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1.1: The Advantages of Managing People Well

&b Learning Outcome

o Explain the advantages that arise from managing people well.

Southwest Airlines is known for their fun-loving flight attendants who make customers feel welcome and comfortable.

What Makes a Good Manager?

We have discussed details about managers and what they do, but we haven’t considered what makes a good manager. Briefly, a
good manager helps an organization succeed. Success means the following:

o An organization is effective: it is accomplishing things that support the vision and mission.
e An organization is efficient: it is doing things in the best possible manner.
e An organization is sustainable: it is generating revenue to support its continued operation.

In the definition of management, we recognized that managers achieve results by working with people to meet organizational goals.
This implies that a good manager achieves effectiveness, efficiency, and sustainability through the people in the organization. In
this section, we will look more at how managing people well contributes to organizational success.

Why People Are Important

People are considered resources because well-trained and experienced employees are the main source of effectiveness, efficiency,
and sustainability. They provide effectiveness when they understand the goals of the organization and focus their energy on tasks
that support the goals. Second, people provide efficiency by being very good at doing the tasks that support the goals. They provide
sustainability because the people in an organization are both unique and lasting. Most of the resources an organization has are not
unique and can be copied by competitors. Equipment, technology, and methods can all be copied by competitors. It may take time,
but eventually competitors can duplicate most of the things an organization has or does. But competitors cannot copy people. The
skills and experience of people and the way they are managed to achieve high performance is very difficult for competitors to
reproduce.

For example, Southwest Airlines is famous for operating at low cost. It achieves low costs because the company is very selective in
the people it hires, and it creates a friendly and supportive environment. In return, the people in the organization are willing to work
hard to support the company. According to Gary Kelly, the CEO of Southwest, “Our people are our single greatest strength and
most enduring long-term competitive advantage.”'''Competitive advantage means that the business outperforms its rivals in the
market because customers prefer its products or services. Other airlines have attempted to copy Southwest by operating low-cost
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subsidiaries. United, Continental, Delta, and Alitalia all started low-cost subsidiaries, but they all failed. The failures were due in
large part to their inability to copy Southwest’s low-cost, high-performance workforce.”’

People are a cost because they must be paid. All of the benefits listed earlier increase the longer people stay in the organizations.
They understand and become better at their jobs over time. And the organization contributes to their learning by providing training
and development opportunities. The organization gets the greatest benefit by retaining its employees to gain from their experience.
One of the main reasons employees, particularly highly skilled employees, quit is because they can get higher wages somewhere
else. Companies that depend on a stable and reliable workforce must provide excellent wages and benefits.

The software firm SAS is an example of a company that is committed to retaining its workforce. Outstanding benefits and perks are
a big part of the compensation package that SAS offers its employees. SAS employees and their families have free access to a
health club with tennis and basketball courts, a fitness room, and pool. There’s a free on-site health care clinic, free “work-life”
counseling, and low-cost child care. Because of its commitment to its employees, SAS is consistently listed as one of the top ten
best places to work. And because of the contributions of its employees, as of 2012 SAS has had thirty-seven consecutive years of
record earnings."”/

Watch the video below to find out more about what makes SAS a great company to work for. While you watch it, think about how
the perks SAS offers to its employees help create a competitive advantage through people.

A link to an interactive elements can be found at the bottom of this page.

You can view the transcript for “Why SAS is the best place to work” here (opens in new window).

? Practice Question

https://assessments.lumenlearning.co...essments/12144

1. About Southwest. (n.d.). Retrieved July 28, 2017, from https://www.southwest.com/html/about-southwest/index.html!?
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1.2: Putting It Together- Introduction to Management

At the beginning of this module, we presented examples of how two management teams reimagined their organizations in order to
survive in a changing and competitive global environment. After its beginning as a paper mill in 1871, Nokia grew and combined
with other firms to incorporate in 1967 as a diversified corporation producing paper, electronics, rubber, and cable. At every
opportunity, Nokia took advantage of merging and entering new markets until, by 2000, it was a leader in the telecommunications
industry.' "/

A slowdown in the mobile phone market plus a disastrous recall to correct faulty cell phone batteries contributed to a downturn in
profit that eventually led to Microsoft’s partnering with and then acquiring Nokia in 2014."”) In some ways, Nokia’s very success
led to its demise. Its top managers failed to recognize the impact the smartphone would have on the mobile phone market. They
failed to anticipate their customers’ needs.

Meanwhile, the top management at ThyssenKrupp AG has recognized that to save its organization, the time to change is now. From
a major German steel manufacturer, the company leadership is transforming it into an “industrial goods company with a stake in a
steel joint venture.”[*) If it succeeds (and the indications are good), then will management continue to adapt as market conditions
change?

ThyssenKrupp AG was once known for steel production. Now, due to its management’s ability to adapt to the changing
environment, it can count manufacturing wheelchair lifts and other goods as part of its repertoire.
This module covered the primary management functions needed in all organizations: planning, leading, organizing, and controlling.
We looked at four common levels of managers: top, middle, first-line, and team leaders. Finally, we discussed how the managers in
an organization or business create a competitive advantage by managing people well.

1. The rise, dominance, and epic fall - a brief look at Nokia's history. (n.d.). Retrieved July 28, 2017, from
http://www.gsmarena.com/the_rise_dominance_and_epic_fall__a_brief_look_at_nokias_history-blog-13460.php<«

2. Tbid. ¢

3. Andresen, T. (2017, June 19). Germany's Biggest Steelmaker Set to Unveil a Future Beyond Steel. Retrieved July 28, 2017,
from https://www.bloomberg.com/news/articles/2017-06-19/germany-s-biggest-steelmaker-set-to-unveil-a-future-beyond-
steel«
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1.3: Assignment- Evaluating Sun City Boards

Scenario

Tom Wilson is a West Coast founder of a high-end surfboard manufacturing company called Sun City Boards. The company did
well the first couple of years, but things haven’t been good for a while now. They’re losing money, and Tom’s not sure how much
longer they can keep the doors open. As it turns out, Tom doesn’t have a business plan or basic financial statements. Throughout
the course, you will help Tom with his planning to keep his business running.

Preparation
In this exercise, you will assume a management consultant role and advise Tom on how to prioritize the four primary functions of

management—oplanning, organizing, leading, and controlling—presented in this module.

1. Reflect on the activities and inter-dynamics of the four functions in the context of Sun City Boards.
2. Select the one function that you believe is most critical for Tom to address and develop a plan for him to address this
management gap prior to a 1:1 situation evaluation meeting.

Your Task
Write a three-paragraph coaching email to Tom that includes the following:

o The most critical function to be addressed, citing specific deliverables/outcomes.
o The logic for your choice, referencing the other three functions.
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1.4: Assignment- Primary Functions of Management

Preparation

Our text describes the four important and dynamic primary functions of management as planning, organizing, leading, and
controlling. In this assignment you will identify, describe, and differentiate the four functions. The following steps will help you
prepare for your written assignment:

1. Carefully consider the four primary functions of management in the context of a business you know. This could be your
workplace, Nokia or ThyssenKrupp introduced to you earlier, or another selected business you are familiar with.

2. Select one of the four functions of management that your reading and consideration leads you to believe is the most important.
If you believe no single function stands out, then you may select the interoperability of all four.

Your Task

Write a three-paragraph essay describing your chosen function, and why you rank its importance so highly. Your essay must
include three properly referenced and defined terms from the module reading. For example, if you select Controlling, you could
include the definition of feedback loop. Answer and address these questions:

o What is the primary function you selected?

o How does it interact with the other functions?

o What would happen to “management” without your selected function?
o What factors cause you to rank its importance above the others?

In addition to the text, you are encouraged to research your topic using reliable and properly cited Internet resources.
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1.5: Discussion- Successful Management at Sun City Boards

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

Scenario

Sun City Boards founder Tom Wilson is a laid-back West Coast surfer who subscribes to Patagonia founder Yvon Chouinard’s “let
my people go surfing” sentiment. To quote Chouinard: “A serious surfer doesn’t plan to go surfing next Tuesday at two o’clock.
You go surfing when there are waves and the tide and wind are right.” What Wilson lacks is Chouinard’s ability to translate that
passion for play into a clear focus for his business.

In this module we learned that a good manager is responsible for an organization’s success, defined as:

¢ An organization is effective: it is accomplishing things that support the vision and mission.
o An organization is efficient: it is doing things in the best possible manner.
o An organization is sustainable: it is generating revenue to support its continued operation.

For Discussion
1. Select ONE of the above categories—effective, efficient or sustainable—to explore.
2. Conduct research on Patagonia’s mission, operations and sustainability ethos based on your choice.
3. Propose a management action Tom could take to make his organization more successful and describe how it would contribute to
the organization’s success.

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.
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1.6: Discussion- The Importance of “Why”

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

Preparation

This discussion is based on a TED Talk by Simon Sinek, as well as drawing on readings from the Introduction to Management
module. Fascinated by leaders with the capacity to inspire and have an impact in the world, Sinek has discovered some remarkable
patterns in how these leaders think, act, and communicate. He wrote Start With Why: How Great Leaders Inspire Everyone to Take
Action to explore the idea of the “golden circle,” which is what he calls “a naturally occurring pattern, grounded in the biology of
human decision-making, that explains why we are inspired by some people, leaders, messages, and organizations over others.”

Watch Sinek’s TED Talk, below:
A link to an interactive elements can be found at the bottom of this page.

A text transcript of the video is available on the Ted website or access the text alternative for “Simon Sinek: How Great Leaders
Inspire Action” (opens in new window).

For Discussion
Choose ONE of the following questions to respond to in your initial post.

1. Think about the management roles discussed in your reading (leadership, informational, and decision-making). How might
Sinek’s assertion that “People don’t buy what you do; they buy why you do it” influence how a manager performs these roles?

2. How do you think the four management functions of planning, organizing, leading, and controlling fit in with the ideas Sinek
expresses in his talk? Which function do you think he would say is most important? Why?

3. Sinek uses the Wright Brothers and Dr. Martin Luther King Jr. as examples of people who were successful because they
believed deeply in what they were doing and communicated from the “why” portion of his “golden circle.” Can you identify
any other examples of this type of leader? Explain your example, and define their “why.”

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.
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1.7: Assignment- Why It Matters To You

Open Pedagogy Assignments are assignments in which students use their agency and creativity to create knowledge artifacts that
can support their own learning, their classmates’ learning, and the learning of students around the world. (See this peer-reviewed
article for more details.) The assignment on this page is aligned to the learning outcomes of Principles of Management and we’ve
identified the module where the reading appears. All of the assignments can be created with a cell phone camera or any video
recording device, Google or Word documents, and your learning management system.

Assignment 1: Why It Matters to You

&b Learning Outcome

e Describe what management is

In the , a core concept to this course. When people talk about
management, they may be referring to very different aspects. They may be talking about the people who are the managers,
especially those people in strategic positions who make important decisions for the organization, such as the executive officers,
president, or general manager. Or, they may be referring to the activities and functions of an organization to achieve organizational
goals.

For this assignment, let’s start with what you understand about management before we begin the course. You are going to create a
short video of less than two minutes explaining your own personal definition of management. You might draw on your own
personal work experience or your own observations.

Using your cell phone or any other recording device, create a short video. You don’t have to edit or create a professional-grade
film. You’ve most likely have done this type of recording already on social media, so feel free to use the same informal
conversational tone.

Think of your audience as other students who are eager to learn about your experience and your perspective.
If you need some questions to guide your response, here are two questions to help you get started.

1. What is the most important function of a good manager?
2. Why does it matter to you to learn about principles of management?

A Note To Teachers: Your students in the first term will create videos, and with their permission you can upload them into your
course in order to show examples for the next term. The idea will be to have students generate content that other students can listen
to and learn from with this assignment.

In our analysis of student performance, we found that students struggle with learning outcomes that build on this concept, so having
students focus on what they know before they begin the course may help them with the summative quizzes. We recommend
utilizing this assignment as a formative assessment where you can use the misunderstanding and errors of students as learning
experiences about this concept.
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1.8: Why It Matters- Introduction to Management

Why learn about management?

Most people today know Nokia as a mobile phone maker, but the company began its commercial life as a paper manufacturer.

Before the heyday of Apple iPhones, Nokia dominated the mobile phone market. Would it surprise you to know that Nokia began
in 1871 in Finland as a paper mill company? Later, it diversified into making rubber tires and boots, laid cables, and eventually
moved into making emergency radiophones and commercial car phones. Over the course of its evolution, Nokia’s top managers
stayed focused on the external business environment and were willing to make the hard decisions—regardless of how risky or
uncertain they seemed at the time—to stay competitive, even if it meant the organization had to change industries and retrain its
workforce. "

That management focus is even more essential today. ThyssenKrupp AG, a major steel manufacturer in Germany, is responding to
competitive market challenges created by cheap Chinese steel by reducing its steel production. Instead, it is fast becoming the
bl

leader in manufacturing next-generation elevators—once a sideline and now the company’s profit-driver.'”) ThyssenKrupp is facing
issues similar to those addressed by Nokia a century earlier.

How do organizations survive in a world where conditions are constantly changing? Who makes the difficult decisions that result in
the success or failure of the organization? Is making good business choices an art or a science? The study of management answers
these kinds of questions. To think of managers as people hunkered down in offices handling routine decisions is to miss the most
important and dynamic aspect of management. Managers enable businesses to adapt and thrive in today’s competitive global
markets.

As you read, keep this example of Nokia and ThyssenKrupp and other businesses that you may know in mind.

1. Satpathy, S. (2014, April 26). A brief history of Nokia: From a paper mill, to the world's biggest mobile company to being
acquired by Microsoft | Latest Tech News, Video & Photo Reviews at BGR India. Retrieved July 28, 2017, from
http://www.bgr.in/news/a-brief-history-of-nokia-from-a-paper-mill-to-the-worlds-biggest-mobile-company-to-being-acquired-
by-microsoft/«

2. Andresen, Tino. "Germany's Biggest Steelmaker Set to Unveil a Future Beyond Steel." Bloomberg.com. June 19, 2017.
Accessed July 28, 2017. https://www.bloomberg.com/news/articles/2017-06-19/germany-s-biggest-steelmaker-set-to-unveil-a-
future-beyond-steel. ¢
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1.9: Introduction to Management

What you’ll learn to do: describe what management is

People have different ideas of what management is based on their experiences in the working world, but most experts agree that
management is a combination of both people and processes.
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1.10: What Is Management?

&b Learning Outcome

e Describe what management is.

Constructing a pyramid was one of history’s earliest management goals.

Management is everywhere. Any time people work to achieve a goal, they are engaging in management. At least as far back as the
building of pyramids in ancient Egypt or Mesoamerica, people have used principles of management to achieve goals. Today,
organizations of all types—social, political, and economic—use management techniques to plan and organize their activities.

Two Aspects of Management

When people talk about management, they may be referring to very different aspects. They may be talking about the people who
are the managers, especially those people in strategic positions who make important decisions for the organization, such as the
executive officers, president, or general manager. Or, they may be referring to the activities and functions of an organization to
achieve organizational goals.

Management As People

The people with the responsibility and authority to determine the overall direction of the organization are often referred to as the
management of the organization. Management has the authority to decide what the goals of the organization should be and how
those goals will be achieved. Individuals in upper management must be aware of conditions in the organization’s environment
and have knowledge of the total resources of the organization. They put these two together to determine the most promising path
for the organization to pursue.

Let’s look at a small-scale illustration. Imagine a family considering their vacation plans. They have a goal: to get away from home
and work to spend an enjoyable week or two together. To achieve their goal they must first make a number of related decisions
such as these: Where will we go? How will we get there? Where will we stay? What will we do while we are there?

These decisions cannot be made without considering the resources they have available for the trip. Perhaps they have saved money
for the trip or they decide to take out a small loan. Maybe they will rent an RV and camping equipment or buy into a timeshare.
They might be experienced backpackers or they might enjoy just chilling at the beach. The family’s decision makers must plan on
how to use their resources—both material resources, such as money and equipment, and intellectual resources, such as
knowledge and experience—to create a successful vacation. But deciding what they are going to do is not enough; they need to
actually do things to get ready for their trip. They may need to make reservations, schedule time off work, get their car serviced, or
buy a new camera and appropriate clothing and gear. Finally, if they have made all the right decisions and all the necessary
arrangements, they can go on their trip and have a great time.
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Management As Process

As we saw in the earlier example, decision making and planning are required before actions are taken. Defining the goals of the
organization, planning the actions to meet the goals, and organizing the resources needed to carry out the actions are all vital
functions of management. Planning and organizing ensure that everyone in the organization is working together toward meeting
goals.

Organizations, like families, also have goals. In large organizations, the goals are usually formally defined. A corporate goal may
be to increase market share by 12 percent in two years or to provide 250 free meals per week to a local shelter. In small
organizations or family businesses, the goals may be more general and informal, such as to provide a unique dining experience to
patrons or to be able to retire comfortably in five years.

All organizations—businesses, the military, government departments, nonprofit service providers, or public school systems—
require management because they all are trying to achieve goals. And although it may seem straightforward, the management
process is complex. In most cases, management functions include:

o applying and distributing organizational resources effectively

e acquiring new resources when necessary

o analyzing and adapting to the ever-changing environment in which the organization operates
o complying with legal, ethical, and social responsibilities of the community

¢ developing relationships with and among people to execute the strategies and plans

? Practice Question

https://assessments.lumenlearning.co...essments/12139

Management Defined

Perhaps the most critical of all the management processes listed earlier is creating the systems and processes that allow people to
work effectively toward organizational goals. In fact, many people define management as the art of getting things done through
people. Although technology and data are increasingly important in modern organizations, people continue to be a primary focus of
management. Putting this all together, we can propose a definition of management: management is the process of planning,
organizing, leading, and controlling people in the organization to effectively use resources to meet organizational goals.
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1.11: Introduction to Primary Functions of Management

What you’ll learn to do: explain the primary functions of management

The activities of successful businesses can be analyzed by looking at four key roles or tasks: planning, organizing, leading, and
controlling. These primary functions are the foundation of effective management.

Contributors and Attributions
CC licensed content, Original

¢ Introduction to Primary Functions of Management. Authored by: John and Lynn Bruton. Published by Lumen Learning.
License: CC BY: Attribution

This page titled 1.11: Introduction to Primary Functions of Management is shared under a CC BY 4.0 license and was authored, remixed, and/or
curated by Lumen Learning via source content that was edited to the style and standards of the LibreTexts platform.

https://biz.libretexts.org/@go/page/47590



https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/47590?pdf
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/01%3A_Introduction_to_Management/1.11%3A_Introduction_to_Primary_Functions_of_Management
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/01%3A_Introduction_to_Management/1.11%3A_Introduction_to_Primary_Functions_of_Management
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/01%3A_Introduction_to_Management/1.11%3A_Introduction_to_Primary_Functions_of_Management?no-cache
https://courses.lumenlearning.com/wm-principlesofmanagement

LibreTextsm

1.12: Primary Functions of Management

&b Learning Outcomes

o Explain the primary functions of management.
o Differentiate between the planning, organizing, leading, and controlling functions of management.

We have defined management as a process to achieve organizational goals. A process is a set of activities that are ongoing and
interrelated. Ongoing means that the activities are not done in a linear, step-by-step fashion where responsibility is passed from one
activity to the next. Instead, the activities are continued as new activities are started. Interrelated means that the results of each
activity influence the other activities and tasks. It is the responsibility of management to see that essential activities are done
efficiently (in the best possible way) and effectively (to achieve the desired result).

Effective management involves four primary functions and related skill sets: planning, organizing, leading, and controlling.
Although there’s a logical sequence to the functions, in practice the four functions are often performed in a dynamic manner.

For example, a manager would need to develop or reference a departmental or organizational plan prior to executing on it just as
you would reference a map prior to embarking on a road trip. The proverb “if you fail to prepare you are preparing to fail”
underscores the importance of this function. However, just as when road or airport closures or other factors might cause you to
change your original route, unanticipated internal or external factors might cause a manager to revisit and revise the original plan,
requiring a change in the other functions and associated tasks. Thus, achieving organizational goals—arriving at your intended
destination—requires ongoing management of the process and an understanding of the interrelationship of the four functions.

As Figure 1 illustrates, a factor that impacts leading, for example, will have implications for controlling, planning and organizing.
In summary, it is a management responsibility to ensure that unanticipated changes are factored in to the process and the integrity
of the process is maintained.

Leading

Figure 1. The key functions in the management process are connected, but not always linear.

Planning

Planning means defining performance goals for the organization and determining what actions and resources are needed to achieve
the goals. Through planning, management defines what the future of the organization should be and how to get there. Strategic
plans are long-term and affect the entire organization. A strategic plan bridges the gap between what an organization is and what it
will become. Tactical plans translate strategic plans into specific actions that need to be implemented by departments throughout
the organization. The tactical plan defines what has to be done, who will do it, and the resources needed to do it.
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For instance, recall the example used at the beginning of this module. It described how ThyssenKrupp AG decided to become an
elevator manufacturing and servicing company because of increased competition from Chinese steel. The management of the
company set a goal of deriving the majority of its revenue from elevator-related activities. To do this, the management team made
plans to create partnerships or take over existing elevator companies. The team devised plans to develop new human resources and
to acquire other material resources. The company also had to divest existing steel-related resources to raise capital for the new
initiative. This example is a long-term strategic plan that will take years to complete and require many changes along the way. But
it starts by defining a goal and a preliminary path to achieve it.

Organizing

Once plans are made, decisions must be made about how to best implement the plans. The erganizing function involves deciding
how the organization will be structured (by departments, matrix teams, job responsibilities, etc.). Organizing involves assigning
authority and responsibility to various departments, allocating resources across the organization, and defining how the activities of
groups and individuals will be coordinated.

In the case of ThyssenKrupp AG, the management had to determine how to support two very different sets of activities in order to
achieve its long-term goal. Management needed to continue steel production activities to provide continuity of funds as the
emphasis gradually shifted to elevator production. It also had to develop new skills and resources to build the company’s elevator
capabilities. A new organizational structure was needed that could support both business activities as one was downsized and the
other built up.

Leading

Nearly everything that is accomplished in an organization is done by people. The best planning and organizing will not be effective
if the people in the organization are not willing to support the plan. Leaders use knowledge, character, and charisma to generate
enthusiasm and inspire effort to achieve goals. Managers must also lead by communicating goals throughout the organization, by
building commitment to a common vision, by creating shared values and culture, and by encouraging high performance. Managers
can use the power of reward and punishment to make people support plans and goals. Leaders inspire people to support plans,
creating belief and commitment. Leadership and management skills are not the same, but they can and do appear in the most
effective people.

It is very difficult to motivate people when plans involve radical change, particularly if they include downsizing and layoffs. Many
people are naturally resistant to change. When the change means loss of jobs or status, people will be very resistant. At
ThyssenKrupp, the labor unions vehemently opposed the shift from steel production to elevator manufacturing. Although the
people involved in the new business functions were excited by the plans, people involved with steel production felt abandoned and
demotivated. Management would have been wise to get union support for its vision of the company’s new future.

Controlling

There is a well-known military saying that says no battle plan survives contact with the enemy. This implies that planning is
necessary for making preparations, but when it’s time to implement the plan, everything will not go as planned. Unexpected things
will happen. Observing and responding to what actually happens is called controlling. Controlling is the process of monitoring
activities, measuring performance, comparing results to objectives, and making modifications and corrections when needed. This is
often described as a feedback loop, as shown in the illustration of a product design feedback loop.
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(is it
selling?)

Product design feedback loop

Controlling may be the most important of the four management functions. It provides the information that keeps the corporate goal
on track. By controlling their organizations, managers keep informed of what is happening; what is working and what isn’t; and
what needs to be continued, improved, or changed. ThyssenKrupp had little experience in elevator manufacturing when it was
making plans. It was developing new products and processes and entering new markets. The management knew it could not
anticipate all the difficulties it would encounter. Close monitoring as the plan progressed allowed the company to make changes
and state-of-the-art innovations that have resulted in a very successful transition.

Watch the following video for an overview of the management process and a simple example of how the management functions
work together.

A link to an interactive elements can be found at the bottom of this page.

You can view the transcript for “The Management Process.mp4” here (opens in new window).

? Practice Questions

https://assessments.lumenlearning.co...essments/12140

https://assessments.lumenlearning.co...essments/12141

Who Directs Each Function?

Although these functions have been introduced in a particular order, it should be apparent that the different activities happen at the
same time in any one organization. The control function ensures that new plans must be created. Leaders often step up as needed
when a crisis or unexpected bump demands immediate action. All managers perform all of these functions at different times,
although a manager’s position or level in the organization will affect how much of his or her time is spent planning as opposed to
leading or to controlling.
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1.13: Introduction to Types of Managers and Their Roles

What you’ll learn to do: describe the primary types of managers and the roles they play

Managers function in a number of roles including leading, sharing information, and making decisions. How often they play a
particular role depends on the level they occupy and the type of organization. We’ll talk about the differences between top
managers, middle managers, first-line managers, and team leaders.
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1.14: Types of Managers

&b Learning Outcome

o Differentiate between the functions of top managers, middle managers, first-line managers, and team leaders.

Vertical Management

Vertical management, also called top-down management, refers to the various levels of management within an organization.
Managers at different levels are free to focus on different aspects of the business, from strategic thinking to communicating
information to operational efficiency. During the nineteenth century and much of the twentieth century, vertical management was
highly structured with many layers of management (as depicted by a pyramid). In industries where processes and conditions are
stable and where ongoing innovation is less critical, the vertical structure of management can still be very efficient. Workers in
labor-intensive industries such as manufacturing, transportation, and construction need to follow established procedures and meet
specific goals. Everyone knows who is in charge and assumes the job they do today will be the same next year or in five years.

Vertical management in a traditional organizational structure

A main disadvantage of vertical management is that it limits information flow from the lower levels of the organization to the
upper levels (like water, information flows downhill easily). Without easy two-way communication, top management can become
isolated and out of touch with how its plans affect core processes in the organization. It also fosters vertical thinking. Vertical
thinking refers to using traditional and recognized methods to solve particular problems. It is the opposite of “thinking outside of
the box.” The digital age exposed the shortcomings of management that addressed problems in formal or bureaucratic approaches
at the expense of creativity and innovation. Today, many organizations use “flatter” structures, with fewer levels between the
company’s chief executives and the employee base. Most organizations, however, still have four basic levels of management: top,
middle, first line, and team leaders.

Top-Level Managers

As you would expect, top-level managers (or top managers) are the “bosses” of the organization. They have titles such as chief
executive officer (CEO), chief operations officer (COO), chief marketing officer (CMO), chief technology officer (CTO), and chief
financial officer (CFO). A new executive position known as the chief compliance officer (CCO) is showing up on many
organizational charts in response to the demands of the government to comply with complex rules and regulations. Depending on
the size and type of organization, executive vice presidents and division heads would also be part of the top management team. The
relative importance of these positions varies according to the type of organization they head. For example, in a pharmaceutical
firm, the CCO may report directly to the CEO or to the board of directors.

Top managers are ultimately responsible for the long-term success of the organization. They set long-term goals and define
strategies to achieve them. They pay careful attention to the external environment of the organization: the economy, proposals for
laws that would affect profits, stakeholder demands, and consumer and public relations. They will make the decisions that affect
the whole company such as financial investments, mergers and acquisitions, partnerships and strategic alliances, and changes to the
brand or product line of the organization.
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Middle Managers

Middle managers must be good communicators because they link line managers and top-level management.

Middle managers have titles like department head, director, and chief supervisor. They are links between the top managers and the
first-line managers and have one or two levels below them. Middle managers receive broad strategic plans from top managers and
turn them into operational blueprints with specific objectives and programs for first-line managers. They also encourage, support,
and foster talented employees within the organization. An important function of middle managers is providing leadership, both in
implementing top manager directives and in enabling first-line managers to support teams and effectively report both positive
performances and obstacles to meeting objectives.

First-Line Managers

First-line managers are the entry level of management, the individuals “on the line” and in the closest contact with the workers.
They are directly responsible for making sure that organizational objectives and plans are implemented effectively. They may be
called assistant managers, shift managers, foremen, section chiefs, or office managers. First-line managers are focused almost
exclusively on the internal issues of the organization and are the first to see problems with the operation of the business, such as
untrained labor, poor quality materials, machinery breakdowns, or new procedures that slow down production. It is essential that
they communicate regularly with middle management.

Team Leaders

A team leader is a special kind of manager who may be appointed to manage a particular task or activity. The team leader reports to
a first-line or middle manager. Responsibilities of the team leader include developing timelines, making specific work assignments,
providing needed training to team members, communicating clear instructions, and generally ensuring that the team is operating at
peak efficiency. Once the task is complete, the team leader position may be eliminated and a new team may be formed to complete
a different task.

? Practice Question
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1.15: Management Roles

&b Learning Outcome

o Differentiate between leadership, informational, and decision-making roles.

Upper Management

¢ Long-term goals like
products, marketing,
and business organization

¢ Titles like CEO, CFO,
COOICTONE

Middle Management

® Interprets plans and sets actions

* Titles like regional/plan managers

Lower Management

* Implements plans

e Titles like team leader, assistand manager, foreman,
shift manager

Roles and functions of managers in a top-down organizational structure

We have discussed the types (levels) of managers and some of their responsibilities but not their specific activities. All managers
must be comfortable with three main types of activities or roles. To do their jobs, managers assume these different roles. No
manager stays in any one role all of the time, but shifts back and forth. These roles are leadership (or interpersonal), informational,
and decision making. They were written about in detail in the 1970s by Henry Mintzberg, a professor at McGill University in
Canada. His classifications are still one of the most studied descriptors of management roles today.' "

Leadership and Interpersonal Roles

Which type of manager spends more time in leadership activities? The short answer is all effective managers display leadership
characteristics. Leadership is the ability to communicate a vision and inspire people to embrace that vision.

Top managers are often required to fulfill what Mintzberg described as figurehead activities. They are the public face of the
management team and represent the business in legal, economic, and social forums.'”! Middle managers are also leaders, although
their focus may be more on interpersonal skills, such as motivating employees, negotiating salaries, and encouraging innovation
and creativity. First-line managers lead both by example when they actively participate in the tasks assigned to their workers and by
modeling the policies and work ethics of the organization.

