man-
ager. 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 suc-
cessful CEO may be almost the opposite of a first-level
supervisor. The difference is due partly to the types of deci-
sions and partly to learning what works at each level. New
managers often start out with a more directive, decisive,
command-oriented behavior and gradually move toward
more openness, diversity of viewpoints, and interactions
with others as they move up the hierarchy.'
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perspectives.

7. luse discussion strategies to
reach a solution.

8. Ilook for different meanings
when faced with a great deal of
data.

9. | take time to reason things
through and use systematic logic.

Suizivedio N

Managers often are referred to as decision makers, and every organization grows, pros-
pers, or fails as a result of decisions by its managers. Many manager decisions are
strategic, such as whether to build a new factory, move into a new line of business,
or sell off a division. Yet managers also make decisions about every other aspect
of an organization, including structure, control systems, responses to the environ-
ment, and human resources. Managers scout for problems, make decisions for solv-
ing them, and monitor the consequences to see whether additional decisions are
required. Good decision making is a vital part of good management because deci-
sions determine how the organization solves its problems, allocates resources, and
accomplishes its goals.

The business world is full of evidence of both good and bad decisions. Apple,
which seemed all but dead in the mid-1990s, became the world’s most admired
company in 2008 based on decisions made by CEO Steve Jobs and other top man-
agers. No longer just a maker of computers, Apple is now in the music player busi-
ness, the cell phone business, and the retailing business, among others. iTunes is
now the second-largest seller of music behind Wal-Mart.> Cadillac’s sales made a
comeback after managers ditched stuffy golf and yachting sponsorships and instead
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decision A choice made from
available alternatives.

decision making The process
of identifying problems and
opportunities and then resolving
them.

programmed decision A
decision made in response to
a situation that has occurred
often enough to enable deci-
sion rules to be developed and
applied in the future.

nonprogrammed decision
A decision made in response
to a situation that is unique,
is poorly defined and largely
unstructured, and has impor-
tant consequences for the
organization.

TakeaMoment
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tied in with top Hollywood movies.? On the other hand, Maytag’s decision to intro-
duce the Neptune Drying Center was a complete flop. The new $1,200 product was
hyped as a breakthrough in laundry, but the six-foot-tall Drying Center wouldn’t
fit into most people’s existing laundry rooms. Or consider the decision of Timex
managers to replace the classic tag line, “It takes a licking and keeps on ticking,”
with the bland “Life is ticking.” The desire to modernize their company’s image led
Timex managers to ditch one of the most recognizable advertising slogans in the
world in favor of a lame and rather depressing new one.* Decision making is not
easy. It must be done amid ever-changing factors, unclear information, and conflict-
ing points of view.

Chapters 6 and 7 described strategic planning. This chapter explores the deci-
sion process that underlies strategic planning. Plans and strategies are arrived at
through decision making; the better the decision making, the better the strategic
planning. First, we examine decision characteristics. Then we look at decision-
making models and the steps executives should take when making important
decisions. The chapter also explores some biases that can cause managers to make
bad decisions. Finally, we examine some techniques for innovative group deci-
sion making.

TyPEs OF DEciIsioNs 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.

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 as to whether to select Colin, Tasha, or Car-
los requires the accounting manager to ascertain whether a new junior auditor is
needed, determine the availability of potential job candidates, interview candi-
dates to acquire necessary information, select one candidate, and follow up with
the socialization of the new employee into the organization to ensure the deci-
sion’s success.

Programmed and Nonprogrammed Decisions

Management decisions typically fall into one of two categories: programmed and
nonprogrammed. Programmed decisions involve situations that have occurred
often enough to enable decision rules to be developed and applied in the future.’
Programmed decisions are made in response to recurring organizational problems.
The decision to reorder paper and other office supplies when inventories drop to
a certain level is a programmed decision. Other programmed decisions concern
the types of skills required to fill certain jobs, the reorder point for manufacturing
inventory, exception reporting for expenditures ten percent or more over budget,
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.

Go to the ethical dilemma on pages 233-234 that pertains to making nonprogrammed
decisions.

Nonprogrammed decisions are made in response to situations that are unique,
are poorly defined and largely unstructured, and have important consequences
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for the organization. Many nonprogrammed deci-
sions involve strategic planning because uncertainty is
great and decisions are complex. Decisions to build a
new factory, develop a new product or service, enter
a new geographical market, or relocate headquarters
to another city are all nonprogrammed decisions. One
good example of a nonprogrammed decision is Exxon-
Mobil’s decision to form a consortium to drill for oil
in Siberia. One of the largest foreign investments in
Russia, the consortium committed $4.5 billion before
pumping the first barrel and expects a total capital cost
of $12 billion-plus. The venture could produce 250,000
barrels a day, about 10 percent of ExxonMobil’s global
production. But if things go wrong, the oil giant will
take a crippling hit.

Facing Certainty and Uncertainty

One primary difference between programmed and non-
programmed decisions relates to the degree of certainty
or uncertainty 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 uncer-
tainty. 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 8.1. 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 nonprogrammed deci-
sion making.