Informational Roles

Informational roles involve the receiving and sending of information—whether as a spokesperson, a mentor, a trainer, or an
administrator. A top manager is a voice of the organization and has to be aware that even personal opinions will reflect (for better
or worse) on the business. With the free flow of information on the Internet, it is very difficult for top managers to separate their
personal identities from their corporate positions. For example, there was a consumer backlash in 2017 when Uber CEO Travis
Kalanick accepted a seat on President Trump’s economic advisory council. Kalanick initially said that he was “going to use [his]
position on the council to stand up for what’s right.” He resigned a few days later in response to the protest.”

Middle managers must skillfully determine what information from top management should be shared with others, how it should be
interpreted, and how it should be presented. Similarly, they must weigh the value of information they receive from first-line
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managers and employees in order to decide what to forward to top management. If transmitted information tends to be untrue or
trivial, then the manager will be viewed as a nonreliable source and his or her opinions discounted.

The informational role for first-line managers is primarily one of disseminating what they have been given and helping the
employees to see how their own contributions further organizational goals. They have a responsibility to see that the employees
understand what they need to be successful in their jobs.

Decision Making Roles

All managers are required to make decisions, but managers at different levels make different kinds of decisions. According to
Mintzberg, there are four primary types of management decision roles. These include the following:

o Entrepreneur. The entrepreneurs in a firm are usually top-level managers. They identify economic opportunities, lead the
initiative for change, and make product decisions.

¢ Disturbance handler. Top and middle managers will react to disturbances (unexpected events) in the organization—whether
internal or external. They will decide what corrective actions should be taken to resolve the problems.

¢ Resource allocator. All levels of management will make resource allocation decisions, depending upon whether the decision
affects the entire organization, a single department, or a particular task or activity.

o Negotiator. Depending on the effect on the organization, most negotiation is done by top and middle-level managers. Top
managers will handle negotiations that affect the entire organization, such as union contracts or trade agreements. Middle-level
managers negotiate most salary and hiring decisions. '

To summarize, managers must play many roles. Some are better than others in particular roles and will tend to be called on for
those jobs. Putting a diverse management team in place will ensure that the organization has enough managers to meet most
challenges.

? Practice Question

https://assessments.Jlumenlearning.co...essments/12143

1. B. (2016, September 20). Mintzberg's Management Roles - Boundless Open Textbook. Retrieved July 28, 2017, from
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2. Ibid. ¢

3. Pittsburghers Protest Uber As CEO Reacts To Public Outcry. (n.d.). Retrieved July 28, 2017, from
http://pittsburgh.cbslocal.com/2017/02/04/pittsburgh-uber-protest/<
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1.16: Introduction to the Advantages of Managing People Well

What you’ll learn to do: explain the advantages that arise from managing people well

An organization—especially a for-profit business—needs something that drives customers to buy its products or services over a
competitor’s. How do managers ensure that employees embrace that advantage so that the company not only survives but thrives?
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2.1: Putting It Together- History of Management

The key principles of management are timeless.

At the outset of this module, we contrasted Amazon with the great businesses of the past and asked if the management principles
developed a century ago are still relevant today. Let’s consider that question again in more detail given what you have now learned.

It is estimated that Amazon processes more than six hundred million shipments every year. How important do you think efficiency
is to the company’s leadership? Consider the time and motion studies developed in the school of scientific management and their
applicability to quickly processing orders in one of Amazon’s distribution centers. If you are a manager at an Amazon warehouse, it
is vital that you measure all aspects of productivity.

Now consider for a moment the scope of Amazon’s empire. When most people think of Amazon, they think about the marketplace
and the ability to buy almost anything on the company’s website. CEO Jeff Bezos, however, often refers to the three pillars of
Amazon’s business: marketplace, Amazon Web Services (AWS), and the company’s Prime membership service. Each of these units
is massive in its own right. Additionally, Amazon has more than forty subsidiaries such as Zappos.com, Diapers.com, and
Goodreads.!'!

With a business that large and diverse, how can leadership possibly maintain control? Think back to what you learned about the
bureaucratic school of management and how that might apply to a company like Amazon. In that section, you learned that the four
functions of management are planning, organizing, leading, and controlling. These skills are vital to maintaining focus across such
a massive organization.

The competition for talent is intense in the global marketplace. With the emergence of social feedback sites such as Glassdoor, no
employer can ignore the needs of its employees and remain competitive in the human resource space. Managers at Amazon are not
immune to this reality. Your knowledge of the history of humanistic management and its focus on employee conditions has
provided you with key insights into effectively managing human capital.

Think of your study of the history of management principles in this module like tools in a toolbox. Every management challenge
you face will require a different set of tools to resolve. By understanding the broad spectrum of management theories, you are
adding more tools to the box. This will, in turn, make you better equipped to manage the modern business organization.

1. Mac, R. (2016, April 06). Jeff Bezos Calls Amazon 'Best Place In The World To Fail' In Shareholder Letter. Retrieved August
01, 2017, from https://www.forbes.com/sites/ryanmac/2016/04/05/jeff-bezos-calls-amazon-best-place-in-the-world-to-fail-in-
shareholder-letter/#539756be7bc5¢

Contributors and Attributions
CC licensed content, Original

o Putting It Together: History of Management. Authored by: Jeff Heflin and Lumen Learning. License: CC BY: Attribution

CC licensed content, Shared previously

o Image: Pocket Watch. Authored by: FelixMittermeier. Located at: https://pixabay.com/en/pocket-watch-time-clock-time-of-
2061228. License: CCO: No Rights Reserved

This page titled 2.1: Putting It Together- History of Management is shared under a CC BY 4.0 license and was authored, remixed, and/or curated

by Lumen Learning via source content that was edited to the style and standards of the LibreTexts platform.

https://biz.libretexts.org/@go/page/47612


https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/47612?pdf
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/02%3A_History_of_Management/2.01%3A_Putting_It_Together-_History_of_Management
mailto:/Sandboxes/lhrli@ucdavis.edu
https://www.forbes.com/sites/ryanmac/2016/04/05/jeff-bezos-calls-amazon-best-place-in-the-world-to-fail-in-shareholder-letter/#539756be7bc5
mailto:/Sandboxes/lhrli@ucdavis.edu
https://creativecommons.org/licenses/by/4.0
https://pixabay.com/en/pocket-watch-time-clock-time-of-2061228
https://creativecommons.org/about/cc0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/02%3A_History_of_Management/2.01%3A_Putting_It_Together-_History_of_Management
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/02%3A_History_of_Management/2.01%3A_Putting_It_Together-_History_of_Management?no-cache
https://courses.lumenlearning.com/wm-principlesofmanagement

LibreTextsm

2.2: Assignment- Sun City Boards’ Management Style

Scenario

Tom is struggling to identify a management style that he would consider a fit for him and Sun City Boards. He has asked you to
review the history of management and propose a management approach that would be appropriate for Sun City Boards. A key
challenge for Tom is how to balance the need for creativity in surfboard design and development with the need for control of the
manufacturing process to maintain the high level of product performance that the company is known for and that supports it’s
premium price.

Your Task

1. Review the management practices and operating assumptions covered in the History of Management module with Tom’s
request in mind.

2. Outline a management philosophy (hybrid is fine) and operating processes that would address Tom’s concern for balancing
creativity and quality control.

3. Write a three paragraph email to Tom outlining your proposed management style/structure and rationale. Include in your email
three terms from the module, properly defined and referenced in case he wants to research further.

4. Given that Tom has been more of an anti-manager than a manager, propose an approach that would allow for a smooth
transition rather than an abrupt change in culture and operations that might cost the company valuable talent.
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2.3: Assignment- History of Management

Preparation

Our text introduced us to many famous leaders and theorists in the subject of management practices. Each was notable for the
different studies and practices or methods they analyzed and professed. Additionally, we examined current developments in
management practices. In this assignment, your mission is to match key definitions, works, or concepts with the leaders or theorists
who promoted them.

Your Task

Click the link to download one of the following formats:

¢ History of Management Assignment (.docx)
¢ History of Management Assignment (PDF)

Read the answer choices in the left column and the definition or associated terms, famous work, or key concepts in the center
column. Complete the table by inserting the correct answer choice in the far right column. Hint: Each definition has only one
correct method or person. Submit your completed table for grading.

Grading
Your assignment will be graded on the basis of number of correct matches out of a total of 22.
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2.4: Discussion- Sun City Boards’ Management Toolbox

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

Scenario

The management principles we’ve learned are a lot like tools in a toolbox—every management challenge will require a different set
of tools to resolve. Tom has asked for your input on “tools” that he should consider adding to his toolbox.

For Discussion

Based on your understanding of Tom’s experience and operating environment, identify and describe the benefit of ONE of the
concepts or business practices you think would be of value and how you think it will contribute to his development manager and/or
business success.

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.
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2.5: Discussion- How the Past Influences the Present

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

For Discussion
Choose ONE of the following questions to respond to in your initial post.

1. In your reading, you studied early scientific management theorists, including Frederick W. Taylor, Frank and Lillian Gilbreth,
and Henry Gantt. Do you see any of their ideas in modern-day workplaces? Cite examples.

2. Why do you think the term “bureaucratic” has negative connotations in today’s business environment? What aspects of
bureaucracy do people tend to criticize? Are there any aspects of bureaucracy that you think are important in today’s
businesses?

3. In the Hawthorne experiments, Elton Mayo discovered that workers performed better when they were “having more fun,”
leading him to theorize that workers are motivated more by social dynamics than by economic or environmental factors. How
do you think Mayo’s theory is reflected in companies today? Cite examples.

4. Which of the current developments in management practice do you think managers need to watch most closely? Why?

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.
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2.6: Why It Matters- History of Management

Why learn about the history of management?
A link to an interactive elements can be found at the bottom of this page.

Text alternative for “Amazon Prime Air” (opens in new window).

If you were asked to list the most innovative companies in the world today, it is likely that you’d put Amazon near the top of that
list. Do you remember the buzz generated when Amazon announced that it would be applying for the necessary permits to deliver
packages by drone? Likewise, it is an amazing sight to enter an Amazon distribution center and see the carefully choreographed
dance as humans and robots work together to fill customer orders. Amazon is at the cutting edge of modern business.

Now ask yourself, could there possibly be any similarities between managing a modern technology company like Amazon and
managing the large industrial steel companies that dominated U.S. industry in the late 1800s and into the turn of the twentieth
century?

What might surprise you is the answer: yes! What you will learn during this module as you study the history of management is that
many principles developed during the Industrial Revolution are still in practice in today’s Information Revolution. So pay close
attention as you study these historical concepts of management and relate them to your experiences and studies of successful
businesses today. The similarities may astonish you.
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2.7: Introduction to Scientific Management

What you'll learn to do: describe the contributions of Frederick W. Taylor, Frank and Lillian Gilbreth,
and Henry Gantt to the field of scientific management

Scientific management is the term used to describe the works produced by the earliest theorists and researchers in management.
This section will examine some of the key contributions of pioneers in this field.
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2.8: Scientific Management

&b Learning Outcomes

o Explain the concept of scientific management.

e Summarize the work of Frederick W. Taylor.

e Summarize the work of Frank and Lillian Gilbreth.
e Summarize the work of Henry Gantt.

Prior to the early 1900s, there was no management theory as we think of it today. Work happened as it always had—those with the
skills did the work in the way they thought best (usually the way it had always been done). The concept that work could be studied
and the work process improved did not formally exist before the ideas of Frederick Winslow Taylor.

The scientific management movement produced revolutionary ideas for the time—ideas such as employee training and
implementing standardized best practices to improve productivity. Taylor’s theory was called scientific because to develop it, he
employed techniques borrowed from botanists and chemists, such as analysis, observation, synthesis, rationality, and logic. You
may decide as you read more about Taylor that by today’s criteria he was not the worker’s “friend.” However, Taylor must be given
credit for creating the concept of an organization being run “as a business” or in a “businesslike manner,” meaning efficiently and
productively.

? Practice Question

https://assessments.lumenlearning.co...essments/12145

Frederick W. Taylor

Frederick Taylor (1856-1915) is called the Father of Scientific Management.

Before the Industrial Revolution, most businesses were small operations, averaging three or four people. Owners frequently labored
next to employees, knew what they were capable of, and closely directed their work. The dynamics of the workplace changed
dramatically in the United States with the Industrial Revolution. Factory owners and managers did not possess close relationships
with their employees. The workers “on the floor” controlled the work process and generally worked only hard enough to make sure
they would not be fired. There was little or no incentive to work harder than the next man (or woman).

Taylor was a mechanical engineer who was primarily interested in the type of work done in factories and mechanical shops. He
observed that the owners and managers of the factories knew little about what actually took place in the workshops. Taylor
believed that the system could be improved, and he looked around for an incentive. He settled on money. He believed a worker
should get “a fair day’s pay for a fair day’s work”—no more, no less. If the worker couldn’t work to the target, then the person
shouldn’t be working at all. Taylor also believed that management and labor should cooperate and work together to meet goals. He
was the first to suggest that the primary functions of managers should be planning and training.
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In 1909, Taylor published The Principles of Scientific Management. In this book, he suggested that productivity would increase if
jobs were optimized and simplified. He also proposed matching a worker to a particular job that suited the person’s skill level and
then training the worker to do that job in a specific way. Taylor first developed the idea of breaking down each job into component
parts and timing each part to determine the most efficient method of working. Soon afterward, two management theorists, Frank
and Lillian Gilbreth, came up with the idea of filming workers to analyze their motions. Their ideas have since been combined into
one process (called time and motion studies) for analyzing the most productive way to complete a task.

Scientific management has at its heart four core principles that also apply to organizations today. They include the following:

o Look at each job or task scientifically to determine the “one best way” to perform the job. This is a change from the previous
“rule of thumb” method where workers devised their own ways to do the job.

o Hire the right workers for each job, and train them to work at maximum efficiency.

¢ Monitor worker performance, and provide instruction and training when needed.

¢ Divide the work between management and labor so that management can plan and train, and workers can execute the task
efficiently.

Taylor designed his approach for use in places where the work could be quantified, systemized, and standardized, such as in
factories. In scientific management, there is one right way to do a task; workers were not encouraged (in fact, they were forbidden)
to make decisions or evaluate actions that might produce a better result. Taylor was concerned about the output more than worker
satisfaction or motivation. Taylor’s work introduced for the first time the idea of systematic training and selection, and it
encouraged business owners to work with employees to increase productivity and efficiency. And he introduced a “first-class
worker” concept to set the standard for what a worker should be able to produce in a set period of time. Scientific management
grew in popularity among big businesses because productivity rose, proving that it worked.

Today, an updated version of his original theory is used by such companies as FedEx and Amazon. Digital Taylorism is based on
maximizing efficiency by standardizing the tools and techniques for completing each task involved with a given job. Every task is
broken down to the smallest motion and translated into an exact procedure that must be followed to complete that task. Because
everyone is operating in the same mechanistic way, it increases predictability and consistency while reducing errors. It is relatively
easy for managers to replace workers and retain the same productivity. The criticism of this type of management approach is
similar to that of Taylor’s original theory: It reduces worker creativity; it requires management to monitor all aspects of employee
behavior; and it is unforgiving to workers who don’t meet the standard.

? Practice Question

https://assessments.lumenlearning.co...essments/12147

Frank and Lillian Gilbreth

Two more pioneers in the field of management theory were Frank and Lillian Gilbreth, who conducted research about the same
time as Taylor. Like Taylor, the Gilbreths were interested in worker productivity, specifically how movement and motion affected
efficiency.

Lillian Gilbreth. The book and film Cheaper By the Dozen were based on her and Frank’s experiences raising twelve children
according to their theories of time and motion studies.
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As stated above, the Gilbreths used films to analyze worker activity. They would break the tasks into discrete elements and
movements and record the time it took to complete one element. In this way, they were able to predict the most efficient workflow
for a particular job. The films the Gilbreths made were also useful for creating training videos to instruct employees in how to work
productively.

Taylor and the Gilbreths belonged to the classical school of management, which emphasized increasing worker productivity by
scientific analysis. They differed, however, on the importance of the worker. Taylor’s emphasis was on profitability and
productivity; the Gilbreths were also focused on worker welfare and motivation. They believed that by reducing the amount of
motions associated with a particular task, they could also increase the worker’s well-being. Their research, along with Taylor’s,
provided many important principles later incorporated into quality assurance and quality control programs begun in the 1920s and
1930s. Eventually, their work led to the science of ergonomics and industrial psychology. (Ergonomics is the study of people in
their operating environment, with the goal of increasing productivity and reducing risk of work-related injury.)

? Practice Question

https://assessments.lumenlearning.co...essments/12148

You can watch some of the Gilbreths’ films below to get an idea of how they documented their time and motion studies in an effort
to increase efficiency and safety.

A video element has been excluded from this version of the text. You can watch it online here: http://pb.libretexts.org/pom/?p=86

Henry Gantt

Henry Gantt (1861-1919) was also an associate of Taylor. He is probably best known for two key contributions to classical
management theory: the Gantt chart and the task and bonus system.

The Gantt chart is a tool that provides a visual (graphic) representation of what occurs over the course of a project. The focus of
the chart is the sequential performance of tasks that make up a project. It identifies key tasks, assigns an estimated time to
complete the task, and determines a starting date for each element of a task. Gantt differentiated between a terminal element that
must be completed as part of a larger task. The related terminal elements together created what he called the summary element.

I |Task Mame |Predecessors Duration MR IR 006,06 Aug 13,08
s[M[TIW[T]F]s[s[uM][T[w][T[F s S—?r.||T|W|T|F [slsim]Tw]T[F[s
1 Start 0 days
2 a 1 4 days
3 b 1 5.33 days
4 c 2 5.17 days
5 d 2 6.33 days
6 e 3.4 5.17 days
7 f 5 4.5 days
& g 6 5.17 days
9 Finizh 7.8 0 days

An example of a simple Gantt chart

The Gantt chart has multiple benefits for project management:

o It aids in the breakdown of tasks into specific elements.

o It allows for the monitoring of projected timelines.

o It identifies which tasks are dependent upon a prior task or element and which are independent and can be completed at any
time.

Let’s apply the Gantt chart principles to a simple project. Imagine that you want to paint a room. The summary element is the
finished, painted room. The individual terminal tasks might include calculating the square footage of the room, preparing the walls,

choosing the paint, purchasing the paint, putting down the drop cloth, taping the windows, applying the paint, and final cleanup.
Some of these elements are independent, and some elements are dependent upon others. Purchasing the paint is dependent upon
knowing the square footage and choosing the paint color. Before painting can start, the walls must be prepared and the paint must
be purchased. But purchasing the paint is not dependent upon preparing the walls—these tasks could be started at the same time.
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There are several distinct tasks involved in painting a room.

Gantt also promoted the task and bonus plan that modified Taylor’s “a fair day’s pay for a fair day’s work” premise. Gantt wanted
to establish a standard (average) time for a piece of work or task. Then, if a worker took more that the standard time, his pay was
docked. But if he took less time, he was paid for the additional pieces of work and a bonus of up to 20 percent more. Also known as
the progressive rate system, this plan was preferred by workers who were willing to work harder for additional wages.

Although Gantt is not the best known of the classic management theorists, many of his ideas are still being used in project
management.

? Practice Question

https://assessments.lumenlearning.co...essments/12149

Key Points

Scientific management was the first widespread promotion of rational processes to improve efficiency. The goal was to develop a
standard against which work performance could be measured. Training became an important part of the management process. By
the 1930s, however, many unions and workers were suspicious of the intentions of scientific management.
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2.9: Introduction to Bureaucratic Management

What you'll learn to do: describe the contributions of Max Weber and Henri Fayol to the field of
bureaucratic management

Bureaucratic management looks at how large organizations with layers of management can operate in an efficient, rational manner.
Weber and Fayol, the original proponents of this style of management, were fighting favoritism and incompetence, common in
large organizations at the time. Unfortunately, when taken to extremes, the same concepts became associated with red tape and
obstructionism.
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2.10: Bureaucratic Management

&b Learning Outcomes

o Explain the concept of bureaucratic management.
e Summarize the work of Max Weber.
e Summarize the work of Henri Fayol.

Scientific management was concerned with individual tasks and how workers could do those tasks most efficiently. Around the
same time that Frederick Taylor was developing his theory of scientific management, other theorists were considering entire
systems, such as government departments and large businesses, and trying to figure out how to manage them more effectively. The
most influential of these theorists were Max Weber (pronounced Vay’- ber), and Henri Fayol. Between them, they defined the
characteristics of organizations and the functions of managers that we still accept today.

https://assessments.lumenlearning.co...essments/12150

Max Weber proposed bureaucracy as the optimum form of organization.

Max Weber and Bureaucratic Theory

Weber was born in Germany in 1864 and grew up during the time when industrialization was transforming government, business,
and society. Weber was interested in industrial capitalism, an economic system where industry is privately controlled and
operated for profit. Weber wanted to know why industrial capitalism was successful in some countries and not in others. He
believed that large-scale organizations such as factories and government departments were a characteristic of capitalist economies.

Weber visited the United States in 1904 to study the U.S. economy. It was here that he observed the spirit of capitalism. He noted
that capitalism in the United States encouraged competition and innovation. He also realized that businesses were run by
professional managers and that they were linked through economic relationships. He contrasted this with capitalistic practices in
Germany where a small group of powerful people controlled the economy. In Germany, tradition dictated behaviors. People were
given positions of authority based on their social standing and connections, and businesses were linked by family and social
relationships.

Weber was concerned that authority was not a function of experience and ability, but won by social status. Because of this,
managers were not loyal to the organization. Organizational resources were used for the benefit of owners and managers rather than
to meet organizational goals. Weber was convinced that organizations based on rational authority, where authority was given to
the most competent and qualified people, would be more efficient than those based on who you knew. Weber called this type of
rational organization a bureaucracy.

Weber identified six characteristics or rules of a bureaucracy. They are summarized in the following table.

https://biz.libretexts.org/@go/page/47607
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Characteristic of the Bureaucracy Description

Six Rules of a Bureaucracy

Each level controls the levels below and is controlled by the level
Hierarchical Management Structure above. Authority and responsibilities are clearly defined for each
position.

Tasks are clearly defined and employees become skilled by
Division of Labor specializing in doing one thing. There is clear definition of
authority and responsibility.

Employee selection and promotion are based on experience,
Formal Selection Process competence, and technical qualification demonstrated by
examinations, education, or training. There is no nepotism.

. . Management is separate from ownership, and managers are career
Career Orientation . . o .
employees. Protection from arbitrary dismissal is guaranteed.

Rules and regulations are documented to ensure reliable and
Formal Rules and Regulations predictable behavior. Managers must depend on formal
organizational rules in employee relations.

Impersonalit Rules are applied uniformly to everyone. There is no preferential
P y treatment or favoritism.

Weber thought bureaucracy would result in the highest level of efficiency, rationality, and worker satisfaction. In fact, he felt that
bureaucracy was so logical that it would transform all of society. Unfortunately, Weber did not anticipate that each of the
bureaucratic characteristics could also have a negative result. For example, division of labor leads to specialized and highly skilled
workers, but it also can lead to tedium and boredom. Formal rules and regulations lead to uniformity and predictability, but they
also can lead to excessive procedures and “red tape.” In spite of its potential problems, some form of bureaucracy is the dominant
form of most large organizations today. The “pyramid” organizational structure, with responsibility split into divisions,
departments, and teams, is based on principles of bureaucracy. It is used by nearly all large corporations. Weber’s idea that hiring
and promotion should be based on qualifications, not social standing, is built into U.S. labor laws.

? Practice Question

https://assessments.Jlumenlearning.co...essments/12151

Today, the term “bureaucracy” has taken on negative connotations. It is associated with excessive paperwork, apathy,
unresponsiveness, and inflexibility. This is unfortunate, as Weber’s ideas have spread throughout the industrial world and
transformed the way organizations are run and structured. Your school is probably structured as a bureaucracy. If you have shopped
at a department store, it is a bureaucracy, and your city government is also a bureaucracy.
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Henri Fayol founded the school of administrative management.

Henri Fayol and Administrative Theory

Henri Fayol was born in Turkey in 1841. Although older than Weber, he witnessed many of the same organizational developments
in Europe that interested Weber. Fayol was a mining engineer who became the head of a large mining company. He wanted
managers to be responsible for more than just increasing production. The story goes that he came to this insight when a mine was
shut down after a horse broke a leg and no one at the mine had authority to purchase another. Fayol saw this as a direct failure of
management to plan and organize the work. Following this, Fayol began experimenting with different management structures.

He condensed his ideas and experiences into a set of management duties and principles, which he published in 1916 in the book
General and Industrial Management. Fayol incorporated some of Weber’s ideas in his theories. However, unlike Weber, Fayol was
concerned with how workers were managed and how they contributed to the organization. He felt that successful organizations, and
therefore successful management, were linked to satisfied and motivated employees.

Fayol’s five duties of management were as follows:

o Foresight: Create a plan of action for the future.

o Organization: Provide resources to implement the plan.

o Command: Select and lead the best workers through clear instructions and orders.

o Coordinate: Make sure the diverse efforts fit together through clear communication.

o Control: Verify whether things are going according to plan and make corrections where needed.

These duties evolved into the four functions of management: planning (foresight), organizing (organization), leading (command
and coordinate), and controlling (control).

Fayol also proposed a set of fourteen principles that he felt could guide management behavior, but he did not think the principles
were rigid or exhaustive. He thought management principles needed to be flexible and adaptable and that they would be expanded
through experience and experimentation. Some of Fayol’s principles are still included in management theory and practice,
including the following:

¢ Scalar chain: An unbroken chain of command extends from the top to the bottom of the organization.
o Unity of command: Employees receive orders from only one superior.

o Unity of direction: Activities that are similar should be the responsibility of one person.

o Division of work: Workers specialize in a few tasks to become more proficient.

? Practice Question
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Key Points

The work of Weber and Fayol forms the basis of management theory and practice still in use today. Weber’s rules for bureaucracy
govern most large organizations, from multinational organizations to armies, hospitals, and universities. Fayol’s duties of
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management help us understand the functions of managers in any type of organization.
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2.11: Introduction to Humanistic Management

What you'll learn to do: describe the contributions of Mary Parker Follett and Elton Mayo (Hawthorne
studies) to the field of humanistic management

Scientific management has both its proponents and its detractors. The most dynamic of these critics initiated a new movement
called humanistic management, which shifted management emphasis from things (pay, breaks, schedules, and quotas) to people and
work relationships.
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2.12: Humanistic Management

&b Learning Outcomes

o Explain the concept of humanistic management.
e Summarize the work of Mary Parker Follett.
o Explain the significance of Elton Mayo’s work (Hawthorne studies).

As you’ve probably deduced from the name, humanistic management theory places a great emphasis on interpersonal
relationships. An earlier section discussed scientific management and how it focused on productivity and reducing costs by
developing efficiency standards based on time and motion studies. Its critics took issue with scientific management’s emphasis on
quotas and standards that were the same for all workers.

Very little evidence exists that the new quotas set for workers were unreasonable or that laborers who could not meet that quota
were routinely fired. But concern was expressed by workers who complained about lower standards of workmanship and lower
wages under what was called the set-piece system. Labor unions began addressing the growing fear of the workers that all but an
elite few would soon be out of work. Even the U.S. government got involved in the conflict between managers and workers, calling
on Frederick Taylor to testify before Congress about the aims of his proposals. It was out of this context that a new management
theory evolved that examined social rather than economic factors. The humanistic approach looked to the individual worker and
group dynamics rather than to authoritative managers for effective control.

? Practice Question

https://assessments.lumenlearning.co...essments/12154

Mary Parker Follett

L=

Mary Parker Follett is now considered the “Mother of Modern Management.”

Mary Parker Follett’s teachings, many of which were published as articles in well-known women’s magazines, were popular with
businesspeople during her lifetime. But she was virtually ignored by the male-dominated academic establishment, even though she
attended Radcliffe University and Yale and was asked to address the London School of Economics. In recent years her writings
have been “rediscovered” by American management academics, and she is now considered the “Mother of Modern Management.”

Follett developed many concepts that she applied to business and management, including the following:

o A better understanding of lateral processes within organizational hierarchies. These concepts were applied by DuPont Chemical
Company in the 1920s in the first matrix-style organization. A matrix organizational structure uses a grid rather than a
pyramidal system to illustrate reporting paths. An individual may report both to a functional manager (such as sales or finance)
and to a product manager.

e The importance of informal processes within organizations. This is related to the idea of authority deriving from expertise rather
than position or status. For example, an informal group may form in an organization (during or outside of official work hours)
to socialize, form a union, or discuss work processes without management overhearing.

o Noncoercive power sharing, which she called integration, to describe how power operates in an effective organization. She
wrote about the “group principle” that characterized the whole of the organization, describing how workers and managers
have equal importance and make equal contributions.
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¢ Coining the term “win-win” to describe cooperation between managers and workers. She also talked about empowerment and
facilitation rather than control.

¢ Promoting conflict resolution in a group based on constructive consultation of equals rather than compromise, submission, or
struggle. This is known as the constructive conflict concept.

Follett devoted her life’s work to the idea that social cooperation is better than individual competition. In her 1924 book Creative
Experience, Follett wrote “Labor and [management] can never be reconciled as long as labor persists in thinking that there is a
[management] point of view and [management] thinks there is a labor point of view. These are imaginary wholes which must be
broken up before [management] and labor can cooperate.”

? Practice Question
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Elton Mayo and the Hawthorne Experiments

The Hawthorne experiments were a series of studies that took place in a Western Electric plant near Chicago during the late 1920s
and early 1930s—the heyday of scientific management. The original experiment was designed to isolate factors in the workplace
that affected productivity. The researchers alternatively offered and then took away benefits such as better lighting, breaks,
shortened work schedules, meals, and savings and stock plans. But regardless of whether the change was positive or negative, the
productivity of the test subjects increased. For example, when lighting was increased, productivity increased—as expected. What
was not expected was that as lighting was diminished, productivity still increased. It was not until the lighting levels were near
candlelight luminosity and the women could not see their work that productivity decreased. At this point, an Australian-born
sociologist named Elton Mayo became involved.

Mayo visited the Hawthorne facility and advised the researchers to adjust how they interacted with the workers (subjects). A new
trial was started with a smaller group of subjects. Again, benefits were both added and subtracted. Previous experiments had
gathered data from the subjects by asking simple “yes or no” questions to more easily quantify their responses. But instead of “yes
or no” questions, Mayo advised the researchers to employ the nondirective interview method. This allowed the researchers to be
more informal and social and to develop relationships with the workers. Mayo discovered that there were several reasons why
productivity increased despite the withdrawal of benefits, including the following:

o A feeling of group cohesion
o The friendlier attitude of the researchers (supervisors)
o The attention that being part of the study brought to the individuals

In interviews with the test subjects, it was discovered that the reason productivity increased was because the subjects were simply
“having more fun.” Mayo theorized that workers were motivated more by social dynamics than by economic or environmental
factors.

Mayo published his findings in 1933 in “The Human Problems of an Industrialized Civilization.” In this treatise, Mayo predicted
that a group with negative behaviors and few social bonds would have very little chance of succeeding at the task. A group with a
high sense of mission and close team awareness would be the most likely to achieve its goals. The remaining teams would have
mixed degrees of success. The implication for organizations, of course, is to foster groups with a sense of mission and strong
interpersonal relationships.

? Practice Question
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Key Points

The humanistic approach developed to balance the super-rationality and mechanics of scientific management theories. It
recognized the importance of the social needs of the individual workers and the effects of group dynamics on efficiency and
productivity. It expanded the traditional list of workforce motivation beyond tangible and economic factors. But it was not the end
of management theory. Many more interpretations and theories followed.
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2.13: Introduction to Current Developments in Management Practices

What you'll learn to do: describe current developments in management practices

Although many of the principles described by twentieth century management researchers are still in use, they are being applied in
widely different ways. Building on the advances in technology and social psychology, management theory has become more
specialized to meet the continually arising challenges organizations face by operating in a global economy.
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2.14: Current Developments in Management Practices

&b Learning Outcomes

o Explain the concept of operations management.

o Explain the concept of systems management.

o Explain the concept of information management.
o Explain the concept of contingency management.

In the twenty-first century, organizations face many new challenges. Some people would argue that society and the economy have
changed so radically that the last century’s management practices and theories are no longer relevant. The truth is management has
become more important than ever. Almost everything we do today as individuals or organizations requires us to interact with large-
scale institutions, such as government agencies, banks, health-care providers, insurance companies, school systems, universities,
online retailers, and technology service providers. How has management theory and practice evolved to manage this new
organizational and business environment? Interestingly, it has become both more specific and more general.

Forces Shaping Management

Several forces are significantly shaping management practices today, including the pace of change, technology, globalization,
diversity, and social expectations. Let’s look at each of these in more detail.

The Pace of Change

Managers must understand that society, politics, the economy, and technology are changing at an unprecedented rate. In 2001, Ray
Kurzweil proposed that in the twenty-first century our rate of progress would double every decade.''| This means that over the next
one hundred years, we will experience changes that would have taken twenty thousand years in the past. This presents a vexing
problem for management. On one hand, managers need predictability and stability to develop and implement plans effectively. On
the other hand, they need adaptability and flexibility to respond to opportunities. How does management provide both stability and
flexibility?

Technology

The primary factor driving change is the development of computer and information technology. Fifty years ago, almost no one
knew about computers except from science fiction books and movies. Today nearly everyone uses a smartphone with more power
than the computers that guided rockets to the moon in 1969. Many of the routine jobs analyzed by Frederick Taylor and the
Gilbreths are now automated, done by computers and robots. It has been estimated that robots will perform 50 percent of current
jobs within twenty years. What is the role of management when machines instead of people are doing work?

Globalization

Globalization refers to the increasing ease of flow between countries. It includes economic, political, social, and cultural
interactions. In particular, economic globalization is creating one global marketplace, making it easier to conduct business across
borders. Globalization has allowed companies to perform many manufacturing jobs in low labor-cost countries. As a result, the
United States has shifted from a manufacturing economy to a service and information economy. Consider the following

comparison:
AT&T vs. Google

YEAR MOST VALUED COMPANY MARKET VALUE NUMBER OF EMPLOYEES
IN THE U.S.
American Tel h

1964 merican Telegraph and $267 billion 759,000
Telephone (AT&T)

2015 Google $370 billion 55,000

This table shows that technology workers today produce nearly twenty times more value for a company than manufacturing
workers did in the past. How does management lead and control this new knowledge worker?
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Diversity

Since the turn of the century, the U.S. workforce has become more diverse in almost all dimensions, including race, gender,
ethnicity, and age. In 1950, women made up about 30 percent of the workforce; in 2015 women made up about 47 percent of the
workforce. By 2024, ethnic and racial minorities are expected to comprise 40 percent of the workforce. And for the first time, there
are now five generations of workers in the workforce, from veterans born between 1928 and 1946 to iGens born after 1994. This
diversity provides a tremendous resource to organizations. People from different backgrounds have unique perceptions,
experiences, and strengths. This can promote creativity and innovation that stimulates unique problem solving. But it also brings
different expectations and norms about behavior and attitudes. How can management capitalize on the advantages of diversity
while accommodating differences?

Social Expectations

From the start of the Industrial Revolution until the middle of the twentieth century, management could look inward to determine
how to best use resources to meet organizational goals. Although government passed laws to address the worst abuses,
organizations primarily interacted with the external environment through the marketplace. The expectation of public, private, and
civic organizations was that they would provide the goods and services society required. This attitude also began to change around
the middle of the twentieth century as organizations, especially businesses, were viewed as social, as well as economic, actors. The
positive and negative impacts of organizations on the wider environment—alongside the products and services they provided—
were also considered outputs of production. Now managers have to satisfy not only their customers but also a wider set of
stakeholders, from government agencies to community groups. How does managing stakeholders get incorporated into
management theory and practice?

Current Developments in Management

We don’t yet have the answers to most of these questions. No “grand theories” like those we have discussed previously in this
module have emerged to address these new challenges. That is not to say that management has not responded; it has, in two ways:

o Management has become more specific with the formation of different disciplines. Managers now focus on specific aspects of
organizational management: operations management, financial management, marketing management, human resource
management, etc. By limiting the number of factors and issues they must deal with, managers can develop practices that address
the specific issues they face in their discipline.

e Management has also become more general. Managers are not provided with an instructional manual that tells them how to
manage. Instead, they are given a toolbox of different theories and practices. Effective managers need to know what tool to use
and how to use it in different circumstances.

Let us consider some current developments in management.

Operations Management

Operations management is concerned with all of the physical processes involved in producing and delivering goods and services to
customers. Operations management is the “guts” of a manufacturing or service company. It is concerned with all aspects of
converting materials and labor into goods and services as efficiently as possible. Operations managers must work closely with
every department in the business to ensure that products are manufactured as efficiently as possible. The same forces that are
transforming organizations and management are transforming all aspects of operations management, from design to production.

Operations managers are involved with the initial product design to incorporate features that facilitate production. Sometimes small
changes that don’t affect function, such as the number of different types of screws used in an assembly, can have a significant
impact on production costs. Today, many manufacturing firms are using computer-aided design that will translate design plans
directly into instructions for computer-controlled machinery and robotics. Operations managers also manage the supply chain to
find the best sources for high-quality materials and supplies at the lowest cost. Operations managers have become international
operations managers, as supplies come from anywhere in the world and manufacturing can be done anywhere in the world.

Operations managers are also responsible for materials inventory. This consists of materials that will be used in production or for
performing services. Some amount of inventory is needed to prevent delays in production or servicing. The worst thing that can
happen to an auto manufacturer is to have an assembly line stop because of a shortage of a basic part, such as spark plugs or tires.
On the other hand, maintaining inventories is a significant cost for companies, so they want to minimize the amount of inventory
on hand. Operations managers must balance the need for maintaining sufficient inventory with the need for reducing costs. They
now schedule deliveries and manage inventory using techniques such as just-in-time to optimize the amount of inventory on hand.
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This frequently involves developing long-term, cooperative partnerships with suppliers. Inventory management is a huge concern
for Amazon, for instance, which maintains an inventory of millions of products. It has developed specialized techniques to
maintain enough inventory to avoid lost sales without holding costly excess inventory.

All of these activities support operation management’s main function: the manufacturing of products or the delivery of services.
Operations managers must be concerned not only with cost and quantities but also be responsible for delivering quality. They
design and supervise production processes and service delivery using modern methods such as lean manufacturing and Six Sigma.
Six Sigma is a systematic set of practices used to reduce defects or complaints. The goal of Six Sigma is fewer than 3.4 defects per
one million parts produced, transactions performed, or services delivered.

Finally, operations management works with marketing and sales to make sure goods and services are delivered where and when
they are needed. They use sophisticated technology, such as point-of-sale data collections and integrated ordering systems, to
forecast demand for products and services. This information is feedback through the entire system, from ordering materials and
supplies to scheduling production. Operations management is responsible for making sure everything and everyone is working
together to deliver what the customer expects.

? Practice Question

https://assessments.lumenlearning.co...essments/12158

Systems Approach to Management

Environment

Government Competitors

Economy Advocacy
Groups

Inputs Firm Outputs
Suppliers =3 Resources -3 Customers
Materials Capabilities Products
Employees = Competencies  Services
Equipment Support
Facilities Returns
Money
Costs Profits

Organizations operate as open systems

A systems approach to management recognizes that organizations are open systems that interact with and are dependent on their
environment. In a continual process, they obtain necessary inputs, transform the inputs into finished goods and services, and deliver
their outputs to the market. The organization gets feedback from the market in two forms. First, it receives revenue. The revenue
provides finances to support the organization and to acquire additional inputs needed for production. Revenue can also finance
organizational improvements, such as upgraded equipment, development of new or improved products and services, or expansion
of facilities. Any revenue that is not reinvested in supporting or improving the organization can be disbursed to owners as
dividends.

The second form of feedback is information on how well the organization is doing. Organizations get direct information from
customer surveys, customer service complaints, and social media. Starbucks, for example, started a customer blog to get feedback
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on the customer’s experience. Based on the results, it made changes to speed up service even though that increased cost.

The systems approach to management focuses on performance of the whole production process, including the customers’ process.
The process is usually split by specialties within the company, and each specialist tries to optimize his contribution. But more
efficiency for one function may cause delays or bottlenecks elsewhere in the process, hurting overall production. The systems
approach analyzes these interactions and makes decisions to improve overall production.

The system model also shows that companies are open to environmental influence. Factors such as political instability, economic
conditions, consumer tastes, demographics, legal requirements, and the physical environment all can affect an organization.
Successful organizations must be able to detect, understand, and respond effectively to changes in the external environment. These
factors are discussed in more detail in the following module.

? Practice question
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Information Management

Data security has become a critical element of systems management.

If operations management is the guts of a business, information management is the nervous system. Organizations today depend on
the availability and accuracy of information to make decisions at every level. Information management is concerned with the
collection, preservation, storage, processing, and delivery of information. The purpose of information management is to make sure
information is available to the right people at the right time in a form that they can apply.

Information management is not a new concept. Businesses and organizations of all sorts have always required information about
their internal and external conditions to manage effectively. Although the need for information is not new, the volume of
information available, the means of gathering information, and the methods of processing information into useful knowledge have
all been transformed.

A recent development in information management is the use of big data. Big data refers to incredibly large amounts of data
available to organizations today and how that data can be analyzed for useful information. Big data comes from a variety of
sources, including social media, business transactions, government interactions, and education and health experiences, to name a
few. It also comes in a variety of formats from structured, numeric data to unstructured text data, social media, and telephone calls.

Methods are being developed to mine this data to extract useful information about individual behaviors. An example of using big
data that went viral a few years ago was how Morton’s Steak House delivered a steak dinner to a man getting off a plane at Newark
airport. The man had tweeted: “Hey @Mortons — can you meet me at newark airport with a porterhouse when I land in two hours?”
Morton’s continually mines social media for use of its name. Its data analytics captured the tweet, identified the man’s name,
determined that he was a frequent customer (and a frequent tweeter), and determined what his favorite meal was. Within two hours,
Morton’s had a tuxedo-clad waiter deliver the meal as the man got off the plane.'”! Think of the amount of data that had to be
analyzed to make this happen—the amount of information on social media, the number of customers Morton’s has served, and the
number of meals that have been ordered. This is more than finding a needle in a haystack. It is more like finding a specific pebble
in a mountain of gravel.

? Practice Question
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Contingency Management

Unlike the topics discussed earlier, contingency management is not a specific function. It is a general approach to management
practice that basically says there is no one best way to manage.

The management theories we discussed earlier had implicit assumptions that management concepts were universal. That is, what
worked in one organization would work in others. Certainly some modifications would be made for specific circumstances, but the
principles of scientific management and bureaucracy were assumed to apply in any organization. The contingency view rejects this
assumption. In contingency management, every situation is considered unique. Managers must adapt theory and practice to match
the situation by identifying the key contingencies, or factors, in the situation.

Contingencies might include the industry in which the company operates. For example, an effective organizational structure for an
Internet company such as Google would not be the same as a manufacturing company such as General Motors. Another
contingency factor is the country in which the company operates. US management methods do not work well in France. The type
of employee is also a contingency factor—incentive systems that work for manual laborers do not work for knowledge workers.
Effective managers need to be able to interpret the contingencies of a situation to determine which approach would be more
effective.

? Practice Question
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Key Points

Conditions are much different now than they were a hundred years ago when many management theories were developed.
However, many of the ideas that originated then are still relevant. Rather than abandon years of management experience, managers
today need to adapt and modify theory and practice to meet today’s conditions. Understanding the historical concepts in
management provides a foundation for developing new practices and methods.
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3.1: Putting It Together- Planning and Mission

If you don’t know where you’re going, any road will get you there.

Let’s return our attention to Sun City Boards and its owner, Tom Wilson. Dani travelled to Tom’s operations on the West Coast and
confirmed her suspicions that the problems the organization is facing are due to a lack of planning. Dani is meeting with Tom to
report on her findings and to submit her recommendations.

“OK Tom, I’ve spent the last several days going through your operations and records, and I’m confident that there are actions you
can take that will help turn around the business.”

Tom lets out a long sigh and says, “Dani, you have no idea how glad I am to hear that. So at a high level, what’s the problem?”

“In a nutshell, the problem with Sun City Boards is that you have lost your focus and there is no clear plan for moving forward.”
Tom looks confused, so Dani explains. “When you started the business, what was your vision?”

Tom answers, “To set people free from the earth ... free to ride the waves.”
“Perfect!” Dani responds. “And how were you going to do that?”

Tom thinks for a moment and then emphatically declares, “We will strive to provide the absolute best in high-end surfboard design
and production!”

Dani tells Tom that he has just created the vision and mission statements for Sun City Boards. She further explains, “You have to
start creating a focused plan that will help the organization deliver on its vision and mission. The reason your company is
struggling is that there is no clear roadmap to success.”

Tom asks, “What do you mean?”

Dani continues, “When you started the company you were very successful because you focused on one key thing—making the best
surfboards anyone had seen. As a result, everything your business did revolved around that core idea.”

Tom interrupts, “OK Dani, I think I see where you’re headed. When we started making money in the early days, I began to start
expanding into other areas without a lot of thought. I listened to salespeople who came in and told me that I should branch out into
low-end surf gear, then swimwear, then camping gear. Customers don’t know what we’re all about any more. And neither do my
managers and employees.”

Dani can see Tom is getting his arms around the concept of vision and mission, so she moves on. Next, she presents her
recommendation that Tom and his key leaders should come together regularly to create, review and update Sun City’s business
plan. This is new to the team, so she gives them a quick example:

1. Define Objectives: Sun City Boards should look to reduce noncore product lines and associated inventory. Minimum margin
target is 35 percent across all remaining product lines.

https://biz.libretexts.org/@go/page/47625
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2. Develop Premises: Monitor competitor’s plans to implement a new polymer board and determine potential impact to Sun
City’s sales.

3. Evaluate Alternatives: Evaluate opportunity of opening new retail outlets along the West Coast. Also, explore international
sales options for high-end surf boards.

4. Identify Resources: Analyze the level of capital necessary to achieve expansion goals and incorporate plan to close financial
gaps in the annual budget.

5. Plan and Implement Tasks: Create a Gantt chart or other project planning tool that outlines the actions necessary to reach the
goals outlined earlier.

6. Determine Tracking and Evaluation Methods: Create SMART goals for both managers and employees that align with
direction the overall business plan provides.

Finally, Dani reminds Tom that the planning process is only a tool and that the plan should be regularly reviewed and updated. Dani
warns him that planning is no substitute for taking action, but it is a guide for him and his team as to what actions should be taken.

This consulting project has reminded Dani how important it is for an organization to have a clear vision and mission to know where
it’s headed. Likewise, the planning process is critical to know how it’s going to get there. The alternative is like trying to take a
cross-country trip without a map—you don’t know where you might end up!
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3.2: Assignment- Creating a Plan for Sun City Boards

Preparation

Now that you’ve helped Tom with the basics, it’s time to do some planning. You’ve decided to start with the department that is
responsible for operations to produce the surfboards. Remember, planning is new to the organization, so you have the opportunity
to develop and use planning methods and tools of your choice. Your written assignment will describe the planning cycle and
planning methods and tools you will implement in your operation. The following steps will help you prepare for your written
assignment:

1. Carefully consider the cycles of planning you will likely encounter, relating them to Sun City Boards.
2. Carefully consider the planning methods and tools you would like to use and implement, assuring the methods and tools will
align operations with Tom Wilson’s stated vision and mission.

Your Task

Write a three-paragraph essay describing your chosen methods and tools, and why you selected them. Your essay must include
three properly referenced and defined terms from the module reading. For example, if you select SMART Goals, you could include
the definitions of each letter. Answer and address the following questions:

e What do you anticipate the planning cycle(s) to involve?

¢ What might interrupt and cause the planning cycle to repeat?

o How will your selected method assure successful achievement of the operation’s goals, and alignment with the company
mission?

o How will you use the planning tools you’ve selected?

In addition to the text, you are encouraged to research your topic using reliable and properly cited Internet resources. You may also
draw from your personal work experience with appropriate examples to support your selections.
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3.3: Assignment- Mission Impact on Business Practice and Employee Behavior

Preparation

Our text introduced a number of foundational business management concepts and related terminology. The module also discussed
the operational significance of these concepts. In this exercise, you will have an opportunity to explore the way an organization’s
mission, vision and values influence their business practices and employee behavior—or not!

Your Task
1. Select a business or organization that you’re familiar with and conduct research to determine their stated mission, vision and

values.

2. Reflect on your experience with the company/organization. Do the statements ring true or hollow? That is, do their business
practices reflect the stated mission, vision and values?

3. Write a brief post identifying your selected organization’s mission, vision and values and your opinion on the validity of the
statements. Support your position with a specific example based on your personal experience or research. As always, include
links to sources cited.
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3.4: Discussion- Sun City Boards’ Values Statement

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

Scenario

After meeting with Tom, you have coached Tom to a realization of his original vision and mission for Sun City Boards: “To set
people free from the earth . . . free to ride the waves.” As you learned in this module, there are three foundational statements:
Mission, Vision and Values. Tom’s original vision serves as a great starting point for a values statement.

For Discussion

1. As preparation for this discussion, read Patagonia’s Core Values and reflect on the clarity that this type of commitment brings to
planning and operational decisions.

2. Reflect on what you learned in this module and propose a statement of values for Sun City Boards that is consistent with Tom’s
stated vision and mission.

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.
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3.5: Discussion- Mission Accomplished?

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

For Discussion

Choose ONE of the following questions to respond to in your initial post.

1. Think of a company whose product or service you feel strongly about (positive or negative). Research that company’s mission
statement. Do you think the company is achieving its mission? Be sure to include the company, the mission statement, and
reasons why you think the company is or isn’t achieving its mission.

2. In your reading on forecasting, you read examples of botched forecasts by business leaders, including one from Microsoft CEO
Steve Ballmer predicting in 2012 that the iPhone wouldn’t get any significant market share. Why do you think it’s difficult for
businesses to accurately forecast the future when planning?

3. In your reading, we identified six steps of the planning process:

Define objectives
Develop premises
Evaluate alternatives
Identify resources

Plan and implement tasks

o O O o

[e]

o Determine tracking and evaluation methods

Which step do you think businesses most often overlook or fail to adequately address when making plans? Why?

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.
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3.6: Why It Matters- Planning and Mission

Why does a business need to define its mission and engage in planning?

Dani Alvarez is a management consultant with the firm Business Advisors. She’s sitting in her office one day when the telephone
rings. She picks it up and hears the voice of Tom Wilson, an old high school friend. “Hi Dani. This is Tom Wilson from Southside
High. Remember me?” They discuss old times for a few minutes, and then Tom gets down to business.

“Dani, I need your help. I started a business several years ago, and we’re in trouble.”

Defining the organization’s mission and creating a plan to achieve it is the roadmap to success.

Dani quickly searches her memory and recalls that Tom started a business called Sun City Boards several years ago selling high-
end surfboards on the West Coast. Last Dani had heard, the business was doing well. “Yeah Tom. I remember when you started
your shop, but I thought the business was growing successfully.”

Tom replies, “We did well the first couple of years, but things haven’t been good for a while now. We’re losing money, and I’m not
sure how much longer I can keep the doors open.”

Dani assures Tom that she is happy to help and asks him to send a few items over to prepare for a trip to visit his operations. “Just
send me a copy of your current business plan, financial forecasts, and annual operating budget.”

There’s a pause on the other end of the line, and then Tom says, “Well, I can send you our bank statements and invoices. We don’t
have any of the other documents you’re asking about.”

Based on that response, Dani already has a good idea of the organization’s problem: an obvious lack of planning that never bodes
well for a business.

In this module, you’re going to learn about the importance of an organization establishing a clear vision and mission and how they
guide the business planning cycle. The business plan is the roadmap that guides the organization to success.
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3.7: Introduction to Mission, Vision, and Values

What you'll learn to do: distinguish between mission, vision, and values

You learned earlier that the four main functions of management are planning, organizing, leading, and controlling. Planning is the
initial step that guides and informs all the others. It starts with clarity of purpose and goals formalized in the organization’s vision,
mission, and values statements. These statements are the foundation for all activities in an organization and direct the behaviors of
all the people in the organization.

Contributors and Attributions

CC licensed content, Original

¢ Introduction to Mission, Vision, and Values. Authored by: John/Lynn Bruton and Lumen Learning. License: CC BY:
Attribution

This page titled 3.7: Introduction to Mission, Vision, and Values is shared under a CC BY 4.0 license and was authored, remixed, and/or curated
by Lumen Learning via source content that was edited to the style and standards of the LibreTexts platform.

https://biz.libretexts.org/@go/page/47618


https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/47618?pdf
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/03%3A_Planning_and_Mission/3.07%3A_Introduction_to_Mission_Vision_and_Values
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/03%3A_Planning_and_Mission/3.07%3A_Introduction_to_Mission_Vision_and_Values
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/03%3A_Planning_and_Mission/3.07%3A_Introduction_to_Mission_Vision_and_Values?no-cache
https://courses.lumenlearning.com/wm-principlesofmanagement

LibreTextsw

3.8: Mission, Vision, and Values

& @ Leamning Objectives

o Distinguish between mission and vision in business.
o Explain how a values statement can support the goals of an organization.

In September 2007, Countrywide Financial sent a message to all of its employees. The message contained the following statement
of its mission:

Countrywide remains steadfastly committed to our mission of delivering and preserving homeownership.
~Angelo R. Mozilo, chairman and CEO
~Dave Sambol, president and COO

However, it seemed that Countrywide was mostly interested in delivering commissions and profits to the company by financing
high-risk mortgages to unqualified borrowers. When the housing market collapsed, borrowers defaulted on their high-interest loans
and the company fell apart. Countrywide faced a flood of lawsuits charging it had used deceptive practices to entice people into
loans they could not afford. Mozilo, the CEO, was charged with insider trading and is now banned from serving as an officer or
director of a public company. The company was sold to Bank of America in 2008.

The vision, mission, and values statements guide the behaviors of people in the organization. But when the statements are not
supported, people have no guidance. Do you think Mozilo and Sambol supported the stated mission of Countrywide? Do you think
people in Countrywide were guided by the mission? If people in the firm were guided by the mission, they could have corrected
even the CEO. Then Countrywide might have avoided disaster. Let’s explore the roles of the mission, vision, and values statements
in an organization.

The Vision Statement

Disney’s vision statement is “To make people happy.”

A vision statement is a statement of an organization’s overarching aspirations of what it hopes to achieve or to become. Here are
some examples of vision statements:

o Disney: To make people happy

o IKEA: To create a better everyday life for the many people

¢ British Broadcasting Company (BBC): To be the most creative organization in the world

e Avon: To be the company that best understands and satisfies the product, service and self-fulfillment needs of women—
globally

« Sony Corporation: To be a company that inspires and fulfills your curiosity''!

The vision statement does not provide specific targets. Notice that each of the above examples could apply to many different
organizations. Instead, the vision is a broad description of the value an organization provides. It is a visual image of what the
organization is trying to produce or become. It should inspire people and motivate them to want to be part of and contribute to the
organization. Vision statements should be clear and concise, usually not longer than a short paragraph.

The Mission Statement

The vision statement and mission statement are often confused, and many companies use the terms interchangeably. However, they
each have a different purpose. The vision statement describes where the organization wants to be in the future; the mission
statement describes what the organization needs to do now to achieve the vision. The vision and mission statements must support
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each other, but the mission statement is more specific. It defines how the organization will be different from other organizations in
its industry. Here are examples of mission statements from successful businesses:

o Adidas: We strive to be the global leader in the sporting goods industry with brands built on a passion for sports and a sporting
lifestyle.

¢ Amazon: We seek to be Earth’s most customer-centric company for four primary customer sets: consumers, sellers, enterprises,
and content creators.

o Google: To organize the world’s information and make it universally accessible and useful

o Honest Tea: To create and promote great-tasting, truly healthy, organic beverages

o Jet Blue Airways: To provide superior service in every aspect of our customer’s air travel experience

o The New York Times: To enhance society by creating, collecting and distributing high-quality news and information|?/

Notice that each of these examples indicates where the organization will compete (what industry it is in) and how it will compete
(what it will do to be different from other organizations). The mission statement conveys to stakeholders why the organization
exists. It explains how it creates value for the market or the larger community.

Because it is more specific, the mission statement is more actionable than the vision statement. The mission statement leads to
strategic goals. Strategic goals are the broad goals the organization will try to achieve. By describing why the organization exists,
and where and how it will compete, the mission statement allows leaders to define a coherent set of goals that fit together to
support the mission.

The Values Statement

The values statement, also called the code of ethics, differs from both the vision and mission statements. The vision and mission
state where the organization is going (vision) and what it will do to get there (mission). They direct the efforts of people in the
organization toward common goals. The values statement defines what the organization believes in and how people in the
organization are expected to behave—with each other, with customers and suppliers, and with other stakeholders. It provides a
moral direction for the organization that guides decision making and establishes a standard for assessing actions. It also provides a
standard for employees to judge violations.

However, managers cannot just create a values statement and expect it to be followed. For a values statement to be effective, it
must be reinforced at all levels of the organization and must be used to guide attitudes and actions. Organizations with strong
values follow their values even when it may be easier not to. Levi Strauss & Co is an excellent example of a company that is driven
by its values.

When Levis Strauss began to source its manufacturing overseas, the company developed a set of principles called the Global
Sourcing and Operating Guidelines for overseas operations and suppliers. One of the principles covered the use of child labor:

Use of child labor is not permissible. Workers can be no less than 15 years of age and not younger than the compulsory age to be in
school. We will not utilize partners who use child labor in any of their facilities. We support the development of legitimate
workplace apprenticeship programs for the educational benefit of younger people.

Levi Strauss found that one of its contractors was employing children under 15 in a factory in Bangladesh. The easy solution would
be to replace those workers, but in Bangladesh, the children’s wages may have supported an entire family. And if they lost their
jobs, they may have had to resort to begging on the streets. Levi Strauss came up with a different solution, one that supported its
values of empathy, originality, integrity, and courage: it paid the children to go to school. Levi Strauss continued to pay salaries and
benefits to the children and paid for tuition, books, and supplies."”’ Even though it would have been easier to just fire the child
laborers and consider the problem settled, Levi Strauss was driven by its values to find a better solution.

Together, the vision, mission, and values statements provide direction for everything that happens in an organization. They keep
everyone focused on where the organization is going and what it is trying to achieve. And they define the core values of the
organization and how people are expected to behave. They are not intended to be a straitjacket that restricts or inhibits initiative and
innovation, but they are intended to guide decisions and behaviors to achieve common ends.

? ? Practice Questions
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Key Points

The vision, mission, and values statements form the foundation for all activities in an organization. The vision statement describes
what the organization will become in the future. It is a broad and inspirational statement intended to engender support from
stakeholders. The mission statement defines how the organization differentiates itself from other organizations in its industry. It is
more specific than the vision statement and is intended to show how stakeholders’ needs will be satisfied. The values statement
defines how people in the organization should behave. It provides a guideline for decision making.

1. O'Donovan, K. (2017, April 16). 20 Inspiring Vision Statement Examples (2017 Updated). Retrieved August 01, 2017, from
http://www.lifehack.org/articles/work/20-sample-vision-statement-for-the-new-startup.html«!

2. 50 Mission Statement Examples from Businesses That Get It Right. (2014, May 12). Retrieved August 01, 2017, from
http://yourbrandvox.com/blog/2014/5/12/business-mission-statement-examples<

3. Case Study: Child Labor in Bangladesh. (n.d.). Retrieved August 1, 2017, from http://www.levistrauss.com/wp-
content/uploads/2014/01/Case-Study_Child-Labor-in-Bangladesh.pdf<
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3.9: Introduction to Pros and Cons of Planning

What you'll learn to do: explain the pros and cons of planning

Of the four management functions—planning, organizing, leading, and controlling—planning is usually the first step. It sets the
foundation that everything else rests upon. But planning is also controversial. Why make plans when the environment changes so
rapidly that plans are likely to be obsolete before they are completed? In this section we will look at planning and why it helps and
possibly hinders organizations.
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3.10: Pros and Cons of Planning

€ &) Learning Objectives

o Explain benefits of planning.
o Explain the drawbacks of planning.

Achieving business goals starts with planning.
Planning is the process of setting goals and defining the actions required to achieve the goals.
Planning begins with goals. Goals are derived from the vision and mission statements, but these statements describe what the
organization wants to achieve, not necessarily what it can achieve. The organization is affected both by conditions in its external
environment—competitors, laws, availability of resources, etc.—and its internal conditions—the skills and experience of its
workforce, its equipment and resources, and the abilities of its management. These conditions are examined through a process

called a SWOT analysis. (SWOT will be discussed in greater detail in another module.) Together, the vision and mission statements
and the results of the situation analysis determine the goals of the organization. This idea is illustrated by the figure that follows.