Organizational

Problem
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Concept @o/w/n/&(/tbo«m When Martha Stewart, shown here
leaving the courthouse, was found guilty of lying to federal investigators
and sentenced to five months in prison, top managers at her company,
Martha Stewart Living Omnimedia, also felt the sting. CEO Sharon
Patrick was faced with unique challenges for which plans had not

been made. Patrick made the nonprogrammed decision to downplay
Martha Stewart’s presence in the company, including downsizing the
Stewart name on the flagship Living magazine cover.

8.1

Conditions That Affect
the Possibility of Decision

* * + Failure
Low - Possibility of Failure
Certainty Risk Uncertainty -
Programmed Nonprogrammed
Decisions = " Decisions

Y

Problem
Solution
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certainty The situation in
which all the information the
decision maker needs is fully
available.

risk A situation in which a
decision has clear-cut goals and
good information is available,
but the future outcomes asso-
ciated with each alternative are
subject to chance.

uncertainty The situation
that occurs when managers
know which goals they wish to
achieve, but information about
alternatives and future events is
incomplete.

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.

PART 3 PLANNING

Certainty Certainty means that all the information the decision maker needs is
fully available.®* Managers have information on operating conditions, resource costs
or constraints, and each course of action and possible outcome. For example, if a com-
pany considers a $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 avail-
able, but the future outcomes associated with each alternative are subject to chance.
However, enough information is available to allow the probability of a successful out-
come for each alternative to be estimated.” Statistical analysis might be used to calculate
the probabilities of success or failure. The measure of risk captures the possibility that
future events will render the alternative unsuccessful. For example, to make restaurant
location decisions, McDonald’s can analyze potential customer demographics, traffic
patterns, supply logistics, and the local competition and come up with reasonably good
forecasts of how successful a restaurant will be in each possible location.?®

Uncertainty Uncertainty means that managers know which goals they wish to
achieve, but information 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 Secretary Robert Rubin defined uncertainty as a situ-
ation in which even a good decision might produce a bad outcome.” 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.

As a new manager, consider the degree of risk, uncertainty, or ambiguity in a specific
decision you face. Develop decision rules for programmed decisions and let other
people handle the decisions. Save your time and energy for coping with complex,
nonprogrammed decisions.

Ambiguity and Conflict Ambiguity is by far the most difficult decision situa-
tion. 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.”” Ambiguity is what students would feel if an instructor created stu-
dent groups, 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. For
example, at Rockford Health Services, the decision about implementing a new self-
service benefits system wasn’t clear-cut. Human resources (HR) managers wanted
the system, which would allow employees to manage their own benefits and free
up HR employees for more strategic activities, but the high cost of the software
licenses conflicted with finance managers” goals of controlling costs. In addition, if
HR got the new system, it meant managers in other departments might not get their
projects approved.!

A highly ambiguous situation can create what is sometimes called a wicked decision
problem. Wicked decisions are associated with conflicts over goals and decision alter-
natives, rapidly changing circumstances, fuzzy information, and unclear links among
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decision elements."> Sometimes managers will come up with
a “solution” only to realize that they hadn’t clearly defined
the real problem to begin with."® Managers have a difficult
time coming to grips with the issues and must conjure up
reasonable scenarios in the absence of clear information.

DEecisioN-MAKING MODELS

The approach managers use to make decisions usually falls
into one of three types—the classical model, the adminis-
trative 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.

© AP IMAGES
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Concept Cownecliorn Former NBA Lakers player
Magic Johnson is known as a sports star, but he’s also a smart
businessman. Johnson opened his first twelve-screen cinema

in south central Los Angeles while he was still a Lakers player.
Despite the uncertainty involved in opening businesses in

long-ignored urban communities, Johnson established Magic

The Ideal, Rational Model

The classical model of decision making is based on ratio-
nal 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:

1. The decision maker operates to accomplish goals that are known and agreed on.
Problems are precisely formulated and defined.

2. The decision maker strives for conditions of certainty, gathering complete infor-
mation. All alternatives and the potential results of each are calculated.

3. Criteria for evaluating alternatives are known. The decision maker selects the
alternative that will maximize the economic return to the organization.

4. 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 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 clas-
sical 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.

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, determining the cell phone service plan that is most
appropriate for a particular customer, or sorting insurance claims so that cases are
handled most efficiently."* Airlines use automated systems to optimize seat pricing,
flight scheduling, and crew assignment decisions. Retailers such as the Home Depot
and Gap use software programs to analyze sales data and decide when, where, and
how much to mark down prices. Many companies use systems that capture informa-
tion about customers to help managers evaluate risks and make credit decisions."