Mission

Vision
Values

Situation
Analysis

Using the mission, vision, and values of a company, along with situation analysis, can help the company set goals.

The rest of the planning process outlines how the goals are to be met. This includes determining what resources will be needed and
how they can be obtained, defining tasks that need to be done, creating a schedule for completing the tasks, and providing
milestones to indicate progress toward meeting goals. The planning process will be discussed in more detail in the following
section.

Benefits of Planning

In today’s chaotic environment, planning more than a few months in advance may seem futile. Progress, however, is rarely made
through random activity. Planning does provide benefits that facilitate progress even when faced with uncertainty and a constantly
changing environment. Some of the benefits include the following:

o Planning provides a guide for action. Plans can direct everyone’s actions toward desired outcomes. When actions are
coordinated and focused on specific outcomes they are much more effective.

o Planning improves resource utilization. Resources are always scarce in organizations, and managers need to make sure the
resources they have are used effectively. Planning helps managers determine where resources are most needed so they can be
allocated where they will provide the most benefit.

o Plans provide motivation and commitment. People are not motivated when they do not have clear goals and do not know
what is expected of them. Planning reduces uncertainty and indicates what everyone is expected to accomplish. People are more
likely to work toward a goal they know and understand.
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o Plans set performance standards. Planning defines desired outcomes as well as mileposts to define progress. These provide a
standard for assessing when things are progressing and when they need correction.
o Planning allows flexibility. Through the goal-setting process, managers identify key resources in the organization as well as

critical factors outside the organization that need to be monitored. When changes occur, managers are more likely to detect
them and know how to deploy resources to respond.

? ? Practice Question

https://assessments.lumenlearning.co...essments/12164

Drawbacks to Planning

Planning provides clear benefits to organizations, but planning can also harm organizations if is not implemented properly. The
following are some drawbacks to planning that can occur:

o Planning prevents action. Managers can become so focused on planning and trying to plan for every eventuality that they
never get around to implementing the plans. This is called “death by planning.” Planning does little good if it does not lead to
the other functions.

¢ Planning leads to complacency. Having a good plan can lead managers to believe they know where the organization is going
and how it will get there. This may cause them to fail to monitor the progress of the plan or to detect changes in the
environment. As we discussed earlier, planning is not a one-time process. Plans must be continually adjusted as they are
implemented.

o Plans prevent flexibility. Although good plans can lead to flexibility, the opposite can also occur. Mid- and lower-level
managers may feel that they must follow a plan even when their experience shows it is not working. Instead of reporting
problems to upper managers so changes can be made, they will continue to devote time and resources to ineffective actions.

o Plans inhibit creativity. Related to what was said earlier, people in the organization may feel they must carry out the activities
defined in the plan. If they feel they will be judged by how well they complete planned tasks, then creativity, initiative, and

experimentation will be inhibited. Success often comes from innovation as well as planning, and plans must not prevent
creativity in the organization.

? ? Practice Question

https://assessments.lumenlearning.co...essments/12165

Key Points

Goals and plans do not have to be formal documents. In small organizations, they may exist only in the minds of the manager. But
research and experience have shown that planning brings clear advantages to an organization, whether through formal procedures
or informal intuition. However, when plans become the object instead of a means to an objective, they can have negative
consequences for the organization. For example, General Motors missed the opportunity to become the first American automaker
to produce an electric car because it was committed to its plan rather than its goals. GM had EV-1 prototypes designed and
produced in the 1990s and literally destroyed the cars rather than sell them.
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3.11: Introduction to the Planning Cycle

What you'll learn to do: explain the stages of the planning cycle

Planning is often viewed as a linear process, with a sequence of steps taken in order. Although this is true, it is also true that at any
point in the planning process it may be necessary—because of changing conditions or unexpected results—to go back and change
earlier decisions. This section will look at planning with both a sequential and cyclical approach.
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3.12: The Planning Cycle

& @ Leamning Objectives

o Explain the stages of the planning cycle.
o Explain why the planning cycle is an essential part of running a business.

Organizations have goals they want to achieve, so they must consider the best way of reaching their goals and must decide the
specific steps to be taken. However, this is not a linear, step-by-step process. It is an iterative process with each step reconsidered as
more information is gathered. As organizations go through the planning, they may realize that a different approach is better and go
back to start again.

Remember that planning is only one of the management functions and that the functions themselves are part of a cycle. Planning,
and in fact all of the management functions, is a cycle within a cycle. For most organizations, new goals are continually being
made or existing goals get changed, so planning never ends. It is a continuing, iterative process.

In the following discussion, we will look at the steps in the planning cycle as a linear process. But keep in mind that at any point in
the process, the planner may go back to an earlier step and start again.

Stages in the Planning Cycle

Define
objectives

Determine
tracking Develop
and evaluation premises
methods

Establish Evaluate
tasks alternatives

Identify
resources

The stages in the planning cycle

Define objectives

The first, and most crucial, step in the planning process is to determine what is to be accomplished during the planning period. The
vision and mission statements provide long-term, broad guidance on where the organization is going and how it will get there. The
planning process should define specific goals and show how the goals support the vision and mission. Goals should be stated in
measurable terms where possible. For example, a goal should be “to increase sales by 15 percent in the next quarter” not “increase
sales as much as possible.”

Develop premises

Planning requires making some assumptions about the future. We know that conditions will change as plans are implemented and
managers need to make forecasts about what the changes will be. These include changes in external conditions (laws and
regulations, competitors’ actions, new technology being available) and internal conditions (what the budget will be, the outcome of
employee training, a new building being completed). These assumptions are called the plan premises. It is important that these
premises be clearly stated at the start of the planning process. Managers need to monitor conditions as the plan is implemented. If
the premises are not proven accurate, the plan will likely have to be changed.

Evaluate alternatives

There may be more than one way to achieve a goal. For example, to increase sales by 12 percent, a company could hire more
salespeople, lower prices, create a new marketing plan, expand into a new area, or take over a competitor. Managers need to
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identify possible alternatives and evaluate how difficult it would be to implement each one and how likely each one would lead to
success. It is valuable for managers to seek input from different sources when identifying alternatives. Different perspectives can
provide different solutions.

Identify resources

Next, managers must determine the resources needed to implement the plan. They must examine the resources the organization
currently has, what new resources will be needed, when the resources will be needed, and where they will come from. The
resources could include people with particular skills and experience, equipment and machinery, technology, or money. This step
needs to be done in conjunction with the previous one, because each alternative requires different resources. Part of the evaluation
process is determining the cost and availability of resources.

Plan and implement tasks

Management will next create a road map that takes the organization from where it is to its goal. It will define tasks at different
levels in the organizations, the sequence for completing the tasks, and the interdependence of the tasks identified. Techniques such
as Gantt charts and critical path planning are often used to help establish and track schedules and priorities.

Determine tracking and evaluation methods

It is very important that managers can track the progress of the plan. The plan should determine which tasks are most critical,
which tasks are most likely to encounter problems, and which could cause bottlenecks that could delay the overall plan. Managers
can then determine performance and schedule milestones to track progress. Regular monitoring and adjustment as the plan is
implemented should be built into the process to assure things stay on track.

? ? Practice Question

https://assessments.lumenlearning.co...essments/12166

The Planning Cycle: Essential Part of Running a Business

Following the planning cycle process assures the essential aspects of running a business are completed. In addition, the planning
process itself can have benefits for the organization. The essential activities include the following:

» Maintaining organizational focus: Defining specific goals requires managers to consider the vision, mission, and values of the
organization and how these will be operationalized. The methods and selected goals can demonstrate that the vision, mission,
and values statements are working documents that are not just for show but prescribe activities.

o Encouraging diverse participation: Planning activities provide an opportunity for input from different functions, departments,
and people. Some organizations establish planning committees that intentionally include people from diverse backgrounds to
bring new perspectives into the planning process.

 Empowering and motivating employees: When people are involved in developing plans they will be more committed to the
plans. Allowing diverse input into the planning cycle empowers people to contribute and motivates them to support the
outcomes.

? ? PRactice Question
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Key Points

There are several stages, or steps, in the planning process. It is not unusual to have to repeat steps as conditions change. This
process is essential to a business to maintain focus, gather diverse opinions, and empower and motivate employees.
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3.13: Introduction to Types of Plans and Common Planning Tools

What you'll learn to do: list and describe the types of plans and common planning tools

Leo Tolstoy wrote “Happy families are all alike; every unhappy family is unhappy in its own way.” The famous author wanted to
point out that for a marriage to succeed (be happy), it had to succeed in several key aspects. Organizations are like marriages in this
regard. There are key planning tools that every organization must use to ensure success. This section will look closely at these key
tools.
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3.14: Types of Plans and Common Planning Tools

€ @ Learing Objectives

o Differentiate between the uses of long-term plans, short-term plans, and operational plans.

o Differentiate between standing plans and single-use plans.

o Explain how policies, procedures, and regulations impact operational plans.

o Explain the role of budgets in the planning process.

« Differentiate between forecasting, scenario planning, and contingency planning.

o Explain the use of “management by objectives” (MBO), SMART goals, and benchmarking in planning.

A link to an interactive elements can be found at the bottom of this page.

You can view the transcript for “Long term and short term planning animated” here (opens in new window).

Watch the short animated video for a brief overview of the importance of long-term and short-term planning.

Long-term and Short-term Plans

When you decided to attend college, you had a long-term plan in mind. You would spend the next four or five years preparing to become a
teacher, a businessperson, or perhaps an ecologist. Or, you may have committed two or three years to become a nurse, a medical
technician, or an electrician. Your long-term goal was necessary to make sure that your daily activities would help you achieve your
desired outcome. You could have just enrolled in a school and taken classes that looked interesting, but then where would you be in four
years? You most likely would not have taken the courses required to qualify you for the job you want. An organization, especially a
business, is not so different. It also needs a long-term plan to make sure that the daily activities of its employees are contributing to the
mission and value statements of the organization.

A long-term plan is crucial to the ultimate success of the organization. A long-term plan for many businesses, such as construction,
hospitality, or manufacturing, generally extends four to five years into the future. For other faster-changing industries, especially
technology companies, a long-term plan may only look two or three years into the future. After that, it becomes too difficult to predict the
future with any degree of certainty.

Top management is responsible for the development of the long-term plan. It is up to the CEO to make sure that changing conditions (both
external and internal) are reflected in the organization’s long-term plan. The larger and more complex the organization, the larger and
more complex the long-term plan will be to include all of the individual departments and functions.

Short-term plans generally allocate resources for a year or less. They may also be referred to as operational plans because they are
concerned with daily activities and standard business operations. Like long-term plans, short-term plans must be monitored and updated,
and this is the role of middle- and first-level management. Different managerial levels have responsibility for implementing different types
of short-term plans. For example, a department manager may be comfortable implementing an operational plan for the entire year for her
department. A marketing manager may direct a three- to four-month plan that involves the introduction of a new product line. A team
leader may only be comfortable planning and implementing very specific activities over the period of a month.
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Figure 1. Organizational Plan Hierarchy: The figure above summarizes the relationship between these types of management planning

? ? Practice Question

https://assessments.lumenlearning.co...essments/12168

Operational Plans: Standing Plans and Single-Use Plans

An operational plan describes the specific goals and objectives and milestones set by an organization during a specific period.
(Objectives are specific tasks undertaken to meet broader goals. A goal may be to increase product sales by 3 percent; an objective may
be to hire two additional sales agents.) It will allocate the tangible resources (labor, equipment, space) and authorize the financing
necessary to meet the objectives of the plan. There are two types of operational plans: standing plans and single-use plans.

o Standing plans are plans designed to be used again and again. Examples include policies, procedures, and regulations. The advantage
of standing plans is that they foster unity and fairness within an organization and help to support stated organizational values.
Managers don’t have to make unique decisions already addressed by various organizational policies. Standing plans also save time
because managers know in advance how to address common situations. Finally, standing plans aid in the delegation of work, because
employees are already familiar with the procedures and regulations followed by the organization.

o Single-use plans refer to plans that address a one-time project or event. The length of the plans varies, but the most common types are

budgets and project schedules. The obvious advantage of a single-use plan is that it can be very specific in how it addresses the needs
of a particular situation.

? ? PRactice Question
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Policies, Procedures, and Regulations

As stated above, the most common examples of standing use plans are policies, procedures, and regulations. These plans are usually
published and handed out to new hires or posted on the organization’s employee website for easy reference.

o Policies provide broad guidelines for the smooth operation of the organization. They cover things like hiring and firing, performance
appraisals, promotions, and discipline. For example, a company may have a policy to encourage recycling in the workplace or a policy
that prohibits personal cell phone use in manufacturing areas.

o Procedures are steps to be followed in established and repeated operations. Procedures should reflect the policies of the company and
support the organization’s long-term goals. Procedures may also detail steps that should be followed to ensure employees are
disciplined in a fair and unbiased manner. For example, if employees feel that other employees interacted with them in an
inappropriate manner, then they should follow the procedure for bringing this to management’s attention. Or, the organization may
establish procedures for what to do in cases of emergencies, such as a fire or toxic spill.
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¢ Regulations refer to what is allowable and what is strictly prohibited in an organization. In other words, a regulation is a kind of rule
that addresses general situations. In many hospitals and laboratories, for example, there are safety regulations against wearing open-
toed shoes or shoes with slippery soles. State and federal governments frequently issue regulations for industries that impact public
safety.

? ? Practice Question
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The Role of Budgets in the Planning Process

Refer back to Figure 1 and locate the box labeled “Budgets.” Notice that budgets are examples of single-use, short-term plans. An
organization’s budget is a document that details the financial and physical resources allocated to a project or department. They are single-
use plans because they are specific to a particular period or event. For example, departments may have a hiring budget that allocates a
certain number of positions and a total salary value for a calendar year. Next year, that budget may be the same or it may change,
depending upon conditions in the organization. But it cannot be assumed that the budget will stay the same. Zero-based budgets look at
each budget as if it were brand new and require managers to justify each of the budgeted items. This process ensures that budgets are
closely tied to the latest organizational goals.

Managers deal with a variety of budget types:

o Financial budgets include balance sheets, income/expense statements, and statements of cash flow.

e Operating budgets project revenue against expenditures.

o Nonmonetary budgets allocate resources such as labor, workspace, and equipment use.

o Fixed budgets are budgets that do not change with increased or decreased activities, such as sales revenue. They are also called static
budgets.

o Flexible budgets will vary with the level of activity (grow or be reduced according to changing conditions).

Budgets are a very important planning tool, and organizations take their budgeting process very seriously. Some managers spend most of
their time making sure that the expenses and projects they control do not exceed authorized spending limits. To routinely “go over budget”
is a sign of a poor planning—and planning is one of the basic management functions. In some cases, to routinely come in under budget is
also viewed negatively, because with more accurate budgeting those committed resources could have been allocated to other projects.
Often, projects compete for limited resources so the best budget is the one that most closely projects actual expenses and revenue.

? ? PRactice Question
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Forecasting, Scenario Planning, and Contingency Planning

Forecasting is simply making a prediction about the future. Anyone can make a forecast—the trick is to be right or close enough so that
important planning decisions can be based on the forecast. Some “botched” forecasts by business leaders follow:

“This telephone has too many shortcomings to be seriously considered as a means of communication.” — President of Western Union,
1876

“There is a world market for maybe five computers.” — Chairman of IBM, 1943

“Television won’t be able to hold on to any market it captures after the first six months. People will soon get tired of staring at a plywood
box every night.” — Darryl Zanuck, president of 20th Century Fox, 1946

“There is no chance that the iPhone is going to get any significant market share.” — Microsoft CEO Steve Ballmer, 2012
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There are actually much better ways to predict the future than resorting to fortunetellers.

Scientific forecasting is using mathematical models, historical data, and statistical analysis to make predictions about what will happen in
the future. Businesses use short-term forecasting all the time when creating budgets and anticipating expenses. Mostly, these forecasts
are based on what they sold and what they paid providers in the recent past. Long-range forecasting requires both quantitative numerical
data and qualitative data based on expert opinions and insights. Often, organizations will create a number of long-range forecasts based on
“best-case” and “worst-case” scenarios. They will then make plans on how they would respond to each situation and, as time goes on,
they will update and adapt the long-term plan.

One other important type of planning is the contingency plan. A contingency plan describes what will happen in a possible—but not
expected—situation. Usually, contingency plans are designed to handle emergency situations. For example, airports have contingency
plans for plane crashes on takeoffs or landings, and popular tourist attractions have begun developing contingency plans in case of
terrorist threats.

An example of the critical importance of contingency planning involves the Deepwater Horizon oil spill in the Gulf of Mexico in 2010.
Eleven people lost their lives and seventeen were badly injured when an explosion on an oil rig released almost five million barrels of oil
into the Gulf of Mexico. It was the worst marine oil spill in history, and its effects were even more devastating because BP Oil did not
have contingency plans in place for that kind of disaster. The spill went on for months while BP and its partners tried to figure out how to
shut off the oil’s source. Even though BP spent $62 billion on the response and cleanup activities, there was extensive damage to marine
and wildlife habitats and fishing and tourism industries. Getting employees involved in planning may help prevent tragedies similar to this
one.

? ? Practice QUestion
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Management By Objectives (MBO) and SMART Goals

Management by objectives, or MBO for short, is a tool that can be used to improve the performance of an organization by creating
clearly defined objectives agreed upon by management and by the employees. Peter Drucker, a prolific author and a leader in management
theory, coined the phrase “management by objectives” in 1954. The intent of MBO is to improve employee motivation and organizational
communication by focusing on aligning individual goals to corporate objectives. In MBO, a manager and an employee do the following:

o jointly set goals and objectives for a period.

o together plan tasks that the employee performs with the support of management.
o agree on the standards for evaluating performance of the task.

o regularly meet to review progress.

MBO must be a top-down management tool, because organizational goals are cascaded down to create the various operational levels.
Drucker showed that as long as employee goals support short-term and long-term organizational objectives, MBO will help move the
company forward. Critics, however, charge that managers using the approach focus more on creating goals than on helping the employee
achieve them.

SMART goals are a technique often paired with MBO. SMART stands for specific, measurable, achievable, realistic, and time-bound.
The SMART goal paired well with MBO theory by

1. Providing incentives to employees by rewarding them when they meet key goals.
2. Empowering employees by allowing them to set their own objectives for achieving their individual goal.
3. Communicating honestly about what went well and what did not, and focusing on developing the missing skills.
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The chart that follows summarizes the most important characteristics of each part of a SMART goal.

SMART Goal Criteria

SPECIFIC Objectives must be specific enough to avoid confusion. They should identify what the objective is in terms of action to be
done.

MEASURABLE  The objective should be numerical and quantifiable. Avoid term such as some, most, many, and enough.

ACHIEVABLE, An objective should be able to be met with reasonable effort. They should not be the source of undue physical or emotional

stress.
RELEVANT The objective should contribute in some way to the success of the organization as well as the development of the employee.
TIME-BOUND Objectives should come with firm dates—not “soon” or “in a timely manner.”

For example, let’s say you set a goal to become a recognized department expert in a subject relevant to advancement within the
organization. How could you turn this into a SMART goal?

o Specific: I will learn about the liabilities of six major nonprofit organizations.

e Measurable: I will make presentations to the advertising, grant writing, and donor/client committees.
o Achievable: I will interview one nonprofit organization every week for six weeks.

¢ Relevant: This expertise will fill a current knowledge gap in the new client department.

o Time-bound: I will fulfill this goal before my next scheduled annual performance evaluation.

? Practice Question
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Benchmarking

The last planning tool we’ll discuss in this section is benchmarking. You may think that your organization has an excellent long-term plan
and effective short-term plans, but how do you really know? Even if your company is showing growth, is it growing as fast as your
competitor? A benchmark is a standard used for comparison purposes. Benchmarking is looking at performance levels outside of your
organization, or sometimes across departments or divisions inside your organization, to evaluate your own performance. You can
benchmark using several different criteria:

o Industry: Let’s say you produce technology widgets. Benchmarking can answer questions about how your company is doing in
comparison to other tech widget makers. This approach is a type of competitive benchmarking.

o Geography: Your state is showing a lot of economic growth. You can use benchmarking to determine if your company is sharing in
that wealth or underperforming compared to the regional economy.

¢ Organization: You are a small business owner. Benchmarking can help answer questions about whether the economic climate is
friendlier to big business than it is to small business, or whether nonprofits are failing whereas for-profits are succeeding.

o Processes: You can use benchmarking to determine what processes other firms are using that are helping or hurting them. Are there
lessons to be learned from them? This is also called strategic benchmarking or process benchmarking.

o Innovation: Benchmarking can help you discover what partners or techniques your competitors are using that are missing in your
organization. Are there functions in your products or programs that should be eliminated and others that could be added? Functional
benchmarking is key in technology-related organizations.

Internal benchmarking means comparing a department’s performance with another department in your company or branch within the
same larger organization. The important thing about benchmarking is that it gives you a standard against which to compare your progress.

https://biz.libretexts.org/@go/page/47626



https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/47626?pdf
https://assessments.lumenlearning.com/assessments/12173

LibreTextsw

Key Points

Planning tools are designed to help you determine goals, guide behaviors within the organization, and help you evaluate your performance
against external benchmarks. Plans are essential, but good managers know to be flexible when conditions demand.
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4.1: Introduction to How Environment Affects Strategy

What you'll learn to do: explain the key aspects of the environment that can affect strategy

Managers develop strategies to guide their organizations to success. They analyze external and internal conditions to make sure that
their assumptions are based as much as possible on solid data. The truth is, however, that the environment today is changing faster
than it ever did in the past. And the rate of change is increasing, as well. There are some attributes in the modern environment that
make strategic planning a risky business.
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4.2: How Environment Affects Strategy

&b Learning Outcomes

o Explain the key aspects of the environment that can affect strategy (e.g., stability, complexity, resource scarcity, and
uncertainty).

We’ve talked about how organizations use strategy to integrate their functions and activities. Strategy also integrates the firm with
its external environment. This means that the structure of the firm must align with external conditions. The problem this presents is
that the environment constantly changes and the firm has little control over the changes. Strategy and structure must be flexible to
adapt to changes in the environment.

Firm: Envinorment
Rasources Polbics
Capabalitess Economy
Compalsncias Cmmurity
Experignce Larws/Roguilations
Kol adge Cullura/ Tradilion
Hislory Technology

Phrysstal

Strategy integrates the organization with its external environment.

Strategy and Change

To determine the appropriate strategic response to changes in the environment, managers must be able to understand the impact of
the changes. There are four components that describe the nature of change in the environment: stability, complexity, resource
scarcity, and uncertainty.

Stability

Stability refers to the rate at which change occurs. In a stable environment, change is slow. Managers have time to monitor and
respond to changes in a deliberate manner. The grocery industry is relatively stable. A dynamic environment is changing rapidly.
Managers must react quickly and organizations must be flexible to respond. Today’s business environment is generally very
dynamic. Technology, consumer tastes, laws and regulations, political leaders, and international conditions are all changing rapidly
and dramatically. Failure to monitor and respond to changing conditions often results in a company’s demise. Consider the Nokia
example we introduced in an earlier section. Nokia was a market leader just a few years ago (2011). It didn’t respond quickly to the
emergence of smartphones and has now been acquired by Microsoft. Or we can look at the example of True Religion Jeans, a
market leader in fashion jeans very recently. It did not respond to the shift in consumer taste to casual sportswear and the company
has filed for bankruptcy.

Complexity

Complexity refers to the number of elements in the organization’s environment and their connections. In a highly complex
environment there are many variables that can affect the company. The variables are hard to identify and measure and are
connected in ways that are hard to understand. Managers must monitor and respond to more sources of change, which makes it
more difficult to make decisions. Complexity can be modeled with chaos theory, where small changes in one factor can produce a
major change in another. For example, the failure of an Ohio power company to trim tree branches near its high-voltage lines lead
to the biggest power blackout in US history, affecting more than 50 million people. Should GM, a global auto manufacturer, have
anticipated that an increase in default rates on US home mortgages would begin a series of financial crises that would eventually
lead to declaring bankruptcy?

Resource Scarcity

Resource scarcity refers to the availability of resources critical to a company or that are in high demand by other companies.
Resource scarcity is usually the result of a shortage of supply, but it can also result from demand driving up prices. In conditions of
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resource scarcity, a company may not be able to acquire the resources it needs to operate or grow. For example, lithium ion
batteries are now used extensively in electronic devices, tools, and electric cars. But lithium supplies are in a severe shortage and
new sources are slow to arise. Tesla, the US electric car manufacturer, will require about one-third of the available lithium to supply
its new battery factory. Its ambitious growth plans could be jeopardized if new sources are not developed.

Uncertainty

Instability, complexity, and resource scarcity all lead to uncertainty. Uncertainty refers to how predictable environmental conditions
are. In an uncertain environment it is very difficult for managers to predict where and how change will occur. Instead, managers
must make decisions based on assumptions rather than clear facts. Companies that “guess” right benefit from uncertainty and
companies that guess wrong suffer. For example, in the 1990s when oil prices were around $50 per barrel, there was no clear
information to predict what would happen in the near future. Southwest Airlines bet that fuel prices would go up and hedged
against oil price increases. Other airlines bet that prices would be stable or decline. When oil prices soared to more than $100 per
barrel, Southwest was able to remain profitable whereas other airlines lost more than $6 billion.

? Practice Question

https://assessments.lumenlearning.co...essments/12187

Summary

Nothing stays the same. This simple fact underlies strategic management, which seeks to adapt to and benefit from change.
However, in today’s environment, it is difficult for managers to identify and understand rapid or unexpected changes in the
environment. Conditions of instability, complexity, resource scarcity, and uncertainty make it impossible for managers to anticipate
change and make rational decisions. Instead, they must operate with incomplete data and base decisions on assumptions and best
guesses. This makes good managers, who use their experience and training to guess right more often, even more important to
organizations.
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4.3: Putting It Together Environments and Strategic Management

Let’s return to the scenario that we considered at the outset of this module. As the new head of North American operations for
Walmart, you’ve been asked by your boss to outline your strategy for dealing with the threat posed by Amazon. Let’s apply the
strategic management process you just learned about.

Step One: Strategic Objectives and Analysis

You start by reviewing the mission statement to ensure that your strategy is focused appropriately: “We save people money so they
can live better.” You will want to make sure that your strategy is consistent with this vision.

Next, you will move to an external analysis of the business environment using the PESTEL methodology.

PESTEL Methodology
Factor Analysis of External Environment
Mini
Political 1n1r.nurn wag.e. pressm.re . . .
Working conditions of international suppliers (child labor)
) GDP growth forecasts are modest
Economic . . L
Low interest rates, but Fed signaling increases
. Agi lati
Social ging p?pu a .10n .
Large millennial demographic
Technological Growth of online shopping (greater consumer acceptance)
Environmental Impact of emissions standards on truck fleet
Legal Healthcare regulation impact on large part-time workforce

Once you have evaluated the external factors impacting Walmart, it’s time to look inward. An important tool that you learned about
in this module was the SWOT analysis. You decide to use this framework next.

SWOT Analysis Example
Strengths
e Low-cost supply chain Weaknesses
e Large network of brick and mortar stores e E-commerce presence one-fifth the size of Amazon’s
e Large fleet of commercial trucks e Negative PR—employee wages
o Exceptional logistics e Low brand acceptance among millennials

e Database of consumer shopping habits
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Opportunities
PP Threats

e Improvement in HR practices . o
P P e Aggressive competition (Amazon)

e Increase investment in technology
e Online shopping growth
e Improve quality standards

o Ease of entry to online selling
o Intense price competition

Step Two: Strategic Formulation

You have gathered a lot of important information about the organization and the environments in which it operates. Now you need
to turn that data into concrete goals consistent with the established vision.

It’s becoming clear to you that your competitive advantage lies in three areas.

First, Walmart has the lowest-cost supply chain of any retailer in the world. Walmart’s buying power gives it considerable leverage
in supplier negotiations. However, in the minds of consumers, Amazon is the low-cost place to shop online.

Strategic Goal: Use the company’s low-cost advantage to put financial pressure on Amazon and other competitors and clearly
market this differentiation to consumers.

Another clear competitive advantage you have over Amazon is your massive network of distribution centers and fleet of
commercial vehicles. One of the things you noticed when studying Amazon’s financials is that they spend a lot of money on next
day and second-day delivery. If you leverage your network, you can establish a clear advantage.

Strategic Goal: Leverage the distribution centers and commercial fleet to provide excellent delivery service at a fraction of the
competition’s cost.

Finally, you recognize that although everyone is focused on moving retail online, Walmart’s existing brick and mortar stores are an
asset that is being underused. Many consumers want to have the option of interacting with both an online and physical presence
when shopping. There is a tactile dimension to shopping that is lost in an online transaction.

Strategic Goal: Better integrate the online and physical aspects of shopping that Walmart can offer (for instance, offer in-store
pick-up of online purchases) and communicate that experience to consumers.

With these strategic goals in mind, you are ready to move to the next step in the strategic management process.

Step Three: Strategic Implementation

Now it’s time to move to action. As the head of North American operations, you pull together your key executives and work on
specific goals for each division and functional area. All leaders are aware of their specific responsibilities and deliverables and have
been given the necessary authority to execute the plan. As stated earlier in the module, a good plan is not enough—the right action
is what will determine success or failure.

Step Four: Strategic Evaluation and Control

As you’ve learned, internal and external conditions are always changing. Although you feel good about the plan you’ve
constructed, you know environments are fluid. So you implement processes to measure performance and frequently test the plan’s
assumptions. Doing so helps ensure that the ongoing actions will deliver the desired results.

In this module you have learned the importance of strategic management and how to analyze the factors that impact an
organization. The best leaders know that the proper application of these tools can result in lasting competitive advantage.

This page titled 4.3: Putting It Together- Environments and Strategic Management is shared under a CC BY 4.0 license and was authored,

remixed, and/or curated by Lumen Learning via source content that was edited to the style and standards of the LibreTexts platform.

https://biz.libretexts.org/@go/page/47642


https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/47642?pdf
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/04%3A_Environments_and_Strategic_Management/4.03%3A_Putting_It_Together-_Environments_and_Strategic_Management
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/04%3A_Environments_and_Strategic_Management/4.03%3A_Putting_It_Together-_Environments_and_Strategic_Management?no-cache
https://courses.lumenlearning.com/wm-principlesofmanagement

LibreTextsm

4.4: Assignment- Strategizing for Sun City Boards

Preparation

The Environments and Strategic Management module of your text introduced several strategic planning tools to use at different
stages of the strategic management process. As an advisor for Sun City Boards, your assignment is to select one of the strategic
management tools described in the reading, explain how it works, and explain why it will be of value to Sun City Boards. The
following steps will help you prepare for your written assignment:

1. Thoroughly read the Environments and Strategic Management module.

2. Carefully consider the tools described in the reading to assist with the Objectives and Analysis step of the strategic management
process.

3. Select one of the analysis tools to explain to Tom Wilson.

Your Task

Write a three-paragraph essay describing your chosen tool and why you selected it. Your essay must include three properly
referenced and defined terms from the module reading. For example, if you select SWOT Analysis, you could include the
definitions of each letter. Answer and address the following questions:

o What is the purpose of the tool? What conclusions will it help Sun City Boards draw?

e How does the tool work? How does it measure the relevant factors, or how does it derive importance from them?

o How will your selected tool align with other strategic steps in the process? In other words, when the analysis leads you to a
conclusion, how will you use the conclusion in the next step?

o What specifically does the tool NOT address?

In addition to the text, you are encouraged to research your tool using reliable and properly cited Internet resources. You may also

draw from your personal work experience with appropriate examples to support your references.
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4.5: Assignment- Environmental Scanning

Preparation

One of the challenges of business—and life—is planning for an uncertain future. We introduced the concept of contingency
planning previously in the course. In this module, we discuss a related process—environmental scanning—and how to incorporate
this concept into the strategic planning process. In this assignment, you will briefly summarize the PESTEL framework and
develop a PESTEL analysis for a business of your choice.

Your Task

1. Review the Common Frameworks for Evaluating the Business Environment section of your course.

2. Briefly (in one paragraph) summarize what the PESTEL framework is and why it matters.

3. Select a specific business or an industry that you are familiar with as a consumer/fan (i.e., sports team, musician, favorite retail
establishment), employee or stock investor and develop a PESTEL analysis that includes at least 5 factors in each category:
political, economic, social, technological, environmental and legal. Conduct additional research as needed and include links to
support your points.
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4.6: Discussion- SWOT Analysis for Sun City Boards

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

Scenario

As part of your ongoing advisory/coaching engagement with Sun City Boards, you are working with Tom on the development of
strategic planning documents. You are scheduled to meet with him to develop a SWOT analysis later this week. You’ve offered to
compile a few questions to stimulate thought and jump start the process.

For Discussion

Develop a list of at least five discussion prompts relative to one or more of the SWOT categories: Strengths, Weaknesses,
Opportunities and Threats. For example, one consideration might be the leadership; related question: What are our management
strengths and weaknesses relative to the competition?

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.
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4.7: Discussion- The Strategy Behind Your Favorite Product

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

Preparation

Think about a product or service you really love—something that you’ve recommended to your friends or family, or that you’d get
excited talking about to a stranger at the bus stop. Maybe it’s LaCroix soft drinks, your most comfortable pair of shoes, the double-
chocolate muffin at your favorite bakery, or the convenient rides you get through your Lyft app. With that product or service in
mind, think about the business strategy behind it. Conduct research on the business, gathering as much information about its
strategy as possible: visit its website, search for news stories talking about the product or service, and search social media for
mentions of the business. While you won’t be able to learn everything about a business’s strategy that an insider would know, you
should be able to get a general idea of how the business operates and what the industry environment is like.

For Discussion
Choose ONE of the following questions to respond to in your initial post.

1. Identify the business’s main competitors. Explain how the business differentiates its product or service from those competitors’
offerings. Identify its competitive advantage. Do you think the advantage is sustainable? Why or why not?
2. Conduct a customer analysis on the business’s product or service. Your analysis should include ALL of the following:

o Identify the target customer. Is this customer base growing or is it decreasing? What are the customer demographics (age,
income, location, gender, politics, etc.)? What is the revenue of these customers? How much discretionary income do they
have?

o Understand the specific customer needs. Why do they buy certain brands? How do make their purchasing decisions? Do
they purchase in person or online?

o Show if and how the product or service you chose meets those needs.

3. Evaluate the environment the business is operating in based on the four factors of change discussed in your text: stability,
complexity, resource scarcity, and uncertainty. Based on your analysis of these factors, advise one or two areas where you
believe the business should focus its strategy in the next two years.

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.

Contributors and Attributions
CC licensed content, Original

e Discussion: The Strategy Behind Your Favorite Product. Authored by: Lumen Learning. License: CC BY: Attribution

This page titled 4.7: Discussion- The Strategy Behind Your Favorite Product is shared under a CC BY 4.0 license and was authored, remixed,

and/or curated by [.umen Learning via source content that was edited to the style and standards of the LibreTexts platform.

https://biz.libretexts.org/@go/page/47647



https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/47647?pdf
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/04%3A_Environments_and_Strategic_Management/4.07%3A_Discussion-_The_Strategy_Behind_Your_Favorite_Product
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/04%3A_Environments_and_Strategic_Management/4.07%3A_Discussion-_The_Strategy_Behind_Your_Favorite_Product
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/04%3A_Environments_and_Strategic_Management/4.07%3A_Discussion-_The_Strategy_Behind_Your_Favorite_Product?no-cache
https://courses.lumenlearning.com/wm-principlesofmanagement

LibreTextsw

4.8: Why It Matters- Environments and Strategic Management

Why does a business need to understand the environment and strategy?

amazon.com

Imagine you’ve been working in the business world for a number of years and you have just been promoted to your dream job as
head of North American operations for Walmart. As you’re settling into your new office, your boss, the CEO, drops by
unexpectedly. He sits down and says, “I’m excited to have you in this new role, and I know you’re going to do fantastic.” Then he
pauses briefly and continues, “Now tell me—what are you going to do about Amazon?”

You knew this question was going to come, but you weren’t expecting it before you had even unpacked. This is the question on
everyone’s mind: how are you going to handle the competitive threat posed by Amazon? Stated another way, given the current
political, social, and competitive environments, what is your strategy to succeed?

In this module, you will learn about the importance of crafting a well-thought-out strategy in order to be successful in business.
You will learn techniques to assess the environments in which your organization operates and how to maneuver within them to
achieve a favorable outcome.
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4.9: Introduction to the Role of Strategy in Management

What you'll learn to do: explain the role of strategy in management

Strategy defines how a firm will achieve long-term success. Why do customers consistently choose to buy one product or service
over another? Strategy helps us understand why some companies succeed and others fail. Strategic management is the process of
integrating all the functions and activities in an organization into a coherent whole.
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4.10: The Role of Strategy in Management

&b Learning Outcomes

o Explain the concept of competitive advantage.
o Explain the concept of value proposition.
o Explain how strategy relates to the overall management of a business.

Businesses do not exist in isolation. They exist as one element of a complex situation that comprises the social, political, economic,
and competitive environment. A firm’s strategy is a comprehensive plan to achieve its goals in the face of these conditions.
Strategy defines how a firm will achieve long-term success. Determining the strategy is a critical decision for management because
it involves a significant commitment of resources and, once initiated, it is very difficult and costly to change.

In the movie The Godfather II, Michael Corleone says: “My father taught me many things. He taught me: keep your friends close,
but your enemies closer.” This applies in strategy, as well. A company’s friends are its customers. Strategy must keep the company
aligned with its customers’ needs. Its enemies are its competitors. Competitors are firms that provide similar products or services
and try to attract the same customers. Competitors are likely to have similar business goals in terms of sales, profitability, and
market share. To succeed and achieve its goals, a firm has to “beat” its competitors by constantly striving to improve its offerings to
customers and to be better than the competitors’ alternatives. In this section we look at how companies address competitors in their
strategy.

Competitive Advantage

In a competitive environment, businesses try to stand out from their competitors. Consider the following car companies. Is there a
particular characteristic or quality that you associate with each of them?

e Porsche
¢ Volvo
e Hyundai
« Toyota
e Ford

Companies try very hard to create a perception that they are different from their competitors. If you are looking for a high-
performance sports car you probably won’t go to a Ford dealer. But if you are looking for a durable truck you wouldn’t go to a
Porsche dealer. Companies strive to provide a product or service that is distinct, or differentiated, in some way from their
competitors. When customers perceive the distinction as being valuable, they will prefer to purchase the business’s product over a
competitor’s products. This is called a competitive advantage. Competitive advantage means that the business outperforms its
rivals in the market because customers prefer its products or services.

Businesses can achieve competitive advantages in a number of different ways. Their product may provide superior performance; it
may be of higher quality; it may be more durable; or it may have unique features. The businesses may provide better customer
service or have better availability. They may advertise and promote their products better, or they may offer their products at a lower
price. The best businesses provide a combination of unique attributes that competitors cannot match.

Creating Competitive Advantage

Businesses create competitive advantage by doing some things better than their competitors. For example, look at the companies in
the chart that follows. By doing some things much better than competitors, the businesses are able to create a valuable distinction
for customers.

Creating Competitive Advantage

Company How Company Creates Distinction

Abble Research and development: creates new or improved products with
b leading-edge technology

Nike Marketing: uses celebrity endorsements to create a powerful brand
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Supply chain management: created a highly integrated system to

Walmart keep supplier costs low and keep products that customers buy on
the shelf
Customer service: strives to deliver “Wow!” in the customer’s
Zappos .
experience
UPS Logistics: integrates package delivery with customer needs
Zara Rapid responsiveness: quickly gets the latest styles into stores

It may seem that the best way to create competitive advantage is to do everything well. Unfortunately, this is not possible.
Generally, resources are limited and it would be much too costly to try to excel at everything. Businesses that try to do too many
things well often don’t succeed at doing anything extremely well and don’t produce distinction. This is referred to as being “stuck
in the middle.”

Creating competitive advantage is not the only goal of business. Companies also must be able to maintain their competitive
advantage. When competitors see a company is doing something that customers value, they will try to copy it. Some things can be
copied quickly. For example, when American Airlines introduced the AAdvantage frequent flier program to reward loyal
customers, it was copied within months by Delta, United, and British Airways. Other things are more difficult to copy. Walmart, for
example, has created a tightly linked supply chain to provide low costs. No other company has figured out how to duplicate this
system. The goal of companies is to create competitive advantage in ways that are difficult or costly for competitors to copy. This is
called a sustainable competitive advantage.

Walmart’s supply chain helps to keep its prices low, giving it a competitive advantage over others.

Strategy and Competitive Advantage

Achieving competitive advantage is not likely to be a formal goal of a business. However, having competitive advantage means a
company will have resources to pursue its goals. When firms beat their competitors it means they can finance more research and
development to improve their products or services; they can spend more on advertising and promotions to attract customers; they
can donate to charities to improve community relations; and they can provide greater profits to their owners. In short, competitive
advantage is the means to meeting organizational goals.

Because strategy is a plan to achieve long-term goals, we can define strategy as a plan to create sustainable competitive advantage.

? Practice Question

https://assessments.lumenlearning.co...essments/12174

The Value Proposition

Companies strive to produce a unique product or service that will give them an advantage in the market place. But this produces
competitive advantage only if customers perceive the difference and understand why this difference matters to them. A value
proposition is a statement that a company uses to convince customers that its product or service provides more value to them than
a competitor’s product or service. The value proposition communicates to the customer the main reason a product or service is the
one best suited to their needs.

The value proposition is communicated through a company’s webpage, advertising, or social media. It should have a bold headline
or graphic that grabs attention and depicts the benefits delivered to the customer. This brief “announcement” can be followed by a
short paragraph or a few bullet points that list the key features of the product.
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An excellent example is the value statement for the Apple MacBook. It shows an edge-on image of a MacBook with the caption
“MacBook: Light. Years ahead.” This very cleverly conveys the important distinctions of the MacBook. First, it’s a really slick
design. In the edge-on view the computer almost disappears. Second, it is light. In the laptop market, weight is important. Both the
image and the statement emphasize that the MacBook is easy to carry around. Finally, it emphasizes MacBook’s advanced
technology, “Light years ahead.” In a very small space, Apple conveys the main differentiators for the MacBook—its weight and
its advanced technology.

? Practice Questions
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Strategic Management

Strategic management is the process of integrating all the functions and activities in an organization into a coherent whole. We
previously defined management as the process of planning, organizing, leading, and controlling people in the organization to
effectively use resources to meet organizational goals. Strategy management provides the “glue” that holds these processes
together. Rather than looking at individual functions or activities, strategic management considers the entire organization and how
the pieces fit together. Good strategic management allows an organization to develop synergy. That is, the pieces support each
other so that the total output is greater than the sum of the output of individual functions.

Strategic management best fits with the planning function, and it involves two broad functions. The first is to determine how the
company will create competitive advantage. That is, how will the company produce distinction and value to its customers? The
answer to this question is the company’s business strategy. Management must make sure that all activities in the company support
its business strategy. This is called “doing the right things.” It means everyone must be focused on excelling at the things that create
competitive advantage, making sure that resources are allocated to the departments that create competitive advantage, and closely
controlling the activities that create competitive advantage. That doesn’t mean they can ignore other things; successful businesses
have to do many things well but excel at only a few.

Strategic management’s second function is to make sure that the people in the organization support the strategy. As we discussed
previously, almost everything an organization accomplishes is achieved by people doing things. Management must make sure that
the people in the organization are willing and capable of excelling at the things that create competitive advantage. This is called
“doing things right.” They can do this by providing training and development opportunities for employees to improve skills that
support the strategy, by creating a compensation system that rewards behaviors that support the strategy, and by implementing a
supervisory system that encourages and recognizes behaviors that support the strategy. Management can also instill a culture of
excellence throughout the organization. Organizational culture is the shared values and beliefs that guide individual behaviors in
the organization. Managers can induce a culture that supports the strategy by communicating and modeling behaviors and values
they want to see throughout the organization.

For example, when Tom’s of Maine introduced a new deodorant that disappointed customers, company founder Tom Chappell
pulled the product from the market and reimbursed the customers who had purchased it. The company lost the money it had put
into developing and producing the product, as well as the reimbursement cost. But it reinforced the core values of fairness and
honesty that the company espoused, and demonstrated that quality and customer satisfaction were the company’s competitive
advantage.

In another example, Southwest Airlines’ management implemented the “Walk a Mile” program in which managers and executives
pitch in to help front-line employees. Executives clean planes, load luggage, and attend gates. Flight attendants were surprised
when Herb Kelleher, the company chairman, showed up to help them provision a plane. This program reinforces the family culture
at Southwest, where everyone is valued and considered equal. It also emphasizes the company’s focus on customer service by
demonstrating that everyone has to support activities that directly affect the customer.

? Practice Question

https://assessments.lumenlearning.co...essments/12177

https://biz.libretexts.org/@go/page/47633



https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/47633?pdf
https://assessments.lumenlearning.com/assessments/12175
https://assessments.lumenlearning.com/assessments/12176
https://assessments.lumenlearning.com/assessments/12177

LibreTextsm

Industry Analysis

The purpose of strategic management is to create competitive advantage. But how do companies know they have competitive
advantage? In the long term, competitive advantage will lead to greater profitability. But in the shorter term, it is difficult for
companies to assess how well they are creating competitive advantage. An industry analysis is a method for a company to assess
its market position relative to its competitors. An industry analysis is meant to help a company review various market and financial
factors in its industry that affect the business, including evaluating the competition. This analysis helps managers understand the
important factors of the marketplace and how these factors may be used to gain a competitive advantage. Industry analyses are an
important tool for companies to assess their strategy in a shorter time frame.

Because conditions in the business environment are constantly changing, industry analyses need to be done periodically to keep up
with developments. This can be a very time-consuming process and, if not done accurately, can lead to bad strategic decisions. For
this reason, managers may go to outside firms, either to produce the analysis or to provide data for the company to complete an
analysis. A number of companies exist that maintain huge databases of information about particular industries, such as Hoovers and
IBIS. These companies have methods for gathering the data and for analyzing the data to produce reports.
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4.11: Introduction to Common Frameworks for Evaluating the Business Environment

What you'll learn to do: describe common frameworks used to evaluate the business environment

To set goals, businesses analyze what’s going on in the external environment as well as what’s happening inside the organization.
Frameworks for completing the external analysis help managers process large amounts of data in a rational way. Two widely used
management tools are introduced in this section that explain why sound business strategy relies on finding the best possible
information.
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4.12: Common Frameworks for Evaluating the Business Environment

&b Learning Outcomes

o Explain environmental scanning and the PESTEL checklist for a company’s general environment.
o Explain the impact of Porter’s “five forces” on industry profits.
o Explain competitor analysis.

Starting a new business without evaluating the competitive environment is risky, indeed.

Introduction

The environment is always changing, and this is just as true for the business environment as it is for the physical world around us.
Managers try to avoid being “taken by surprise” by unexpected events that would impact their organizations through an ongoing
process called environmental scanning. Environmental scanning is a high-level, broad-based process of gathering, analyzing, and
dispensing information for purpose of developing strategies or tactics. The process entails getting both factual data and qualitative
opinions. Organizations also scan when they are considering whether to enter a particular industry.

PESTEL

Political

Economical

Social

Technological
Environmental
Legal

The PESTEL framework organizes information gathered from environmental scans.

You may wonder just how you go about analyzing the total external environment that would affect your company. A commonly
used management tool is called PESTEL. PESTEL is an organizing framework that allows decision makers to understand and
make connections with a mass of information. (You may sometimes see the name of this tool written as PESTLE or even just PEST
in older sources.)

A PESTEL analysis examines six key macro-environmental factors in order to understand their interactions with the organization.
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Besides alerting top management to potential threats in the environment, a PESTEL analysis is a part of the external strategic
analysis when conducting research into new markets. It gives an overview of the different macro-environmental factors that the
company has to take into consideration. Descriptions of the six key PESTEL factors follow.

Political

Political issues are a function of how much the government intrudes or is involved in an organization’s operations. In particular, it
looks at taxation and tariffs, regulations, political stability, and elections. For example, Google and other Internet providers have
financial, legal, and ethical issues relating to operating in countries like China or Iran, where repressive governments want to
control the flow of information. In another example, Google was slapped with a $2.7 billion fine by the European Union for
antitrust abuses (Google can appeal this decision with the European Court of Justice). Finally, the CEO of Apple is awaiting
changes in the tax law before bringing almost $250 billion in foreign reserves back to the United States. Often, decision makers for
these organizations must choose between making money or suppressing information critical of the repressive regimes.

Economic

Economic factors start with indicators for the U.S. economy as a whole. These are growth, employment, inflation, and interest
rates. Companies with foreign operations will worry about exchange rates. These factors are important in long-range forecasts for
revenue and expenses. Businesses in the financial industry may pull back from aggressive strategies in times of rising interest rates.

Social

Society and culture have great impacts on the business environment. These factors include demographics like population growth,
age distribution, and attitudes toward safety and health consciousness. For example, rising rates of obesity have forced management
to look closely at marketing campaigns in giant food corporations such as Nestle and Kraft Foods.

Technological

Technology facts include research and development (R&D), automation and robotics, and technology incentives. The rate of
technological change in the business environment is staggering. A term often paired with technology is disruption, a description for
innovations that completely change the cast of leading competitors in an industry. Many organizations not only scan the
technological environment but also monitor closely for new and disruptive processes. Walt Disney and Alphabet (Google’s parent
corporation) are both investing heavily to become leaders in virtual reality. They are betting billions that augmented reality will
have the power to disrupt the gaming and entertainment industries.

Environmental

Weather, climate change, air quality, and natural disasters are all environmental factors. Some industries are especially at risk from
changes in the natural environment, including manufacturing, agriculture, tourism and travel, and sports and entertainment. Many
pollution regulations limiting water and air pollution have been passed that affect the operation of businesses. Today, the impact of
climate control is being debated in Congress, and organizations in many industries are concerned how this latest environmental
threat will affect their operations. Recently, Shell Oil spent more than $7 billion exploring parts of the Arctic Circle for oil—a
venture that was not possible before global warming increased drilling access in the area. They have since cancelled this initiative
due to a lack of results, as well as strong international protests that it may cause further damage to an environmentally sensitive
location.

Legal

Legal factors include discrimination laws, consumer protection laws, and employment, health, and safety policies. Antitrust, piracy
and copyright laws, as well as immigration issues are also of growing importance in the business environment. All of these factors
affect how organizations operate, their costs, and the demand for products. For example, after the collapse of Enron, the
government passed the Sarbanes-Oxley Act in 2002. This legislation completely changed accounting and reporting requirements
for corporations. These businesses have had to implement rigorous procedures to ensure compliance with the new regulations.
After the Great Recession of 2008-2009, Congress passed the Dodd-Frank Act, which greatly increased regulations and oversight
for banks and other financial firms. Bank lobbyists successfully slowed the implementation of many rules, but compliance costs
doubled and totaled $70 billion in 2016.
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? Practice Question
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Porter’s Five Forces

Michael Porter, a well-known business consultant and professor at Harvard University, identified five critical external factors that
affect strategies being developed by organizations in any industry. This system, known as Porter’s Five Forces, has become an
important management strategy tool. Managers use the tool to examine opportunities and threats and to facilitate decision making
in the context of their company’s external environment. It measures the competitiveness of an industry and thus its attractiveness or
potential profitability. An unattractive industry is one in which the combination of these five forces acts to drive down overall
profitability.

, Threat of
ower o New
Customers Entrants

Bargaining | Threat of
Power of = Substitute

Suppliers Jcompetitivei Products
Rivalry
within an
Industry

The five forces defined by Porter include:

o The threat of new entrants (or barriers to entry). This refers to the threat that new competitors pose to the existing
businesses in an industry. A profitable industry will attract new competitors. If it is easy for new businesses to enter the
industry, then the businesses already operating in the industry are at a greater risk. There may be a high threat of new entrants to
an industry when brand names are not well-known, when it is easy for customers to switch to a new supplier, and when
trademarks or copyrights are not involved in the production process. For example, it would be very hard to enter an industry
such as airlines, which requires a huge financial investment to pay for equipment, personnel, and airport gateways.

o The threat of substitute products or services. A substitute product is not a similar product from a competitor, but rather a
different product or service altogether but that performs the same purpose in the mind of the consumer. For example, a city
subway system could be a substitute product to an automobile manufacturer. Likewise, e-mails may substitute for writing
letters, olive oil may be a butter substitute, and tea may substitute for coffee. If there are good substitutes to a product, the
industry is less profitable.

o Competitive rivalry within the industry. Porter believes that the intensity or the level of competition in an industry is one of
the main forces that determines the profitability of that industry. A highly competitive market suggests that the competitors are
aggressively trying to take market share from their rivals. Intensity can be affected by the number of competitors, the size of the
market, the growth of the industry, and how difficult it is to differentiate your product (make it unique in some major feature).
The airline and automotive industries are examples of high rivalry industries.

o The bargaining power of buyers. Buyer bargaining power refers to the amount of pressure customers can put on a seller. The
buyer wants to lower prices, increase service, or improve the quality of the product. From the viewpoint of the seller, an
industry where the buyer has high bargaining power is not particularly attractive because competitors will have many possible
strategies for easily taking the customer away. High buying bargaining power decreases potential profits if the seller responds to
the buyers’ tactics. Remember that the buyer is not always a consumer; many businesses sell to other businesses who also have
buyer bargaining power. A company like Walmart has a lot of buyer bargaining power because of the extremely high volume of
its purchases.
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o The bargaining power of suppliers. Supplier bargaining power is another force that shapes the competitive measure of an
industry because it limits the ability of the seller to make a profit. Powerful suppliers can pressure buyers by raising prices,
lowering quality, or reducing the availability of the supply.

An important thing to remember about Porter’s Five Forces is that it is useful at an industry level and not for groups or segments of
a market. It is also a “snapshot” of what the industry looks like at a particular time and needs to be updated regularly. And as with
any management tool, it is not perfect and infallible. When considered as a starting point for discussion and further investigation,
however, Porter’s Five Forces is very useful.

? Practice Question
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Competitive Analysis

Earlier in this module, you read about the concept of competitive advantage. You learned that knowing the strengths and
weaknesses of your competitors are key elements in devising organizational goals and determining strategies to meet the goals.

Once the external business environment has been analyzed for its suitability, industry competitors must be profiled to determine
who your specific competitors are. Not all “players” in an industry will be in direct competition with your organization. (You don’t
want to spend valuable resources on an in-depth competitive analysis of BMW and Mercedes if you sell Hyundais.) A robust
competitive analysis will allow you to focus on those companies that will compete for customers in your target market.

A competitive analysis looks at competitors and tries to answer such questions as these in the following categories:

¢ General Background: Who are my competitors? Where are they located? Who are the key personalities? What type of
organizational structure is it?

o Financial: How profitable are they? Have they grown in the recent past? And any other data you can ethically discover.

e Products: What products do they sell? Have they introduced new products and what is their success rate? What brands do they
carry? Do they hold patents and licenses?

o Customers: What market segment do they serve? What is the customer growth rate? How strong is the customer loyalty?

o Advertising and Sales: What are their distribution channels? What is their promotional strategy? How large is their sales
force? What is their pricing and discount structure?

o Personnel: How many employees do they have? What is their compensation package including benefits? What kind of
managers and what management style do they show? More importantly, what skills is the competition hiring? If a company is
hiring experts in artificial intelligence, it tells the competition quite a bit about the plans for the future.

There are many more questions that would be relevant to this kind of in-depth analysis. The more you know about your
competition, the better prepared you will be when you go up against it. The next section will identify industry components that
affect your ability to operate. It will introduce tools that allow organizations to focus on only the specific internal and external
features that affect them.

? Practice Question
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4.13: Introduction to Common Frameworks for Situational Analysis

What you'll learn to do: describe common frameworks used for situational analysis

Generally, the more data you have on a topic, the better informed a decision on that topic will be. Identifying the most important
components focuses the research effort. Organizing information so that it can be used to make valid comparisons is one of the roles
of management. Finally, analyzing your resource assets will guide you in creating a sustainable competitive advantage.
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4.14: Common Frameworks for Situational Analysis

Learning Outcomes

o Differentiate among five components of industry environment: customers, competitors, suppliers, regulations, and
advocacy groups.

e Explain SWOT.

o Explain the resource-based view of strategy.

After the macro, or PESTEL, level analysis has been completed, the next step in goal setting is to do a situational analysis that
looks more closely at external and internal conditions that affect your particular organization. Five key components of the
organization’s specific business environment are examined. These are customers, competitors, suppliers, and government and legal
issues—including regulations and advocacy or support groups. The analysis looks at what impact these factors may have on a
specific organization or business.

Customers

Customer analysis should answer questions such as: Who is your target customer today? How will you retain your customers?

A customer analysis is a critical component of any organizational strategy. You probably would not want to open an extreme sports
adventure business in a city where the age of the typical resident is older than fifty. Or, you might be wasting your marketing
dollars advertising trendy, designer jeans on the Hallmark TV channel. You might do very well, however, if you opened a
combination coffee/book store in a busy college town. If an organization doesn’t know who its customers are or what its customers
want, it can’t meet customer needs.

Some of the things a customer analysis should do is to:

o Identify the target customer. Is this customer base growing or is it decreasing? What are your customer demographics (age,
income, location, gender, politics, etc.)? What is the revenue of these customers? How much discretionary income do they
have?

o Understand the specific customer needs. Why do they buy certain brands? How do make their purchasing decisions? Do they
purchase in person or online?

o Show if and how your product or service meets those needs.

Besides determining if a customer base exists in the region, this data can be used in the future to plan effective promotional
campaigns, forecast inventory needs, and determine the optimal combination of distribution channels.

Competitors

You read about competitive analysis in the previous section at the macro level. At the situational level, a business needs to identify
its specific competitors and assess their potential for taking market share. An organization needs to be aware of future initiatives of
the competition (as much as is possible) and examine the competitors’ financial and marketing performances.

Suppliers

Another industry component that will greatly impact an organization is its suppliers. Your business may start by buying raw
materials and producing finished goods purchased directly by consumers. Or it may process raw materials into products that are
part of another company’s final consumer goods. Some organizations create services rather than goods but still need materials, such
as computer software and hardware or office supplies, to provide those services. Whatever the situation, without raw materials or
support products, the organization cannot operate.
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In the past, it was common for an organization to choose suppliers that were in the same region or at least the same country. In
today’s competitive global economy, however, a supplier is likely on the other side of the world. The supply chain is a system
comprised of organizations, information, resources, people, technology, and activities that bring products or services from a
supplier to a consumer. In larger organizations, entire departments may be dedicated to supply chain logistics. Implementing
cooperative alliances with key suppliers is also a popular tactic employed by strategic organizations. Although multiple sources of
supply helps to guarantee the availability of supplies, creating a cooperative agreement with one supplier can significantly reduce
costs. How to handle suppliers is an extremely important factor in setting goals and generating strategies.

Regulations

Governmental and legal environment are part of the PESTEL analysis discussed in the previous section. At the situational level,
however, state and local regulations also need to be part of any analysis. The regulatory burden depends largely upon the type of
industry and the specific nature of the business. In some industries, regulation is the single biggest uncertainty affecting investment
and spending, corporate image, and risk management. These organizations include airlines, utilities, railways, telecommunications,
banking, and pharmaceuticals. Often, the regulations have positive impacts on both consumers and businesses. They provide the
public with a high level of confidence in the safety and efficacy of the products. They can also prevent competition from businesses
with substandard and low-quality goods from trying to enter an industry. Despite the benefits that regulations can provide, any
changes in how the product is manufactured, shipped, tested, or provided will greatly affect unit costs and profit margins.

Regulations are lighter for less risky products and businesses, but every company must comply with federal and state payroll,
benefits, tax requirements, and following municipal commercial and building codes can present challenges. For example, a decision
to expand the size of a fitness center to attract more customers may be thwarted by a local regulation that fixes a ratio of parking
spaces to square footage. Or extra time could be added to delivery schedules if truckers must avoid more direct routes to comply
with weight regulations on local highways. Some localities will not permit the shipping of dangerous chemicals through their
towns. These factors all affect an organization’s ability to be competitive.

Regulations are a greater burden on small companies unless they are exempted because of size (some companies with fewer than
twenty-five employees are exempt from overtime pay provisions, for example.) However, dealing with regulations can be
challenging regardless of the size of the organization. Complying with regulations often involves a trade-off between short-term
profits and long-term public relations and social responsibility.