The growth of quantitative decision techniques that use computers has expanded
the use of the classical approach. Quantitative techniques include such things as deci-
sion trees, payoff matrices, break-even analysis, linear programming, forecasting,

Johnson Enterprises to bring entertainment options and jobs to
these areas. Today, the company owns or operates numerous
Starbucks, AMC Magic Johnson Theater complexes, Burger
Kings, T.G.I. Fridays, 24 Hour Fitness Magic Sport centers, and
SodexhoMagic in underserved communities.
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classical model A decision-
making model based on the
assumption that managers
should make logical decisions
that will be in the organiza-
tion’s best economic interests.

normative An approach
that defines how a decision
maker should make decisions
and provides guidelines for
reaching an ideal outcome for
the organization.
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administrative model A
decision-making model that
describes how managers
actually make decisions in
situations characterized by
nonprogrammed decisions,
uncertainty, and ambiguity.

descriptive An approach
that describes how managers
actually make decisions rather
than how they should make
decisions according to a theo-
retical ideal.

bounded rationality The
concept that people have the
time and cognitive ability to
process only a limited amount
of information on which to
base decisions.

satisficing To choose the
first solution alternative that
satisfies minimal decision
criteria, regardless of whether
better solutions are presumed
to exist.

PART 3 PLANNING

and operations research models. Southwest Airlines uses quantitative models to help
retain its position as the industry’s low-cost leader.

Southwest’s wacky, people-oriented culture has often been cited as a key factor in the com-
pany’s success. But managers point out that keeping a hawk’s eye on costs is just as much a
part of the culture as silliness and fun.

One way managers keep a lid on costs is by applying technology to support decision
making. Consider the use of a new breed of simulation software to help make decisions
about the airline’s freight operations. BiosGroup, a joint venture between Santa Fe Institute
biologist Stuart Kauffman and the consulting firm Cap Gemini Ernst & Young, uses adaptive,
agent-based computer modeling to help companies solve complex operations problems.
For the Southwest project, the computer simulation model represented individual baggage
handlers and other employees; the model was created to see how thousands of individual
day-to-day decisions and interactions determined the behavior of the airline’s overall freight
operation.

A BiosGroup team spent many hours interviewing all the employees whose jobs related to
freight handling. Then, they programmed the computer to simulate the people in the freight
house who accepted a customer’s package, those who figured out which flight the package
should go on, those on the ramp who were loading the planes, and so forth. When the com-
puter ran a simulation of a week’s worth of freight operations, various aspects of operations
were measured—such as how many times employees had to load and unload cargo or how
often freight had to be stored overnight. The simulation indicated that, rather than unload-
ing cargo from incoming flights and putting it on the next direct flight to its destination,
Southwest would be better off to just let the freight take the long way around. Paradoxically,
this approach turned out to usually get the freight to its destination faster and saved the time
and cost of unloading and reloading.

Southwest managers lost no time in implementing the decision to change the freight han-
dling system. By applying technology to find a more efficient way of doing things, Southwest
is saving an estimated $10 million over five years.'®

How Managers Actually Make Decisions

Another approach to decision making, called the administrative model, is consid-
ered to be descriptive, meaning that it describes how managers actually make deci-
sions in complex situations rather than dictating how they should make decisions
according to a theoretical ideal. The administrative model recognizes the human and
environmental limitations 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.”

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. The organization is incredibly complex, and man-
agers have the time and ability to process only a limited amount of information
with which to make decisions.” Because managers do not have the time or cogni-
tive ability to process complete information about complex decisions, they must
satisfice. Satisficing means that decision makers choose the first solution alterna-
tive that satisfies minimal decision criteria. Rather than pursuing all alternatives
to identify the single solution that will maximize economic 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."”



CHAPTER 8 MANAGERIAL DECISION MAKING

As a new manager, choose the right decision approach. Use the classical model when
problems are clear-cut, goals are agreed on, and clear information is available. For

the classical model, use analytical procedures, including new software programs, to
calculate the potential results of each alternative. When goals are vague or conflicting,
decision time is limited, and information is unclear, use bounded rationality, satisficing,

and intuition for decision making.

Managers sometimes generate alternatives for complex problems only until they
find one they believe will work. For example, several years ago, then-CEO William
Smithburg of Quaker attempted to thwart takeover attempts but had limited options.
He satisficed with a quick decision to acquire Snapple, thinking he could use the
debt acquired in the deal to discourage a takeover. The acquisition had the potential
to solve the problem at hand; thus, Smithburg looked no further for possibly better
alternatives.”

The administrative model relies on assumptions different from those of the clas-
sical model and focuses on organizational factors that influence individual decisions.
According to the administrative model:

1. Decision goals often are vague, conflicting, and lack consensus among manag-
ers. Managers often are unaware of problems or opportunities that exist in the
organization.

2. 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
organizational events.

3. Managers’ searches for alternatives are limited because of human, information,
and resource constraints.

4. 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 maximizing solution.

Intuition Another aspect of administrative decision making is intuition. Intuition
represents a quick apprehension of a decision situation based on past experience but
without conscious thought.?! Intuitive deci-
sion making is not arbitrary or irrational
because it is based on years of practice and
hands-on experience that enable managers
to quickly identify solutions without going
through painstaking computations. In
today’s fast-paced business environment,
intuition plays an increasingly important
role in decision making. A survey of man-
agers conducted by Christian and Timbers
found that nearly half of executives say
they rely more on i