Advocacy Groups

Advocacy groups are also known as special interest groups, public interest groups, environmental groups, or political support
groups. Whatever their label, their aim is to influence public opinion, public policy, and company behavior. Advocacy groups use a
variety of strategies and tactics to draw attention to their causes, including lobbying, promotions using celebrities, and public
information campaigns. They provide a type of check on the business community by exposing unethical or unpopular practices.
The Internet—especially social media—has greatly strengthened the ability of these groups to impact an organization.

Advocacy groups represent political, economic, and social interests—all of which affect the business environment. (The PESTEL
analysis in a previous section looked at the macro effect of these groups.) Today environmental interest groups are extremely
varied, and many hold conflicting views about appropriate strategies for pursuing their interests.

People for the Ethical Treatment of Animals (PETA) is one of the more outspoken activist groups and has targeted many
organizations it believes abuse animals. In 2016, after years of PETA campaigns aimed at publicizing its marine operations,
SeaWorld announced that it would end its orca whale breeding program. In 2017, a combination of low ticket sales and adverse
publicity on the general condition of circus animals led Ringling Bros. and Barnum and Bailey Circus to close after almost a
century and a half. PETA had filed more than 130 formal complaints against the circus with the U.S. Department of Agriculture.
Regardless of criticisms that some advocacy group charges are not scientifically sound, negative publicity alone may be enough to
disrupt business.

? Practice Question
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SWOT: A Situational Analysis Summary

SWOT ANALYSIS

Harmful
to achieving the objective | to achieving the objective

The organization puts together its vision and mission with the SWOT analysis to set its goals.

Once external factors have been thoroughly considered, an organization can look at its own internal resources. A SWOT analysis
is a method that examines the internal strengths and weaknesses of an organization as well as external opportunities and threats
(social, political, economic, legal environmental) that would affect that organization. In fact, a SWOT analysis is really more of a
summary of data from various other analyses formulated in a way that allows for comparisons. SWOT stands for strengths,
weaknesses, opportunities, and threats.

o Strengths are the areas where the organization has particular skills and resources that would allow it to pursue goals effectively.
For instance, innovative and collaborative organizational cultures are strengths of Apple and Google.

o Weaknesses are areas where the organization is lacking resources and would be prevented from pursuing some goals. For
example, when consumers demanded smaller, fuel-efficient cars, many American manufacturers lacked the designs and
equipment to make these cars.

o Opportunities are conditions that are favorable to the organization and would facilitate its efforts to achieve its goals. Building
on the earlier example, Japanese automakers saw an opportunity in the American demand for smaller cars to increase their
market share.

o Threats are conditions that would prevent the organization from achieving its goals. Many businesses, for instance, are
concerned about the threat posed by China’s competitive growing manufacturing capability.

? PRactice Question

https://assessments.lumenlearning.co...essments/12182

Resource-based View (RBV) Strategic Approach

The resource-based view (RBV) argues that focusing on an organization’s strengths is essential to achieve a sustained competitive
advantage. (Remember, the purpose of the SWOT analysis is to help companies identify their strengths.) RBV supporters look for
ways to use internal resources (assets) to take advantage of external opportunities. To understand RBYV, resources are classified into
two groups: tangible and intangible.

o Tangible assets are physical things such as land, equipment and machines, and real estate. Although they are necessary, they
aren’t unique and competitors can fairly easily acquire these kinds of assets.

o Intangible assets are anything an organization can own that is not physical. Examples include brand names, intellectual
property, and the organization’s reputation and goodwill. These kinds of assets are not easily acquired and usually contribute
heavily toward a sustained competitive advantage. For example, Mercedes Benz has a reputation for quality engineering and
luxury in its vehicles. People take it as a given that they produce precision, high-quality products
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? Practice Question
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The VRIO Framework

In 1991, J.B. Barney developed the VRIN framework to analyze a firm’s internal resources and capabilities to see if they can be
used to sustain a competitive advantage. A few years later, he later revised VRIN to VRIO, the current model. VRIO stands for the
four key characteristics that a resource must have if it is to produce sustained competitive advantage.

¢ Valuable. A resource is valuable if it enables the company to take advantage of opportunities or defend against threats. A
valuable resource allows the company to provide value for its customers by making its product better or cheaper. It means the
company can continue to add features or lower the price to maintain the perceived value.

¢ Rare. If only one or two companies can acquire a resource it is considered rare. A resource may be rare because little of it
exists, such as workers with particular skills, or because there are few sources for it, such as lithium for batteries. Rare and
valuable resources can create a temporary competitive advantage because even if other firms duplicate performance, they don’t
have access to the unique resource (tangible or intangible, such as a patent or unique skill). If the resource is not rare, the best a
company can achieve is competitive parity (equality).

o Inimitable. If another organization can’t copy, buy, or find a replacement for the resource, it is inimitable. According to Barney,
resources can be inimitable if they (1) developed historically over a long period of time, (2) competitors cannot identify the
particular resources that are the cause of competitive advantage, and (3) the resource is a result of the corporate culture and
personal dynamics of the organization.

e Organized to capture value. The three characteristics listed earlier are “necessary but not sufficient conditions™ to achieve a
sustained competitive advantage. The missing ingredient is management’s ability to develop the strategy to put it all together.
The firm must be organized in a way that can capture value by employing the right strategies.

The VRIO and the SWOT analyses are tools that help companies organize to successfully achieve sustained competitive
advantages.
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4.15: Introduction to Stages and Types of Strategy

What you'll learn to do: explain the stages of strategy, and describe the common types of business
strategies

The strategic management process starts with knowing the vision and mission, formulating clear goals, implementing plans with
precision, and evaluating results to ensure milestone are met. Most business strategies are focused on the competitive environment.
Porter’s system that classifies generic strategies allows organizations to choose how to situate themselves in the industry
environment. Finally, all strategies must include an approach to address the digital world of e-commerce.
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4.16: Stages and Types of Strategy

&b Learning Outcomes

o Explain the stages of strategy.
o Explain Porter’s general types of competitive strategies.
e Explain e-commerce strategy.

The previous sections have examined the role of strategy in management and looked at common frameworks for analyzing the
external and internal environment of business organizations. But what are the specific steps in the strategic management process?
How do managers decide what to do, when to do it, and make sure it is happening the way they want? This is what the strategic
management process is all about.

The Strategic Management Process

The strategic management process consists of three, four, or five steps depending upon how the different stages are labeled and
grouped. But all of the approaches include the same basic actions in the same order. A brief description of these steps follows:

1. Strategic Objectives and Analysis. The first step is to define the vision, mission, and values statements of the organization.
This is done in combination with the external analysis of the business environment (PESTEL) and internal analysis of the
organization (SWOT). An organization’s statements may evolve as information is discovered that affects a company’s ability to
operate in the external environment.

2. Strategic Formulation. The information from PESTEL and SWOT analyses should be used to set clear and realistic goals and
objectives based on the strengths and weaknesses of the company. Identify if the organization needs to find additional resources
and how to obtain them. Formulate targeted plans to achieve the goals. Prioritize the tactics most important to achieving the
objectives. Continue to scan the external environment for changes that would affect the chances of achieving the strategic goals.

3. Strategic Implementation. Sometimes referred to as strategic execution, this stage is when the planning stops and the action
begins. The best plans won’t make up for sloppy implementation. Everyone in the organization should be aware of his or her
particular assignments, responsibilities and authority. Management should provide additional employee training to meet plan
objectives during this stage, as well. It should also allocate resources, including funding. Success in this stage depends upon
employees being given the tools needed to implement the plan and being motivated to make it work.

4. Strategic Evaluation and Control. Because external and internal conditions are always changing, this stage is extremely
important. Performance measurements (determined by the nature of the goal) will help determine if key milestones are being
met. If actual results vary from the strategic plan, corrective actions will need to be taken. If necessary, reexamine the goals or
the measurement criteria. If it becomes apparent that the strategy is not working according to plan, then new plans need to be
formulated (see Step 2) or organizational structures adjusted. Personnel may need to be retrained or shifted to other duties. You
may even have to repeat the strategic management process from the beginning, including the information and knowledge gained
from this first attempt.
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The graphic depicts the basic steps of the strategic management process. Note that analysis, decision making, and action happen in
all of the steps and throughout the process.

Practice Question

https://assessments.lumenlearning.co...essments/12184

Porter’s Competitive Strategies

The strategic management process described earlier can be successfully used for a wide number of business strategies. In practice,
however, most organizations develop strategies that focus on the competition.

Besides studying the nature of industry profits in the Five Forces Theory, Michael Porter is also recognized for his work on four
general types of competitive strategies. (More recently, a fifth strategy has been added.) Porter’s model describes two ways of
achieving competitive advantage, either by differentiation or by cost. It also identifies two ways of targeting the market, by
focusing on a particular market segment or appealing to the overall (broad) market. This approach results in four separate
competitive strategies: overall differentiation, overall low cost, focused differentiation, and focused low cost. The fifth strategy
combines elements of both low cost and differentiation. This is called the integrated approach.

PORTER’S COMPETITIVE STRATEGIES

https://biz.libretexts.org/@go/page/47639
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Competitive Advantage
Superior Value Low Price

Broad

Market Scope
Focused

Porter classified competitive strategies by cost and differentiation, with a focused or broad market scope. He later recognized a fifth
(integrated) classification.

Low Price Leadership Strategy

An organization seeking a low-cost strategy seeks to become a leader in providing low-cost products to its customers. The strategy
is to produce (or purchase) comparable value goods or services at a lower cost than its competitors. The lower cost will attract the
majority of customers and allow it to profit by the volume of goods sold. For this strategy to be successful, it requires that only one
or two companies can be industry leaders in this position. For example, Walmart and Costco are leaders in the overall low-cost
strategy. IKEA is a low-cost leader using a focused low-cost strategy, appealing to a particular segment of the overall market.

Low-Cost Strategy Advantages and Disadvantages

ADVANTAGES OF LOW-COST STRATEGY DISADVANTAGES OF LOW COST-STRATEGY
Reduces buyer bargaining power Lack of differentiation/value in products and services
Forces out less efficient rivals Some methods can be easily copied

Makes it hard for new entrants to compete Focus on cost cutting decreases investment in key activities

Differentiation Leadership Strategy

A strategy based on differentiation (distinction) calls for goods and services that offer unique features and that have high value for
the target customer. The features must be perceived by the customer to be so much better than what the competition offers that they
are worth an additional cost.

The differentiation may be based on the total number of features, quality of the features, customer service, or other criteria.
Marketing campaigns are one way to differentiate a product and create a strong emotional attachment to it, supporting premium
prices. Examples of companies in the overall market scope that pursue an overall differentiated strategy include Sony and Apple.
They produce a large number of quality products that appeal to the wide technology consumer market. Businesses that sell luxury
goods in any industry are employing a focused differentiation strategy. Prada, BMW, and Rolex are all companies whose strategy
depends upon maintaining a loyal customer base convinced of the superior quality and uniqueness of their products—and who are
also willing to pay a premium for the perceived quality value.

ADVANTAGES OF DIFFERENTIATION STRATEGY DISADVANTAGES OF DIFFERENTIATION STRATEGY
Buyers are less price-sensitive Costs to produce can be high
Rivalry is reduced (fewer direct competitors) Distinctive features don’t necessarily create value

Difficult for new entrants into the market to copy the product or . .
. Distinctive features may be easily imitated
service

Uniqueness makes it hard to find substitutes Distinction may be erased by innovation
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Integrated Strategy

In today’s highly competitive market, customers expect distinction and low cost. Some companies have responded by adopting an
integrated strategy. Porter originally argued that this integrated, or “stuck in the middle,” strategy would fail, but other researchers
showed real-world examples. Later, Porter modified his view. The organizations strive to provide more value than the average
competitor but also focus on keeping costs low. Examples of integrated strategy firms include the automobile companies who
manufacture a “luxury” brand, such as the Kia K900. Kia keeps costs down by using many components of its low-cost models but
adds additional features comparable to luxury car producers. This approach is risky, because these products run the risk of being
too expensive for the economy-driven customer but not having the prestige of the classic luxury brands.

Integration Strategy Advantages and Disadvantages

ADVANTAGES OF INTEGRATION STRATEGY DISADVANTAGES OF INTEGRATION STRATEGY
Provides value to two types of customers Very difficult to maintain
Forces out less efficient rivals Possible dilution of brand identity and customer confusion

? Practice Question

https://assessments.lumenlearning.co...essments/12185

E-Business and E-Commerce

Businesses today need a strategy for competing with online “upstarts” who can underprice and steal customers. Companies that
once thought they were immune to online competition have discovered that the Internet is biting into their profits. Warby-Parker is
an online provider of eyeglasses that offers lenses at up to 70 percent off the price opticians charge. The customer only needs to
choose frames, pick a lens, and enter the prescription. Returns are guaranteed. Even many routine medical procedures are being
addressed digitally as patients meet online with doctors.

E-business can be defined as any business that takes place over digital processes using a computer network rather than in a
physical location (“brick and mortar”). Organizations of all types, military and nonprofit, educational and governmental, use e-
business strategies. The strategies are geared to three purposes:

o those related to decreasing production costs and increasing efficiency.
o those creating customer focus.
o those addressing internal management.

E-commerce is a more limited term than e-business. It refers specifically to exchanges or transactions that occur electronically.
The younger the shopper, the more likely he or she is to conduct “business” using a smart phone. E-commerce strategies rely on the
power of the Internet, both in the growing popularity of online purchasing and in shaping marketing strategies. About 8.5 percent
of all retail sales were made online in 2016 and this figure is increasing rapidly every year. Many organizations have sales and
marketing teams dedicated to devising strategies for capturing their share of the growing online market. Amazon clearly dominates
e-commerce with a whopping 33 percent of all online purchases. Its e-commerce strategy is “simply” to make it as easy as possible
for the customer to find, order, pay, receive, and return (if necessary) the goods that it buys from the giant corporation. It doesn’t
wait for the customer to search out a product, but rather pushes products to the customer based on past purchases.

Retailers and manufacturers also use the aspects of the internet such as Twitter, Facebook, and other social media sites to predict
trends as they are developing to get a jump on production. First to market can be a key competitive advantage, in part because of
the short life span of many fads. Many of the strategies needed to succeed in e-commerce are very different from competing in a
nondigital environment. To survive today, organizations need to be present in both environments.

? Practice Question
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5.1: Using a Decision Tree

&b Learning Outcomes

e Describe the components and use of a decision tree.

Decision trees are useful tools, particularly for situations where financial data and probability of outcomes are relatively reliable.
They are used to compare the costs and likely values of decision pathways that a business might take. They often include decision
alternatives that lead to multiple possible outcomes, with the likelihood of each outcome being measured numerically.

How to Construct a Decision Tree

A decision tree is a branched flowchart showing multiple pathways for potential decisions and outcomes. The tree starts with what
is called a decision node, which signifies that a decision must be made.

DECISION 3 OUTCOMES

Visit Spain B Sce new thin_gs,
DECISION 2 have a good time

Have a great time
Go to Europe revisiting sites we've

already seen

Visit Germany
Visit family, save
Visit Hungary money, have a good
time

Spend quality time
Visit parents together, celebrate
Mom's birthday

DECISION 1

Go on vacation

Visit family

No more guilt trips,

Visit in-laws no need to visit for
another year

Have a long drive,
P Go to Redwoods NP spend a night in a
beautiful forest

The closer drive will
allow us to spend
more time here

I Go to Joshua Tree
NP

An example of a decision tree

From the decision node, a branch is created for each of the alternative choices under consideration. The initial decision might lead
to another decision, in which case a new decision node is created and new branches are added to show each alternative pathway for
the new decision. The result is a series of decision pathways. The flowchart might include only one or two decisions with only one
or two alternatives, or it can become a complex sequence of many decisions with many alternatives at each node.

Along the decision pathway, there is usually some point at which a decision leads to an uncertain outcome. That is, a decision could
result in multiple possible outcomes, so an uncertainty node is added to the tree at that point. Branches come from that uncertainty
node showing the different possible outcomes.

Eventually, each pathway reaches a final outcome. The decision tree, then, is a combination of decision nodes, uncertainty nodes,
branches coming from each of these nodes, and final outcomes as the result of the pathways.

How to Make Calculations with a Decision Tree

Even in only this simple form, a decision tree is useful to show the possibilities for a decision. However, a decision tree becomes
especially useful when numerical data is added.
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First, each decision usually involves costs. If a company decides to produce a product, engage in market research, advertise, or any
other number of activities, the predicted costs for those decisions are written on the appropriate branch of the decision tree. Also,
each pathway eventually leads to an outcome that usually results in income. The predicted amount of income provided by each
outcome is added to that branch of the decision tree.

The other numerical data that needs to be provided is the probability of each outcome from the uncertainty nodes. If an uncertainty
node has two branches that are both equally likely, each should be labeled with a 50 percent, or 0.5, probability. Alternatively, an
uncertainty node might have three branches with respective probabilities of 60 percent, 30 percent, and 10 percent. In each case, the
total of the percentages at each uncertainty node will be 100 percent, representing all possibilities for that node.

With this numerical data, decision makers can calculate the likely return value for each decision pathway. The value of each final
outcome must be multiplied by the probability that the outcome occurs. The total of the possibilities along each branch represent
the total predicted value for that decision pathway. The costs involved in that decision pathway must be subtracted to see the final
profit that pathway represents.

? PRactice Question
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5.2: Introduction to Managing Group Decision Making

What you'll learn to do: explain common techniques used to manage group decision making

Thus far in our study, we have not distinguished strongly between the decision-making process from the standpoint of the
individual and that of the group. Many business decisions, however, are made in groups. Though many of the principles we have
learned about apply to group decision making, there are unique advantages, disadvantages, and techniques for group settings that
should also be considered.

Contributors and Attributions
CC licensed content, Original

¢ Introduction to Managing Group Decision Making. Authored by: Aaron Spencer and Lumen Learning. License: CC BY:
Attribution

This page titled 5.2: Introduction to Managing Group Decision Making is shared under a CC BY 4.0 license and was authored, remixed, and/or
curated by Lumen Learning via source content that was edited to the style and standards of the LibreTexts platform.

https://biz.libretexts.org/@go/page/47657



https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/47657?pdf
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/05%3A_Decision_Making/5.02%3A_Introduction_to_Managing_Group_Decision_Making
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/05%3A_Decision_Making/5.02%3A_Introduction_to_Managing_Group_Decision_Making
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/05%3A_Decision_Making/5.02%3A_Introduction_to_Managing_Group_Decision_Making?no-cache
https://courses.lumenlearning.com/wm-principlesofmanagement

LibreTextsw

5.3: Managing Group Decision Making

&b Learning Outcomes

o Identify the advantages of group decision making.
o Identify the disadvantages of group decision making.
e Describe techniques managers can use to guide and reach consensus in groups.

Decision making in group settings is quite common because most businesses recognize the potential benefits of group participation
in the process. In that group setting, the same basic decision-making process can be followed, the same decision-making styles
might be favored, and many of the same techniques and biases can still be identified. There are also significant differences,
however. What unique aspects to decision making arise when decisions are made in groups?

Advantages of Group Decision Making

Involving multiple participants in the decision-making process provides unmistakable benefits. To begin with, the sum of the
knowledge, skills, creativity, and expertise in a group setting will always be greater than that of any individual member. If this
greater resource base can be properly accessed and harnessed, the result should be a greater number of more diverse and higher-
quality solution ideas. Also, the ability to evaluate those ideas should be improved by group collaboration.

In addition to this primary and most important advantage, group participation also provides the significant benefit of increased
understanding of the issue and the decision amongst the team members. If an individual works through the decision-making
process alone, arrives at a decision, and communicates that decision to employees who were not involved in the process, those
employees might not understand or appreciate the nature, importance, or propriety of the decision. When a decision is made as a
group, all the members will have a far greater understanding of the issues and the reasons behind the decision.

Similarly, if group members have a legitimate opportunity to participate in the decision-making process, they will be far more
likely to support the decision. They were a part of the process, had the opportunity to help shape the decision, and will probably
take greater “ownership” of and exhibit more “buy-in” to the decision.

? Practice Question

https://assessments.lumenlearning.co...essments/12196

Disadvantages of Group Decision Making
The advantages of group decision making are clear, but there are certainly potential drawbacks to consider as well.

To begin with, even when the advantages of group decisions are used, there is no way around the process being slower and more
expensive than individual decision making. All the group members must invest their time in the process, and the group discussion
and interaction is more time-consuming than individual decision-making processes. The number of man-hours involved can be
relatively high, and the larger the group, the higher that number. Further, many group members involved in business meetings
report that they find the meetings to be inefficient and wasteful of time.

If groups lead to wiser, better decisions, however, these higher resource investments will almost certainly be more than repaid.
There are ways, though, in which group involvement can actually become a hindrance to making good decisions if not managed
properly.

One common pitfall is groupthink. This is the tendency of group members to conform to and support a proposed group position.
Perhaps an outspoken individual strongly favors a decision, and other group members allow themselves to be persuaded simply
because of his forcefulness. Alternatively, perhaps a segment of the group shares a common perspective and common biases.
Together, they propose a course of action, and because multiple voices are already supporting the decision it makes it easy for the
rest of the group to fall in line. This negates the whole purpose of group involvement, which is to bring a variety of perspectives
and ideas to the decision-making process.

Groups can also sometimes exhibit a tendency to polarization, meaning their decisions move toward extremes that the individuals
alone might not be comfortable supporting. The group setting can cause individuals to feed on the excitement or enthusiasm of one
another and move toward those extreme positions.
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On the other hand, there is also the danger that groups with sharply divergent perspectives can struggle to agree on a course of
action that they can all support. This can lead to a loss of time when no decision is reached. Pressure to resolve this situation and
make a decision can then lead to a compromise decision where all sides take a middle ground. Too often, this middle ground
represents a solution that none of the group members support wholeheartedly. The end result is often a far from optimal solution.

Lastly, to compound the situation, if a group does make a decision that is not optimal, who bears the responsibility? In one sense,
the entire group is accountable, but this also means that no individual will be personally and directly accountable, which can be
problematic at times.

? Practice Questions
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Ways to Facilitate Group Decision Making

In light of the potential advantages and potential dangers involved in group decision making, it is important to have a plan to direct
and facilitate the group process so it is carried out effectively. This usually requires one individual to take some form of leadership
within the group, even if only to help organize and direct meetings. A number of things can be done to pursue smooth and effective
group meetings.

Brainstorming is an idea-generating process that specifically encourages all alternatives while withholding any criticism of those
alternatives. Therefore, this technique can help build a group’s cohesiveness because all members are encouraged to contribute and
participate in the process without fear of judgment. In a typical brainstorming session, a small group of people respond to questions
or problems posed by a facilitator. All responses are recorded and there is no discussion or analysis at this point. After a set amount
of time, the group then selects the ideas or alternatives it would like to explore, but there is no pressure to commit to selecting a
solution during brainstorming.

Brainstorming can indeed generate new ideas, but research consistently shows that individuals working alone actually generate
more ideas than group sessions because of “production blocking.”''! When people are generating ideas in a group, many people are
talking at once, which distracts the thought process and impedes the sharing of ideas.

The nominal group technique is similar to brainstorming, in that it encourages all members to contribute their ideas. However, it
is different from brainstorming in that it limits discussion during the decision-making process. Group members are all present but
members operate independently and use the following four-step process in idea generating:

1. Members independently write down ideas on a given problem.

2. Each member presents one idea to the group. Each member takes a turn, presenting a single idea, until all ideas have been
shared.

3. The group engages in discussion on the ideas for clarity and evaluation.

4. Each member independently rank-orders the ideas. The idea with the highest aggregate ranking determines the final decision.

A major advantage of the nominal group technique is it alleviates the fear of those people who are concerned about having their
ideas criticized and who do not like to engage in conflict. But because of the highly structured format, it lacks the flexibility to
address more than one idea at a time. Another disadvantage to the nominal group technique is the amount of time needed to present
each idea and the resulting discussion on each and every idea proposed.

A new variation is e-brainstorming, where people respond to issues via their computers in real time. The responses and rankings
are all anonymous and displayed for everyone to view and to add further comments. The advantages of e-brainstorming are the
possibility of lots of generated ideas, anonymity, honesty, and speed. The major disadvantage is the reduction in group
cohesiveness.

The devil’s advecacy decision-making technique is where an individual or a group is selected to become the critic in the proposed
decision. The biggest strength to using the devil’s advocate technique is the ability to prevent groupthink.'”/ The devil’s advocate
technique allows for in-depth dialogue on a range of ideas and can help bridge seemingly irreconcilable opposites.”' This process
can help the group refine its thinking and produce high-quality ideas. Any leader using this technique must be aware that it is
designed to generate conflict and will require the leader to actively manage the meetings.
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For an in-depth discussion on an issue, a neutral facilitator or referee can be used to separate participant and leadership roles or
groups with opposing ideas. The facilitator manages group processes and dynamics and calls for a high degree of neutrality about
content issues and a focus on group needs. The facilitator is focused on what needs to be accomplished and appropriate levels of
participation, all in an effort to ensure quality decisions are made. The advantage to a facilitated technique is that it can produce
innovative, creative and high-quality decisions.*' The facilitated model does require a skilled facilitator and a significant amount of
time.

In the Delphi technique (named after the Oracle at Delphi), experts respond to questionnaires in a number of rounds. Questions
narrow in on a specific topic as the rounds progress. The first questionnaire consists of open-ended questions and aims to identify
broad issues related to the issue at hand. The responses are analyzed qualitatively by sorting, categorizing, and searching for
common themes. These responses are then used to construct the second questionnaire, which is more specific and aims to rate or
rank the items in terms of their significance. Subsequent questionnaires can narrow down responses further. As the facilitator feeds
back results from the previous rounds, there tends to be convergence to a consensus of opinion. The Delphi technique is useful if
convening the participants face-to-face is not practical. The disadvantage is that it takes days to complete and it requires a large
amount of work by the leader.

Within all of these group decision-making techniques, you will need to watch for affective conflict and strive for healthy cognitive
conflict. Affective conflict is when the dialogue becomes “personal” and people become more aggressive or start to disengage. The
mindset moves from “we have a problem” to “you are the problem.” Opposition is seen as something to be thwarted rather than
explored. The goal becomes winning for its own sake rather than the best possible solution.'”'Cognitive conflict is where people
focus on the tasks or issues and debate and thrash these out and come to a creative solution. The parties might argue and exchange
views vigorously, yet there is two-way communication and an openness to hearing each other. The goal is to find the best possible
solution rather than to win the argument. Alternative perspectives are seen as valuable rather than threatening.

The Final Decision

One of the basic requirements is to make the decision-making process clear. There are different options, of course, and different
settings and preferences might lead to selecting one of three options: command, democratic, or consensus. When an organization
has a centralized decision-making structure, the “command” preference will dictate that the leader will make the final decision.
Also, it could be that the group will actively participate in the discussion and thought process, but the final decision will be made
by an individual leader. The democratic method is when all group members are given equal authority in a formal voting system.
Even then, there are choices. A decision might be accepted by a simple majority or unanimity might be required. The most favored
method currently is through consensus. Each one of the decision-making processes detailed here is predicated on the involvement
of everyone in the group. The consensus process enables the discussion of current and potential obstacles, already known to
participants, resulting in work-arounds to be built into a decision in advance. Defining that process from the start will help
everyone know what to expect.

? Practice Question
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Strengths and Weaknesses of Group Decision-Making Techniques

Each of these group decision-making techniques has its own strengths and weaknesses. The choice of one technique will depend on
what criteria you want to emphasize and the cost/benefit trade-off. For instance, as illustrated in the figure that follows, e-
brainstorming is good for generating lots of ideas, the nominal group technique minimizes conflicts, the devil’s advocate generates
high quality ideas, and brainstorming builds a group’s cohesiveness. Remember that group performance varies significantly, no
matter which techniques you use.

Evaluating Group Decision-Making Techniques
Group Decision-Making Techniques

Effectiveness . ) . ) ) . ) Referee/
. Brainstorming Nominal e-Brainstorming  Delphi Devil’s Advocate .

Criteria Facilitator

Number of ideas  Moderate High High High Low Low
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Effectiveness . . . . . . . Referee/
o Brainstorming Nominal e-Brainstorming  Delphi Devil’s Advocate .
Criteria Facilitator
Quality of ideas ~ Moderate High Moderate Moderate High High
Speed Moderate Moderate High Low Moderate High
Potential for
interpersonal Low Moderate Moderate Low High Moderate
conflict

Commitment to

. Not applicable Moderate Moderate High Moderate High
solution
Group . .
. High Moderate Low Low Moderate High
cohesiveness

It is also essential to manage the process of the group meeting time to make it productive. There must be a concerted effort to keep
the discussion on topic. All group members must also feel free to contribute their thoughts. Sometimes there are rules in place that
prohibit any criticism of ideas during the brainstorming sessions so all ideas can be voiced without fear of a negative reception.

At some point, however, ideas need to be evaluated together. Finding the right way for that to happen with a good spirit and
environment is important. An effective group leader will find the system that works best for each particular group and setting. If at
any point interpersonal conflict or tension arises, the group leader must be prepared with a plan to diffuse the situation and bring
the group back to productive cooperation.
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5.4: Putting It Together- Decision Making

Let’s apply what you’ve learned in this module to the scenario that we considered at the beginning. As you will recall, you were
assigned to lead a team to come up with a new data management system for the human resources department. You started by
following the steps in the rational decision-making model.

1. Identify the Problem: The current data management system of spreadsheets is ineffective.

2. Establish Decision Criteria: Key criteria were established in the first meeting related to areas such as what systems need to be
run, how many employees it must handle, compatibility issues, and financial considerations.

3. Weigh Decision Criteria: With some guidance, the team was able to settle on which criteria were truly the most important.

4. Generate Alternatives: Only two alternatives were presented by the team: stay with the current system or use a firm run by the
boss’s daughter.

5. Evaluate Alternatives: The process essentially stalled here because of the results of Step 4.

6. Select the Best Alternative: Not completed yet.

The process was going well until the group came to Step 4 and only generated two alternatives: staying with the current, inadequate
system or employing a vendor that also happens to be the boss’s daughter. You realize that these aren’t enough viable alternatives to
generate an ideal solution, but what are you going to do now?

As you will recall from this module, there are many benefits associated with group decision making, but there are times when
facilitation is required to realize these benefits. There are options you might select to improve the quality and quantity of
alternatives generated. In order to reach a robust decision, you decide to employ two techniques that you’ve learned.

Brainstorming

You want the group to generate significantly more alternatives for consideration, so you decide to facilitate a brainstorming session.
You follow the nominal group technique, which employs the following process:

1. Everyone independently comes up with alternatives to the current data management system.

2. You go around the group and each member presents one alternative.

3. Group members discuss each of the alternatives, but only after they have all been presented.

4. Finally, each person rank orders the alternatives. The ideas with the highest aggregate ranking move to your next step.

Devil's Advocacy

As a second step, you take the ideas with the highest aggregate ranking from the brainstorming session and subject them to the
devil’s advocacy method. Rotating members of the group are selected to be the critic for the alternatives that made it through the
brainstorming round. You choose this method to ensure that groupthink hasn’t settled into the decision-making process.

The end result of this process is that numerous alternatives were suggested and evaluated. Ultimately, you were able to present a
solution to your boss that was well thought-out and has the support of the rest of the team.
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It bears repeating that this scenario represents the types of challenges you may face and decisions you may have to make in a
management role. This module has equipped you with the processes and tools that can help you make the right call when faced
with tough decisions.
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5.5: Assignment- Decision Making at Sun City Boards

Scenario

The SWOT analysis developed for Sun City Boards identified leadership as both a strength and weakness. The positive is that the
senior management team are all active surfers who monitor trends and are friends with a number of championship surfers and tour
producers. The team’s weakness is a lack of business acumen. Tom has decided to start working with his team to develop their
individual and collective decision making effectiveness. Tom has asked you to brief the team on decision making, including
specifically bias, evidence-based decision making and managing group decision making.

Preparation

Read and reflect on the Decision Making module with a specific focus on the Barriers to Individual Decision Making, Evidence-
Based Decision Making and Managing Group Decisions sections.

Your Task
1. With Tom’s specific situation in mind, distill the Barriers to Individual Decision Making, Evidence-Based Decision Making and
Managing Group Decisions sections down to 3-5 key bullet points per section.
2. Write a brief lead-in introducing your topic and closing paragraph to tie the ideas together.
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5.6: Assignment- Your Decision-Making Process

Preparation

The Decision Making module of your text provided numerous decision tools and methods to use during the decision process. In
this assignment, you will draw upon your personal decision-making experience. As you learned in the module, people make
decisions with our biases and preferred styles in play. You will describe your decision, what choices were involved, how you made
your decision, and what the outcome was, relating your process to the rational decision-making process described in the text. The
following steps will help you prepare for your written assignment:

1. Carefully consider the tools and methods described in the reading to assist with Management Decision Making.
2. Think of a decision you have made or been involved in making. This could be a personal decision or a work-related decision.

Your Task

Part |
Outline your decision process as it relates to the six steps of the rational decision-making process described in the text:

o Step 1. Identify the Problem

e Step 2. Establish Decision Criteria
e Step 3. Weigh Decision Criteria

o Step 4. Generate Alternatives

e Step 5. Evaluate Alternatives

o Step 6. Select the Best Alternative

For example, if you’re writing about your decision to adopt a pet, the problem you identify in Step 1 might be that you were lonely
in your apartment at night, and you’d always wanted to rescue a dog. In Step 2, you could describe the decision criteria you used to
select a dog: your apartment only allows dogs under 25 pounds, you wanted a dog with short hair for easier cleanup, you would
only travel to a rescue facility within 50 miles of your house, and so on. If you skipped any of the steps above, note that. Include
this outline in your written assignment submission.

Part Il

Write a two-paragraph essay describing your decision process (as outlined above), including its strengths and weaknesses. Your
essay must include at least two properly described and referenced decision methods or styles from the text. For example, if your
decision was impeded by bias, describe if it was confirmation bias, anchoring, or some other kind of bias. Answer and address
these questions:

e What is your preferred decision-making style?

o How does your style work for you? Are you always satisfied with your decisions?

o What method from the text would you consider for your future decision making?

o How important is decision making in the role of a business leader? Provide an example.

In addition to the text, you are encouraged to research decision-making methods using reliable and properly cited Internet
resources. You may also draw from your personal experience with appropriate examples to support your references.

Contributors and Attributions
CC licensed content, Original

e Assignment: Your Decision-Making Process. Authored by: Betty Fitte and Lumen Learning. License: CC BY: Attribution

This page titled 5.6: Assignment- Your Decision-Making Process is shared under a CC BY 4.0 license and was authored, remixed, and/or curated
by Lumen Learning via source content that was edited to the style and standards of the LibreTexts platform.

https://biz.libretexts.org/@go/page/47661


https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/47661?pdf
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/05%3A_Decision_Making/5.06%3A_Assignment-_Your_Decision-Making_Process
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/05%3A_Decision_Making/5.06%3A_Assignment-_Your_Decision-Making_Process
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/05%3A_Decision_Making/5.06%3A_Assignment-_Your_Decision-Making_Process?no-cache
https://courses.lumenlearning.com/wm-principlesofmanagement

LibreTextsw

5.7: Discussion- Improving Decision Making at Sun City Boards

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

Scenario

As a follow-up to your briefing on decision-making for his team, Tom has asked you to facilitate a group discussion of how to
improve decision making at Sun City Boards. To kick off the discussion, he has asked you to conduct additional research on what
works in terms of improving decision making on an individual and/or group level and be prepared to share examples and visuals to
stimulate conversation.

For Discussion

Choose ONE of the following to respond to in your initial post.

1. Conduct an Internet search and summarize a credible article regarding how to improve decision making. Include a link to the
source article.

2. Conduct an Internet search and summarize a credible article regarding how to improve group decision making. Include a link to
the source article.

3. Conduct an Internet image search and select an image or infographic that summarizes how to improve decision making. Write a
brief explanation of the image and provide a link to the source.

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75—-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.
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5.8: Discussion- Could These Bad Decisions Have Been Avoided?

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

Preparation

Watch the following video about some of the worst business decisions ever made:

A link to an interactive elements can be found at the bottom of this page.

You can view the transcript for “10 Worst Business Decisions Ever Made” here (opens in new window).
For your reference, here’s a list of the ten business mistakes identified in the video:

o Blockbuster declined to buy Netflix

o Western Union turned down a chance to buy the patent on the telephone

o Publishers turned down Harry Potter

e AOL and Time Warner merger

o Firestone refused to recall faulty tires and lost Ford partnership

o 20th Century Fox granted George Lucas rights to Star Wars films and merchandise
e Atari said no to Apple computer

o Kodak sat on first digital camera too long

e NBC vs. Conan and Leno

e RCA diversified too much

For Discussion
Pick one of the examples from the video, or research your own example (if you do this, please provide at least one supporting link).
You may also choose to do more research on the example you chose. Then answer ALL of the following questions about the
decision you chose:

1. What barriers do you think the decision-makers faced? Can you identify any biases that might have influenced their decision?

2. What tools or processes do you think the decision-makers could have used to avoid the bad decision? Be specific about why

you think the tools or process would have led them to a different decision.
3. Put yourself in the decision-maker’s shoes. Do you think you would have made the same mistake? Why or why not?

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.
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5.9: Why It Matters- Decision Making

Why does a manager need to understand the processes and techniques in decision making?

You have been in your new role as a manager for two months, and your boss just asked you to lead a committee in selecting a new
data management system for human resources (HR). The current data management process is run on spreadsheets, but the company
has grown from fifty to three hundred employees in just three years, and the spreadsheets won’t work anymore. You have all the
key areas from HR represented on your committee, plus finance and IT. How will you decide which new system to use?

Decision Criteria

In your kickoff meeting, you spend time finding out the important factors, such as what systems it will need to run (payroll,
benefits, disability, leave of absence, etc.), how many employees it will need to handle, software compatibility, and the budget.
After an extensive list of requirements is compiled on the white board, you label the list “decision criteria.”

Weigh Decision Criteria

Next, you ask the members to weigh the importance of each of the criteria. Early on, everyone weighted his criteria as critical, but
eventually the group was able to agree on some less critical needs, such as customization of the web interface (brand colors, logos,
etc). Comfortable with the group’s progress, you task all the members to bring potential solutions to next week’s meeting.

Generate Alternatives

Feeling confident from the previous week’s successful meeting, you are anxious to hear the replacement solutions. However, there
are only two options offered: stay with current system but add staffing, or go with a new vendor in the field, who happens to be run
by your boss’s daughter.

Evaluate the Alternatives

Besides the obvious landmines that exist in this decision-making process, you know the biggest flaw will be due to the lack of
alternatives to evaluate. Although you may be tempted to engage deciding between these two options or neither, you know that the
committee needs more alternatives in order to make the best decision.

This scenario represents the types of challenges you may face and decisions you may have to make in a management role.
Throughout this module you’ll learn about the processes and tools that can help you make the right call when faced with tough
decisions.
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5.10: Introduction to Barriers to Individual Decision Making and Styles of Decision
Making

What you’ll learn to do: describe the barriers to individual decision making and common styles of
decision making

Making decisions is easy. Making the right decision is hard. When making decisions, you will face many barriers, including the
quality of information you have, the amount of time allowed, and several cognitive biases that will influence your decisions. In
addition to these barriers, we’ll also look at some common styles of decision making, including satisficing, optimizing, intuitive,
rational, combinatorial, and positional.
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5.11: Barriers to Individual Decision Making

&b Learning Outcomes

o Describe the barriers to decision making.

Obviously, not all decisions prove to be good ones. Sometimes that is due to unfortunate situations that would have been
impossible to foresee. Other times, however, the problem with the decision could have been avoided. What are the potential
barriers that we should be aware of during the decision-making process?

Information-Related Barriers

Almost every decision is based at least in part on information that the decision maker trusts. The reliability and use of that
information can potentially lead to multiple problems.

One of the most obvious information-related problems occurs when the information is either incorrect or incomplete. Trusting
information that is faulty leads to many wrong deductions and conclusions. If information is incomplete, even if the decision maker
is aware of that fact, uncertainty is introduced, and any decision based on that partial information could prove to be misguided.

On the other hand, a contrasting problem can arise when there is too much information available. An information overload can
make it difficult to grasp the big picture and recognize which pieces of information are most important. Another problem it can
create is that large sets of data may contain data that seems contradictory, leading the analyst to confusion or uncertainty and an
inability to synthesize it as a whole.

An overabundance of information can also lead to an inability to process everything to the decision maker’s satisfaction. The result
can be a harmful delay in the decision-making process as the over-abundance of information is being considered for an undue
amount of time. Similarly, if the decision maker is excessively concerned to find every possible piece of information, the same
problem can arise.

Circumstance and Time-Related Barriers

A variety of difficulties can also arise from the circumstances in the midst of which a decision maker must work. One of the most
common issues is stress, which can arise from a great number of sources. If the decision maker is experiencing abnormal levels of
stress either in his personal life or work environment, that can often lead him to poor decisions that are out of character. He may be
less objective or less disciplined in following the decision-making process he usually trusts. Recognizing high stress levels can
provide the opportunity to intentionally protect against those tendencies.

Also, when time is a restricting factor, that often contributes to poor decisions. Unsurprisingly, evidence suggests that when
decision makers feel rushed for time, their judgment often suffers. This is true even when there actually is sufficient time for the
decision-making process: just the feeling of a lack of time causes problems. It is important to commit to taking sufficient time for
decisions if at all possible (and it usually is).

Cognitive Biases
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In this optical illusion all lines are parallel. Perceptual distortion makes them seem crooked.

Even when circumstances are conducive to good decisions and a sufficient supply of accurate information is available, there are
still a number of ways in which decision makers might be at fault in their manner of judgment. For instance, their perception can be
distorted. Understanding how this happens is relevant for managers because they make many decisions daily. They must also deal
with many people making assessments and judgments.

Faulty ways of thinking during the analysis stage are often referred to as cognitive biases. A few common ones follow:

Confirmation Bias

Confirmation bias is the tendency to seek out or prefer information and opinions that we believe will confirm our own judgment.
We want to be confirmed, so we pay more attention to information that we think supports us, and we ignore or diminish the
significance of information to the contrary. We also tend to accept information at face value that confirms our preconceived views
while being critical and skeptical of information that challenges these views. For example, if you believe your new diet of bananas
and almonds is the healthiest foods to eat, you will search for and accept any supporting information on the virtues of bananas and
almonds, and ignore and discount any contradictory information.

Framing Bias

Framing bias is the tendency to be influenced by the way that a situation or problem is presented. Framing a message with a
positive outcome has been shown to be more influential than framing a message with a negative outcome. For example, public
health messages that depict nonsmokers as happy and popular with sparkling white smiles has proven more effective than
displaying a smoker’s diseased lung. Numerous studies have demonstrated framing effects in our everyday lives.

o We are more likely to enjoy meat labeled 75 percent lean meat as opposed to 25 percent fat.

o 93 percent of PhD students registered early when the framing was in terms of a penalty fee for late registration, with only 67
percent registering early when the framing was in terms of a discount for earlier registration.

¢ More people will support an economic policy if the employment rate is emphasized than when the associated unemployment
rate is highlighted.'

It is important to be aware of this tendency because, depending on how a problem is presented, we might choose an alternative that
is disadvantageous simply because of how it is framed.

Hindsight Bias

Hindsight bias is the tendency to believe falsely that we would have accurately predicted the outcome of an event after that
outcome is actually known. When something happens and we have accurate feedback on the outcome, we appear to be very good at
concluding that this outcome was relatively obvious. For example, a lot more people claim to have been sure about the inevitability
of who would win the Super Bowl the day after the game than they were the day before.

What explains hindsight bias? We are very poor at recalling the way an uncertain event appeared before we realize the actual
results of the event, but we can be exceptionally talented at overestimating what we actually knew beforehand as we reconstruct the
past. Just listen to a call-in sports show after a big game, and hindsight bias will be on full display.
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We seek out or prefer information and opinions that we believe will confirm our own judgment. We want to be confirmed, so we
pay more attention to information that we think supports us, and we ignore or diminish the significance of information to the
contrary.

Anchoring

Anchoring bias is a tendency to fixate on initial information and then fail to adjust for subsequent information. When our opinion
becomes anchored to that piece of information, we cannot stray very far from it. For example, in a mock jury trial, one set of jurors
was asked to make an award in the range of $15 million to $50 million. Another set of jurors was asked for an award in the range of
$50 million and $150 million. The median awards were $15 million and $50 million respectively with each set of jurors.

Halo Effect

Halo effect concerns the preferential attitude that we have toward certain individuals or organizations. Because we are impressed
with their knowledge or expertise in a certain area or areas, we unconsciously begin to give their opinions special credence in other
areas as well. This would, for example, be exhibited when sports stars express their political opinions and the public gives strong
weight to what they say. There is no logical reason to think that they have sound political opinions just because they have great skill
in the realm of sports.

Overconfidence Bias

Overconfident bias is particularly easy to understand. It basically amounts to the idea that an individual decision maker trusts his
own judgment (usually his intuition) and allows that judgment to override evidence to the contrary. His opinion counts more
strongly to him than that of experts who are more knowledgeable and often more than factual data that contradicts his views. From
an organizational standpoint, as managers and employees become more knowledgeable about an issue, the less likely they are to
display overconfidence. And overconfidence is most likely to arise when employees are considering issues outside of their area of
expertise.

Status-Quo Bias
Some decision makers prefer to avoid change and maintain the status quo. This desire, perhaps unrecognized, often leads them to
favor ideas that do not lead to significant changes. Evidence and ideas that support change are neglected as a result.

Pro-Innovation Bias

Pro-innovative bias is the opposite of the status-quo bias. Rather than prefer things to stay the same, the innovation bias gives
preference to any new and innovative idea simply because it represents something new. The feeling is that new ideas must be better
than old ones. Even if no objective evidence supports the new idea as useful and helpful, it is still attractive just by virtue of being
new.

Here is an explanatory video that will help you understand some of these biases along with others:
A link to an interactive elements can be found at the bottom of this page.

You can view the transcript for “Common Biases and Judgement Errors in Decision Making Organizational Behavior (by Jennifer
Lombardo)” here (opens in new window).

? Practice Question
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1. “The Framing Effect Bias: Improving Decision Making Skills for Cognitive Misers.” IQ Mindware.
http://www.highigpro.com/willpower-self-control/the-framing-effect-improving-decision-making-skills-with-capacity-strategy-
training¢!
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5.12: Styles of Decision Making

&b Learning Outcomes

e Identify common styles of decision making.

Optimizing vs. Satisficing

The “fog of war” refers to the uncertainty common on a battlefield. Business is not quite that bad, but there often isn’t good
information for a full analysis. With limitations on information, thoughtful analysis may be impossible. So what’s a decision maker
to do? There are two ends of a spectrum from which to approach this: satisficing and optimizing. Satisficing—a combination of the
words “satisfy” and “suffice”—means settling for a less-than-perfect solution when working with limited information. Optimizing
involves collecting as much data as possible and trying to find the optimal choice. Generally, decision makers don’t pick one or the
other—you can think of satisficing to optimizing as a spectrum, and each decision starts with an assessment of how critical it is. A
branch of management called management science offers methods for solving complex problems.

Intuitive vs. Rational

According to Daniel Kahneman, who you’ll read more about in the next section, each of us has two separate minds that compete
for influence. One way to describe this is a conscious and a subconscious perspective. The subconscious mind is automatic and
intuitive, rapidly consolidating data and producing a decision almost immediately. The subconscious mind works best with
repeated experiences. The conscious, rational mind requires more effort, using logic and reason to make a choice. For example, the
subconscious mind throws a ball and hits the target, while the conscious mind slowly describes the physics and forces required to
complete the action.

Combinatorial vs. Positional

Aron Katsenelinboigen proposed this description based on how the game of chess is played. A combinatorial player has a final
outcome in mind, making a series of moves that try to link the initial position with the final outcome in a firm, narrow, and more
certain way. The name comes from the rapid increase in the number of moves he must consider for each step he looks ahead. The
positional decision-making approach is “looser,” setting up strong positions on the board and preparing to react to the opponent. A
player using this strategy increases flexibility, creating options as opposed to forcing a single sequence.

Like chess players, businesses can use combinatorial or positional strategies to make decisions.

In business, a market share strategy is positional. A dominant market share gives a firm negotiating power even with lesser product.
A complex situation with many players and many solutions might require a more combinatorial strategy. Apple faced a complex
environment when it entered the music streaming business. It created an ecosystem that served artists, labels, and customers
without dominating the music business.
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5.13: Introduction to Rational Decision Making vs. Other Types of Decision Making

What you'll learn to do: explain the concept of “rational decision making” and contrast it with prospect
theory, bounded rationality, heuristics, and robust decisions

Though everyone makes decisions, not everyone goes about the process in the same way. In fact, not everyone even uses a
“process” to make decisions. There are various decision-making styles, and we will focus on the rational decision-making model.
We will also become familiar with a common process that many groups and individuals follow when making decisions. Though
almost everyone will agree that decision making should be rational, there are also some important contrasting ideas that often
balance out the “rational” aspects to the process.
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5.14: Rational Decision Making vs. Other Types of Decision Making

&b Learning Outcomes

e Summarize the steps in the rational decision-making process.
o Differentiate between prospect theory, bounded rationality, heuristics, and robust decisions.

The Rational Decision-Making Process

The rational decision-making process involves careful, methodical steps. The more carefully and strictly these steps are followed,
the more rational the process is. We’ll look at each step in closer detail.

Step 1: Identify the Problem

Though this starting place might seem rather obvious, a failure to identify the problem clearly can derail the entire process. It can
sometimes require serious thought to find the central issue that must be addressed. For example, you have taken a new job and you
may initially decide you need to find a new car for commuting back and forth from work. However, the central problem is that you
need a reliable way to commute to and from work.

Step 2: Establish Decision Criteria

In this step, the decision maker needs to determine what is relevant in making the decision. This step will bring the decision
maker’s, and any other stakeholder’s, interests, values and preferences into the process. To continue our example, let’s assume you
are married. Some of the criteria identified might include budget, safety, functionality, and reliability.

Step 3: Weigh Decision Criteria

Because the criteria identified will seldom be equally important, you will need to weight the criteria to create the correct priority in
the decision. For example, you may have weighted budget, safety, and reliability as the most important criteria to consider, along
with several other slightly less critical criteria.

Step 4: Generate Alternatives

Once you have identified the issue and gathered relevant information, now it is time to list potential options for how to decide what
to do. Some of those alternatives will be common and fairly obvious options, but it is often helpful to be creative and name unusual
solutions as well. The alternatives you generated could include the types of cars, as well as using public transportation, car pooling
and a ride-hailing service.

Step 5: Evaluate Alternatives

After creating a somewhat full list of possible alternatives, each alternative can be evaluated. Which choice is most desirable and
why? Are all of the options equally feasible, or are some unrealistic or impossible? Now is the time to identify both the merits and
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the challenges involved in each of the possible solutions.

Step 6: Select the Best Alternative

After a careful evaluation of alternatives, you must choose a solution. You should clearly state your decision so as to avoid
confusion or uncertainty. The solution might be one of the particular options that was initially listed, an adaptation of one of those
options, or a combination of different aspects from multiple suggestions. It is also possible that an entirely new solution will arise
during the evaluation process.

? Practice Question

https://assessments.lumenlearning.co...essments/12190

Data, Logic, and Facts

Rational decision making is defined not only by adherence to a careful process, but also by a logical, data-driven manner of
following the steps of that process. The process can be time-consuming and costly. It is generally not worthwhile on everyday
decisions. It is more useful for big decisions with many criteria that affect many people.

In the evaluation stage, the process usually requires numeric values. The next stage will use these to calculate a score for each
alternative. Some properties are not easily measured, and factors that rely on subjective judgment may not be trusted. If they are not
fully weighted, the final analysis will lean toward whatever is easiest to measure. In a company, the final decision usually belongs
to an executive, who takes the analysis as a guide but makes his own decision.

Ideas that Complement and Contrast with Rational Decision Making

Though most decision makers will recognize much that is commendable in the rational decision-making process, there are also
reasons to consider complementary or even contrasting ideas. Taken to its extreme, the rational method might entirely discount
factors that are of known and obvious value, such as emotions and feelings, experience, or even ethical principles. This danger,
along with other limitations of the rational method, has led to the development of the following concepts to provide a more
balanced and holistic approach to decision making.

Prospect Theory

Daniel Kahneman is one of the developers of prospect theory.

An epoch-making idea in the field of behavioral economics, prospect theory is a complex analysis of how individuals make
decisions when there is risk involved. Most strictly rational approaches to questions of financial risk rely on the principle of
expected value, where the probability of an event is multiplied by the resulting value should the event occur. Notice the numerical
and logical approach to that analysis.

However, Daniel Kahneman and Amos Tversky, the developers of prospect theory, demonstrated through various experiments that
most people alter that approach based on their subjective judgments in any given situation. One of the common examples of this is
that many individuals think differently about the risk of financial loss than they do when considering situations where different
levels of financial gain are concerned. In a purely rational approach, the numbers and calculations involved work the same way
regardless of whether the situation is one involving potential gain or potential loss.
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This graph shows how prospect theory describes individuals’ subjective valuations of profit and loss. Notice that the value curve is

not a straight line and that the positive “gains” section of the curve is not symmetrical to the negative “losses” section of the curve.
Prospect theory is a description of how people made actual decisions in experiments. It doesn’t say whether this is right or wrong.
It is in the hands of decision makers to determine whether these tendencies are justifiable or if they should be overridden by a
rational approach.

Bounded Rationality

Another theory that suggests a modification of pure rationality is known as bounded rationality. This concept revolves on a
recognition that human knowledge and capabilities are limited and imperfect. Three specific limitations are generally enumerated:

o Decision makers do not have access to all possible information relevant to the decision, and the information they do have is
often flawed and imperfect.

o Decision makers have limited analytical and computational abilities. They are not capable of judging their information and
alternatives perfectly. They will inevitably make misjudgments in the evaluation process.

e Decision makers do not have unlimited time to make decisions. Real-life situations provide time constraints in which decisions
must be made.

In light of these limitations, the theory of bounded rationality suggests that decision makers must be willing to adapt their rational
approach. For example, they must determine how much information is reasonable to pursue during the information-gathering stage;
they cannot reasonably expect to gather and analyze all possible information.

Similarly, decision makers must content themselves with a consideration of only a certain number of alternative solutions to the
decision.

Also, decision makers being far from perfect in their abilities to evaluate potential solutions must inevitably affect their approach.
They must be aware of the possibility that their analysis is wrong and be willing to accept evidence to this effect. This especially
includes situations in which they’re relying on predictions of an uncertain future. Uncertainty and inaccuracy often arise in efforts
to predict the future. For example, your career decision is fraught with uncertainty as you don’t know if you will like the work or
the work environment. What are decision makers to do when they are uncertain about potential results from their actions? This
makes a strictly rational approach difficult and less reliable.

Heuristics

One of the approaches that might stem from a recognition of bounded rationality is the use of heuristics. These are analytical and
decision-making tools that help simplify the analysis process by relying on tried and tested rules of thumb. A heuristic simplifies a
complex situation and allows the decision maker to focus only on the most important pieces of information.

For example, a business might use their proven experiences and that of many other companies to conclude that a new product line
requires a certain amount of time to gain market share and become profitable. Though there are many complex factors involved in
market analysis, the business might use this proven rule to guide its decision making. When a proposed decision contradicts this
rule, the company might discard it even if a complex and seemingly rational analysis might seem to support it.
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Of course, there are exceptions to most rules, and the use of heuristics might prevent a company from following courses of action
that would be beneficial. Likewise, heuristics that were once reliable rules might become obsolete because of changing markets and
environments. Nonetheless, most analysts recognize heuristics as useful tools when used properly.

Robust Decisions

One final adaptation of the rational process that is becoming more prominent, especially in areas such as energy production and
natural resource preservation, is the practice of making “robust” decisions.

Robust decisions revolve around the inability to predict the future with certainty. Rather than rely on an imperfect analysis to
determine the “best” decision, a robust decision provides a plan that will work in light of numerous uncertainties. It supposes that a
number of situations are all possible and provides a solution pathway that will be successful if any of those situations should arise.
This pathway could potentially be a single solution that works in any of the likely future scenarios, or it might provide separate
responses to be enacted depending on how the future uncertainties unfold.

? PRactice Questions
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5.15: Introduction to Evidence-Based Decision Making

What you'll learn to do: explain evidence-based decision making and its tools

We have seen how the rational decision-making process is valuable but also can be improved by useful modifications. We are ready
now to learn about another emphasis that might provide improvement on the strictly rational model. In one sense, however, an
emphasis on “evidence-based” decision making is only an extension and refinement of rational principles. As its name suggests,
this approach relies on actual evidence of effectiveness in evaluating alternative approaches to a decision.
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5.16: Evidence-Based Decision Making

&b Learning Outcomes

o Explain evidence-based decision making.
o Explain the uses of descriptive and predictive analytics.

Using objective facts as the supporting basis for decisions seems like a sensible approach. However, there is a way to do this that
still leaves far too much room for error. Having looked at objective data, it is still far too easy and common to posit unproven
theories to explain the data, identify causes, and predict future outcomes. Even if the data itself is reliable, how that data is used
remains a key consideration. This is where the idea of “evidence-based” decision making becomes central.

Proof of Success

The emphasis of evidence-based thinking is relying on actual experimentation to demonstrate that a plan does indeed provide a
likelihood of success. Suppose an analysis of data and trends leads a decision maker to propose a potential course of action. The
decision maker believes the course of action should resolve a particular problem and lead to a desirable outcome. An evidence-
based approach asks a key question: has such a course of action been proven to be effective for others in similar situations?

This calls for a different type of data collection and analysis. There is today an increased focus on scientific experimentation—or at
least as close to scientific as circumstances will allow—to test theories and provide evidence about the effectiveness of different
approaches to problems and different business strategies.

The medical field provides an example of an area where evidence-based decision making is clearly valuable. Medical professionals
work with much scientific and objective data about the health conditions of their patients, but many professionals believe that many
medical practices have too long been subjective in nature. Given the same set of conditions, one doctor might prescribe one
treatment whereas another doctor might prefer another. The question becomes that of which treatment has been shown to be most
effective in actual practice. By relying on actual evidence of this sort, much of the uncertainty about treatment practices can be
removed.

A doctor consults with a patient

Of course, physical health is a complex matter that involves many factors, just as business situations are. Identifying the
significance of all the factors involved and finding parallel situations to use as evidence can remain very challenging. Still,
evidence-based principles provide one more helpful tool in guiding the decision-making process.

Data Collection, Sharing, and Analytics

In today’s business environment, those who take an analytical and evidence-based approach have at least one significant advantage:

there is plenty of material for them to work with. One of the main reasons people have not relied on evidence-based decision
making as strongly over the years is that the evidence simply did not exist or was not accessible. Today, however, the advance of
technology has resulted in previously unparalleled amounts of data that can be collected, shared, organized, and analyzed in ways
never before imaginable.
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? Practice Question
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Descriptive Analytics

This dramatic increase in the availability of data has led to the rapid development and maturation of the field of data analytics.
Much attention has been given to the science of how to analyze this data in a useful way.

Today’s massive sets of data are commonly referred to as “big data.”

The most basic type of data analytics is known as descriptive analytics. The focus of this type of analytics is simply to understand
and describe what has taken place as revealed by data sets. The analyst attempts to explain what the data reveals about the events
that have occurred, the relationships between different events and market forces, and why the numbers are what they are.

Though this sounds simple enough, the vastness of the data sets makes it rather a tall order to accomplish. Turning almost endless
matrixes of numerical data into sensible patterns of interrelated and explainable trends can be a daunting task. However, the same
technological power that has made the collecting of such data sets possible has also been harnessed to aid in analyzing that data.

Predictive Analytics

There is another step beyond the basic analytical goal of explaining what the data reveals, though. What if an understanding of past
events and trends could be used to predict the most likely outcomes of future data sets and events? If current trends are identified
and projected to continue in the future, decision makers will have access to rich insight that can aid their cause. This work of
projecting future trends is known as predictive analytics, and although it still obviously remains only a best guess about the future,
it is grounded in objective facts and trends and can provide a greater degree of likelihood as a result.

The practice of predictive analytics should also be subjected to the discipline of evidence-based principles. That is, not only should
guesses be made about the likelihood of future outcomes based on present trends, but also those predictions should be verified by
actual examples from similar situations in the past—as much as possible, at least. When data from many situations has common
trends that end up leading to similar outcomes, the consistent pattern provides strong evidence for future results under similar
conditions and trends.
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5.17: Introduction to Using a Decision Tree

What you'll learn to do: describe the components and use of a decision tree

Despite the limitations of strict rational decision making, there is no doubt that it still has significant value—especially as we refine
and improve our abilities to predict costs and market outcomes for our potential actions. When a business feels it has a reasonably
accurate measurement of potential costs and a reasonable prediction of likely future outcomes, that data can be used to calculate the
likely value of decision pathways. A useful tool for this is the decision tree, which we are going to learn about now.
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6.1: Putting It Together- Organizational Structures

Back to IBM Credit Corporation

Let’s return to our case study of IBM’s credit arm that we considered at the outset of this module. You’ll recall that credit
applications could take six days to several weeks to be processed, during which time sales were being lost to competitors. So what
did IBM do?

Two senior managers with the company decided to follow a credit application throughout the entire process. When they did, they
were surprised to discover that the actual processing time for each application was only ninety minutes! It quickly became evident
that the delays were not a result of the amount of work that needed to be completed. Instead, it was a function of the structure the
company had implemented. Each step in the approval process was routed to a different specialist to be completed.

o Step 1: Central office operator receives a finance request from a salesperson and records it on an input form — form is routed to
the credit department

o Step 2: Credit specialist reviews the customer and makes a credit decision — result is recorded on the form, which is routed to
the business practices department

o Step 3: Business practices approves any customer-requested changes to the standard loan covenants — changes are noted on the
form and it is sent to the pricing department

o Step 4: Pricing specialist determines the appropriate rate to charge based on the customer’s credit and specific loan covenants
— form moves to the administration department

e Step 5: Administration specialist turns all information recorded on the form into a quote letter — quote letter is routed to the
sales specialist for delivery to the customer

Based on what you learned in this module, how would you describe IBM Credit’s organizational structure? Thinking back to
Schein’s four key elements of an organization, where do you see opportunities for improvement?

o Common Purpose — Do the specialists understand their role in the overall purpose of the credit arm’s goal to support the sale
of IBM computers, software, and equipment?

o Coordinated Effort — Has management coordinated the effort of work in a way that best adds value to the organization?

o Specialization and Division of Labor — Has management broken down the tasks into optimum sizes to allow maximum
efficiency?

o Hierarchy of Authority — Is the optimal reporting structure in place?

In the end, the company realized that it had done a poor job of coordinating the efforts of the organization. Although each of the
specialists was working hard, the structure did not support the overall goal of maximizing IBM Corp’s sales. In fact, the problem
was based on an erroneous assumption that every request that was received was unique and difficult. In reality, the majority of
credit requests were straightforward and easy to process. It generally did not require someone with the in-depth knowledge of a
specialist. The organization had divided the labor too narrowly.
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The company changed its structure, and instead of using specialists, it assigned generalists trained to handle a standard credit
request. They would own the request from start to finish and would only engage the help of a specialist if the situation was more
complex than they could handle. The result? The new turnaround time was closer to four hours compared with six days or weeks!

This example clearly illustrates the need for managers to carefully analyze their organizational structure to ensure that it is capable
of delivering the desired results.
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6.2: Assignment- An Organizational Structure for Sun City Boards

Preparation

With your advice, Tom has continued to make strategic planning progress at Sun City Boards, but you and Tom realize that a new
organizational structure is needed for the company to grow as you envision. Plans include expanding beyond a single
store/manufacturing shop and reaching new markets via an Internet presence and e-commerce. The following is a summary of the
current staff and loose descriptions of job functions:

e Owner/CEO: Tom Wilson (Designs the boards, sets their selling price, and establishes sales channels with local surf shops)

o Bookkeeper: Verénica Ramirez (Verénica also doubles as order-taking clerk, cash register attendant, and customer support)

e Board Maker: Lloyd Greene (If Tom invents it, Lloyd can make it!)

¢ Board Making Assistants: Mariann Lee, Sam Kahele, and Romy Philliips (Assignments change almost daily as Lloyd decides
what needs to be done next)

o Sales Associate: Kelly Pace (Named after famed surfer Kelly Slater and a business icon for Sun City Boards; visits surf shops
and occasionally closes a sale)

o Part-time Associates: Hired as needed for inventory management (cleanup), promotional events, etc.

The Organizational Structures module of your text provides numerous examples and illustrations of organizational structures. As
Tom’s advisor, your assignment now is to select one of the organizational structures presented in the reading, describe how it
works, chart the future structure for Sun City, and explain why you prescribe it. The following steps will help you prepare for your
written assignment:

1. Carefully consider the various organizational structures, their key structural components, and organizational timing relevant for
Sun City.
2. Consider the internal and external environmental factors, as well as current trends.

Your Task

1. Select one of the Organizational Structures from your reading for Sun City.

2. Create a Future State Organizational Chart for Sun City. You may use a presentation tool of your choice. There are numerous
organizational chart format inserts available in popular software. Microsoft Word and PowerPoint have Hierarchy charts found
on the Insert tab under SmartArt. Your org chart should contain the title of the job function, even if no Sun City employee
currently fills that role. You may also recommend a reporting structure for the existing employees within the new structure.

3. Write at least two paragraphs describing your chosen structure and why you selected it. Your written explanation must include
three properly referenced and defined terms from the module reading. For example, if you select a functional structure, explain
each relevant function.

In addition to the text, you are encouraged to research your organizational structure using reliable and properly cited Internet
resources. You may also draw from your personal work experience with appropriate examples to support your references.

Contributors and Attributions
CC licensed content, Original

o Assignment: An Organizational Structure for Sun City Boards. Authored by: Betty Fitte and Lumen Learning. License: CC
BY: Attribution

This page titled 6.2: Assignment- An Organizational Structure for Sun City Boards is shared under a CC BY 4.0 license and was authored,
remixed, and/or curated by Lumen Learning via source content that was edited to the style and standards of the LibreTexts platform.

https://biz.libretexts.org/@go/page/47674



https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/47674?pdf
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/06%3A_Organizational_Structures/6.02%3A_Assignment-_An_Organizational_Structure_for_Sun_City_Boards
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/06%3A_Organizational_Structures/6.02%3A_Assignment-_An_Organizational_Structure_for_Sun_City_Boards
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/06%3A_Organizational_Structures/6.02%3A_Assignment-_An_Organizational_Structure_for_Sun_City_Boards?no-cache
https://courses.lumenlearning.com/wm-principlesofmanagement

LibreTextsm

6.3: Assignment- Organizational Structures

Preparation

This module introduced common organizational structures, including the four classic organizational structures and various
management and team organizational structures, including the situations where they are particularly well suited. This exercise is an
opportunity to check your understanding of this material, matching structures with characteristics and identifying a company or
industry example for each structure.

To prepare for your written assignment:

1. Read the Organizational Structures module with a specific focus on the Common Organizational Structures and Factors
Impacting Organization Design sections.

2. Take notes on the companies and industries cited as examples of specific organizational/management structure. Some example
answers will require supplemental Internet research.

Your Task
Download one of the following formats:

e Organizational Structures assignment (.docx)
e Organizational Structures assignment (PDF)

Read the structure descriptions in the left column and the answer choices in the answer choices pool. Complete the table by
inserting the correct answer choices in the two columns on the right. Each table entry has only one correct answer and answers are
not duplicated. Submit your completed table for grading.

Grading

Your assignment will be graded on the basis of number of correct matches out of a total of 28.
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6.4: Discussion- Sun City Boards’ Organizational Structure

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

Scenario

As part of your ongoing advisory/coaching engagement with Sun City Boards founder Tom Wilson, you are preparing for a
discussion of organizational structure. Tom has asked you to send him some material for preparation. You recently (in the Factors
Impacting Organizational Design section of this module, in fact) read a brief summary of Larry Greiner’s ideas about how a
business’ growth cycle affects its organizational choices; you decide to use this as a planning/discussion framework. You conduct
additional research and find Larry’s seminal article, “Evolution and Revolution as Organizations Grow” and attach it to an email.
Prior to sending the email, you decide to read the article and distill the highlights for him.

For Discussion
1. As preparation for this discussion, scan Larry Greiner’s “Evolution and Revolution as Organizations Grow” article.
2. Reflect on what you’ve learned about Sun City Boards evolution and future plans and write a brief email that introduces
Greiner’s thinking and how it relates to Sun City Board’s evolution and choice of organization.

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.

Contributors and Attributions

CC licensed content, Original

o Discussion: Sun City Boards' Organizational Structure. Authored by: Nina Burokas. Provided by: Lumen Learning. License:
CC BY: Attribution

This page titled 6.4: Discussion- Sun City Boards’ Organizational Structure is shared under a CC BY 4.0 license and was authored, remixed,
and/or curated by Lumen Learning via source content that was edited to the style and standards of the LibreTexts platform.

https://biz.libretexts.org/@go/page/47676



https://libretexts.org/
https://creativecommons.org/licenses/by/4.0/
https://biz.libretexts.org/@go/page/47676?pdf
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/06%3A_Organizational_Structures/6.04%3A_Discussion-_Sun_City_Boards_Organizational_Structure
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/06%3A_Organizational_Structures/6.04%3A_Discussion-_Sun_City_Boards_Organizational_Structure
https://creativecommons.org/licenses/by/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Principles_of_Management_(Lumen)/06%3A_Organizational_Structures/6.04%3A_Discussion-_Sun_City_Boards_Organizational_Structure?no-cache
https://courses.lumenlearning.com/wm-principlesofmanagement

LibreTextsw

6.5: Discussion- Considering Organizational Structures

Post 1: Initial Post

Instructions

This posting should be a minimum of one short paragraph and a maximum of two paragraphs. Word totals for this post should be in
the 100—200-word range. Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or
a related experience. Include a reference, link, or citation when appropriate.

For Discussion

Choose ONE of the following questions to respond to in your initial post.

1. Many businesses have moved toward a decentralized organization in which managers at all levels of the organization can make
decisions affecting their areas of the business. What kinds of advantages does decentralization offer? What challenges does it
present?

2. One of the current trends in organization is flatter organizational structures. What types of businesses do you think benefit most
from this type of structure? Do you think a flat structure could work at a very large organization with several thousand
employees? Why or why not?

3. Think of an organization that you’re a part of. It could be a workplace, team, or club. Identify Schein’s four key elements in the
organization’s structure: common purpose, coordinated effort, division of labor, and hierarchy of authority. If you had to choose
one of the common organizational structures for your organization, which would you choose and why?

Posts 2 and 3: Respond to Classmates’ Posts

Instructions

After you have created your initial post, look over the discussion posts of your classmates and give at least two thoughtful
responses to two different classmates (one per classmate).

A response posting should be a minimum of one short paragraph. Word totals for these posts should be in the 75-100-word range.
Whether you agree or disagree, explain why with supporting evidence and concepts from the readings or a related experience.
Include a reference, link, or citation when appropriate. The goal of your response posts is to extend discussions already taking place
or pose new possibilities or opinions not previously voiced. Your goal should be to motivate the group discussion and present a
creative approach to the topic.
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6.6: Why It Matters- Organizational Structures

Why does a manager need to understand organizational structure?

IBM Credit Corporation is the finance arm of parent company IBM Corp. and is responsible for providing customer financing to
facilitate the sale of computers, software, and services. To be successful in this industry, it is important that approvals for credit be
timely so sales aren’t lost to competitors and their finance subsidiaries. In other words, speedy credit approval serves as a
competitive advantage to a business.

Unfortunately, the approval turnaround time at IBM Credit was dreadfully slow. It took six days to weeks from the time an

application was submitted to reaching a final credit decision. As you can imagine, this was a significant impediment to IBM
salespeople tasked with growing the company’s revenues.

Why did it take so long for credit decisions to be made? It turns out that it was not a function of the effort involved in reaching a
decision. Rather, it was a result of the organizational structure in place at the time.

How could the organizational structure have such a significant impact on IBM Corporation’s success? We will look at the answer to
that question at the conclusion of this module. First, it is important that you begin to understand the fundamentals of various
structures, which is what you will be learning in this module.
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6.7: Introduction to the Purpose of Organization

What you'll learn to do: explain the purpose of organization

If you have a job now or you’ve had one in the past, you have some understanding of organizational structure—you know who
your manager is, and you probably know who your manager reports to. You might also know who your company’s CEO is. But
where did this organizational structure come from? There are reasons behind an organization’s structure, and understanding them at
your current or next job will help you recognize how specialized your work will need to be, who you can talk to when you have
questions, and what internal and external elements may impact your work.
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6.8: The Purpose of Organization

&b Learning Outcomes

o Explain the efficiencies created by specialization and the division of labor.
e Describe characteristics of organizational structures.
e List Edgar Schein’s four common elements of an organization.

Common Elements of an Organization

From a manager’s perspective, operations will be successful if a common purpose is made clear across the organization to create a
coordinated effort of resources. Edgar Schein, a prominent organizational psychologist, identified four key elements of an
organization’s structure: common purpose, coordinated effort, division of labor, and hierarchy of authority. Each of the four
elements represents an essential component of an effective structure. Further, Schein proposes that these elements are instrumental
in defining the organization’s culture.

Common Purpose

An organization with a clear purpose or mission is one that is easy to understand and manage. A common purpose unifies
employees and helps them understand the organization’s direction. Any employee working at the NASA Space Center in the 1960s
knew that that organization’s common purpose was to put a man on the moon. Included with the common purpose would be the
business and company strategy, mission statement, company values, and the organization’s short- and long-term objectives. The
role of communicating all of these components most likely falls to managers through the company.

Coordinated Effort

Arguably, a manager’s most important responsibility is to coordinate the effort of work in a way that maximizes resources with the
common purpose in mind. Managers will need to leverage the employees’ skill sets, experience, and personalities in a way that
consistently adds value. Managers must also take into account employees’ preferences as they relate to job satisfaction and
engagement.

Specialization and the Division of Labor

Early in the twentieth century, every employee on the Ford Motor Company assembly line had a specific, repetitive task. For
instance, one person would install the wheels on the left side of the car, and another employee only installed the front bumper. By
breaking the whole job down to specific standardized tasks and repeating them over and over, Ford could produce one car every ten
seconds.

Ford, and many other factories, demonstrated that specialization made work more efficient. Management saw this as the most
efficient use of the relative skills of its employees. Employee skills at performing a task improve through repetition. Less time is
spent changing tasks, in putting away tools from a prior task and getting the necessary tools for the next task. A second, and equally
important, efficiency with specialization is the ease and low cost of finding and training people to do specific and repetitive tasks.

Specialization continued to be used for maximum efficiency by McDonald’s, which invented the fast-food industry by specializing
the work of every employee in the cooking, preparing and delivering of every meal. This model continues with newer companies
such as Chipotle and Starbucks.
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Workers are on the job on an assembly line at a Ford Motor Company plant in Long Beach, California, in 1930.

The division of labor describes the degree to which a task is divided into separate jobs or departments in order to improve
efficiency. Larger firms, such as Fortune 100 companies, tend to have a high degree of division of labor; smaller entrepreneurial
ventures tend to have more informal divisions of labor. For example, a large financial firm will have accountants in one department
that only work on internal audits and another department where they focus on budgets and forecasting. An accountant in a small
firm, however, needs to be more of a generalist and take on many different things (e.g., internal auditing, plus payroll, accounts
receivable, financial planning, and taxes).

Specialization requires a trade-off between breadth and depth of knowledge. Although a high degree of specialization can increase
productivity, it usually has undesirable side effects such as reduced employee job satisfaction because of the repetitiveness of
certain tasks. Specialization limits the agility of a workforce, as employees cannot fill in for people in other areas of the business,
and employees take longer to qualify for managerial positions. Fewer job improvements will occur because employees do not get
the opportunity to work on other tasks.

Hierarchy of Authority

Hierarchy determines the formal, position-based reporting lines and expresses who reports to whom. The U.S. Army has a tall
hierarchy with about twenty ranks between a private and a general. On the other hand, Valve, an independent game developer, has a
flat organization. Officially, it has no managers. With about 2.2 million employees, Walmart has a tall hierarchy, with twenty-nine
senior managers all reporting to the top executive level, illustrated in the figure that follows.

Pt and CED
Glebal elamsesice
aradl [echnokogy

Prisidied &= CEO
Wakmar LS

Encurtive T of 3% Senior Managers

The top of Walmart’s organizational structure, which consists of ten additional layers.
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CEO

Business Office Staff Eustn!ner
Sales Service

An example of a flat organizational structure, which only has two levels of employees: the owner/CEO at the top and all other types

of employees below.
The number of levels of hierarchy, in turn, determines the managers’ span of control—how many employees directly report to a
manager. In tall organizational structures, the span of control is narrow. In flat structures, the span of control is wide, meaning one
manager supervises many employees. In recent years, firms have delayered by reducing the headcount (often middle managers),
making themselves flatter and more nimble. This, however, puts more pressure on the remaining managers who have to supervise
and monitor more direct reports because of an increased span of control. Recent research recommends a span of control between
fifteen and twenty direct reports.

? Practice Questions

https://assessments.lumenlearning.co...essments/12200

https://assessments.lumenlearning.co...essments/12201

Additional Characteristics of Organizational Structures

In addition to Schein’s four key elements of an organizational structure, there are a few other characteristics to consider when
determining the best structure for a business.

Centralization and Decentralization

In centralized organizations, only the top managers make decisions, whereas the lower-level managers are tasked with carrying out
the directives. The military is a prime example, as generals give the orders and each successive rank passes on these orders for
following. In decentralized organizations, the decision making is pushed down to the managers who are the closest to the work or
client.

The term centralization refers to the degree to that decision making is concentrated to the top of the organization. To be clear, this
refers to key decisions with potential impact on the business. If all proposals and decisions are made exclusively by the executive
team, it is a highly centralized structure. However, if managers are allowed to make significant decisions affecting their areas of the
business, it is a decentralized structure.

Formalization

Formalization refers to the degree to which positions in an organization are standardized. If a job is highly formalized, then the
employee has little to no discretion over what to do, when to do it, and how to do it. People sometimes confuse formalization with
specialization, but they aren’t the same thing. Airline pilots have highly formalized jobs, dictated by FAA regulations that must be
followed before, during and after every flight. Although the captain and co-pilot do have specialized tasks to perform, they are both
involved in the entire delivery of service, and are able to function in each other’s roles if needed. Further, the training required for
pilots is extensive, with regular flight simulator testing for enforcement of formalized responses for known situations and
challenges that can be encountered in flight.

Certain jobs will have much less formalization of duties. Pharmaceutical representatives—the employees of pharmaceutical
companies who call on medical offices to inform doctors of their drug’s effectiveness—have a great deal of freedom in their jobs.
They each develop their own practices for gaining access to the doctors (starting with the medical office front desk staff) and
generally only report on the number of physician conversations per week.
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6.9: Introduction to Common Organizational Structures

What you'll learn to do: describe common organizational structures and their advantages and
disadvantages

Three primary variables interact to explain much of an organization’s structure: size, age, and industry. Organizations will typically
start the structure process by clarifying what it will take to do the work, meet goals, grow sales, etc. And you will see great
consistencies in the structure that develops across organizations in many different industries.
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6.10: Common Organizational Structures

&b Learning Outcomes

o Differentiate between the four basic types of departmentalization (function, product, customer, and geography).
o Distinguish matrix organizations from traditional departments.
o Differentiate between team-based structures, networks, and modular organizations.

Departmentalization

Based on an organization’s application of the common elements—common purpose, coordinated effort, division of labor, hierarchy
of authority, as well as centralization/decentralization and formalization—the resulting structure will typically exhibit one of four
broad departmental structures: functional, product, customer, and geographic.

Functional Structure

As sales increase, organizations generally adopt a functional structure. This structure groups employees into functional areas based
on their expertise. These functional areas often correspond to stages in the value chain such as operations, research and
development, and marketing and sales. They also include support areas such as accounting, finance, and human resources. The
graphic that follows shows a functional structure, with the lines indicating reporting and authority relationships. The department
head of each functional area reports to the CEO; the CEO then coordinates and integrates the work of each function.

CEO
Human Finance & Sales & Research & Operations
Resources Accounting Marketing Development P

Functional structure organizational chart.

A functional structure allows for a higher degree of specialization and deeper domain expertise than a simple structure. Higher
specialization also allows for a greater division of labor, which is linked to higher productivity.'' Although work in a functional
structure tends to be specialized, it is centrally coordinated by the CEO, as in the earlier graphic. A functional structure allows for
an efficient top-down and bottom-up communication chain between the CEO and the functional departments, and thus relies on a
relatively tall structure. The disadvantage inherent to a functional structure is that the emphasis on specialization can cause high
levels of job dissatisfaction and fewer process improvements for the business.

Product Structure

Companies with diversified product lines frequently structure based on the product or service. GE, for example, has structured six
product-specific divisions supported by six centralized service divisions. (1) Energy, (2) Capital (3) Home & Business Solutions,
(4) Healthcare, (5) Aviation, and (6) Transportation. Product divisions work well where products are more technical and require
more specialized knowledge. These product divisions are supported by centralized services, which include: public relations,
business development, legal, global research, human resources, and finance.

This type of structure is ideal for organizations with multiple products and can help shorten product development cycles. One
disadvantage is that it can be difficult to scale. Another disadvantage is that the organization may end up with duplicate resources
as different divisions strive for autonomy.
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Customer Structure

Companies that offer services, such as health care, tend to use a customer-based structure. While similar to the product structure,
the different business segments at the bottom are each split into a specific customer group—for example, outpatient, urgent care,
and emergency care patients. Since the customers differ significantly, it makes sense to customize the service. Employees can
specialize around the type of customer and be more productive with that type of customer. The directors of each customer center
would report directly to the chief medical officer and/or the hospital CEO. This is also designed to avoid overlap, confusion, and

redundancies. The customer structure is appropriate when the organization’s product or service needs to be tailored to specific
customers.

CEO
Chief
Administrative
Chief Medical Officer
Officer N E—
. Outpatient
Urgent Care Emergency Care Inpatient Care E—
Human Finance & Community
Resources Accounting Relations

Customer structure organizational chart.

The customer-based structure is ideal for an organization that has products or services unique to specific market segments,
especially if that organization has advanced knowledge of those segments. However, there are disadvantages to this structure, too.
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If there is too much autonomy across the divisions, incompatible systems may develop. Or divisions may end up inadvertently
duplicating activities that other divisions are already managing.

Geography Structure

If an organization spans multiple geographic regions, and the product or service needs to be localized, it often requires organization
by region. Geographic structuring involves grouping activities based on geography, such as a Latin American division. Geographic
structuring is especially important if tastes and brand responses differ across regions, as it allows for flexibility in product offerings
and marketing strategies. Also, geographic structuring may be necessary because of cost and availability of resources, distribution
strategies, and laws in foreign countries. Coca Cola structures geographically because of the cost of transporting water. NetJets, a
private aviation company, had to create a separate company in Portugal to operate NetJets Europe, because the entity had to be
owned by a European Union carrier.

McDonald’s is well-known for its geographic structure and localization strategy for food preferences. The McDonald’s in Malaysia
is certified halal (no pork products) and you can order the McD Chicken Porridge: chicken and onions in porridge. Other examples
are Brie Nuggets (fried brie) in Russia; the Ebi Filet-O (shrimp patty) in Japan; and in Canada, you can get poutine (fries and
cheese curds smothered in gravy).

This type of structure is best for organizations that need to be near sources of supply and/or customers. The main disadvantage of a
geographical organizational structure is that it can be easy for decision making to become decentralized; geographic divisions can
sometimes be hundreds, if not thousands, of miles away from corporate headquarters, allowing them to have a high degree of
autonomy.

? Practice Question
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Matrix Organizations

Where two dimensions are critical, companies will use a matrix structure. Employees may be organized according to product and
geography, for example, and have two bosses. The idea behind this type of matrix structure is to combine the localization benefits
of the geography structure with those of the functional structure (responsiveness and decentralized focus).

CEOQ
CEO CEO CEO CEO
SBU 1 SBU 2 SBU 3 SB4
North o A
America T b 5 é)
Selie 0 O o O
America
Europe O O O O
Middle East
& Africa O o O o
Asia @) O O O

Matrix structure with geographic and product (SBU) structure.
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The advantage of the matrix structure is that it can provide both flexibility and more balanced decision making (because two chains
of command exist instead of just one). Its primary disadvantage: complexity, which can lead to confused employees.

? Practice Question
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Team-based Structures, Networks, and Modular Organizations

The reality is that if an organization is successful enough to survive and grow, it will eventually need some form of integration.
Poor communication between siloed departments often leads to a crisis that inspires efforts to integrate—efforts such as teams,
networks, and modular structures.

Team-based Structure

Over the last several decades, team-based structures of some variation have become common in almost every industry. Lockheed
Martin Aircraft Corporation started its “Skunk Works” project in 1943 in response to the U.S. Army’s need for a jet fighter. Based
on a handshake, a small team of engineers worked secretly in a tent to design and build the XP-80 Shooting Star Jet Fighter in 143
days—seven days less than was required. The level of secrecy needed for this type of a project team is extremely rare in most
organizations, yet it did spawn the modern-day project team.

A picture of the Skunk Works® hangar in Palrnda;le, California

Project teams are focused on a few objectives and usually disbanded at a project’s end. Similar to the Skunk Works® model, this
team may locate in a designated room or building with the intention to increase communication and collaboration and minimize
distractions. Although project teams are less hierarchical, they typically still include a manager.

Team

In general, a team is made up of people with complementary skills who are working toward a common purpose. Organizations
create teams by grouping employees in a way that generates a variety of expertise and addresses a specific operational component
of the organization. Teams that include members from different functions are known as cross-functional teams. Because of the
success of early project teams, the belief is that a team will be a more creative and productive structure to face new challenges. It is
important to remember, however, that every team is a group but not every group is a team. A team structure must be less
hierarchical, share the leadership, and be more fluid than traditional structures (such as functional or divisional). True teams do not
disband after a project. Rather, they continue to change and adapt to fulfill group and organizational objectives over several years.

The following table lists some of the differences between teams and groups.

Differences Between Teams and Groups

Teams Groups
Indistinguishable f llels that of
Purpose Distinct, specific to the team’s charter nais ngl.llS 'a & Tom, OF paratiels that o%,
the organization
Work Interdependent with a collective work Independent tasks with individual work
product products
Synergy — collectively we achieve more .. o
Performance o Additive — the sum of the individual efforts
than the sum of individual efforts
Skills Complementary Job-specific
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Teams Groups
Leadership Shared One leader
. Mutual accountability, responsibility for Individuals: For their own products
Accountability .
the collective work product Leader: For group product
Communication Performance conversations Hierarchical

Source: Information derived from Katzenbach and Smith (1993)

Team structures can eliminate layers of management, which allows employees to make decisions without getting multiple
approvals. This streamlines processes and lowers administrative costs. However, motivating individuals in a team-based
organization can be more challenging as team accomplishments are rewarded rather than individual achievements.

Network Structure

The newest, and most divergent, team structure is commonly known as a network structure. A network structure has little
bureaucracy and features decentralized decision making. Managers coordinate and control relations both internal and external to
the firm. A social structure of interactions is fostered to build and manage formal and informal relationships. The goal of this
structure is to achieve rapid organizational evolution and adaptation to constantly changing external and internal environments.

Zappos has embraced this model and labeled it holacracy. Rather than relying on a traditional top-down hierarchical management
structure, holacracy attempts to achieve control and coordination by distributing power and authority to self-organizing groups (so-
called circles) of employees. Circles of employees are meant to self-organize and own a specific task, such as confirming online
orders or authorizing a customer’s credit card. Order is supposed to emerge from the bottom up, rather than rely on top-down
command and control as in traditional organizational structures. Rules are explicit in a so-called constitution, which defines the
power and authority of each circle. For coordination, the employee circles overlap horizontally and without vertical hierarchy. Once
the teams are in place, the CEO effectively relinquishes all executive powers.

A network structure is meant to promote communication and the free flow of information between different parts of the
organization as needed. However, the circular structure can be confusing, especially for new employees.'”!

The following video explores Zappos’ work culture and organizational structure.

A YouTube element has been excluded from this version of the text. You can view it online here: http://pb.libretexts.org/pom/?
p=220

You can view the transcript for “Zappos is a weird company — and it’s happy that way” here (opens in new window).
Modular Organizations

A business that has areas or departments that can be easily separated from the company without jeopardizing the company are
considered to have a modular organizational structure. The key lies in the ability to identify which modules, or departments, of a
business are effective and which can be outsourced to create a tighter organization.
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Organizations that want to remain flexible and streamlined must know when it is time to remove a module and allow the job to be
done outside the company. For example, a small specialty T-Shirt company may recognize that its design, production, and customer
service modules are at peak form and working well together but that its website design and maintenance department is slowing it
down. The shop may externalize that module and send the work to an outside business."”

? Practice Question

https://assessments.lumenlearning.co...essments/12205
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6.11: Introduction to Factors Impacting Organizational Design

What you'll learn to do: identify important factors for consideration in organizational design

Now that you are familiar with the elements of organizational structure and the various forms, we will dive into the environmental
forces to consider when designing an organization’s structure. Further, you will learn how a business growth cycle affects
organizational choices.
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6.12: Factors Impacting Organizational Design

&b Learning Outcomes

o Identify aspects of the external environment that influence the design of an organization’s structure.
o Identify aspects of the internal environment that influence the design of an organization’s structure.
o Explain how business growth cycle affects organizational choices.

External Environment Internal Environment

Government Job characteristics

suppliers

Organizational
Design

External Environment

The first factor to influence an organization’s design will be that of the external environment. The external environment consists of
everything outside of organizations that can affect their performance and outcomes. Availability and need for raw materials, human
resources, and financial resources are elements of the environment. Further key elements include customers and suppliers,
competitors, cultural factors, and the types of regulatory frameworks or governmental influences on the organization.

The greater the number of external forces, the greater the complexity of the external environment. A pharmaceutical company
operates in a very complex environment dealing with many groups such as doctors, hospitals, pharmacists, external research
establishments, regulators, health insurance providers, labor markets, and many suppliers. In addition, a pharmaceutical company
would deal with these groups in many countries with varying local economic conditions, health care arrangements, and regulatory
regimes.

Environmental stability refers to how stable all of the environmental forces are over time. There was a time when certain external
forces were considered stable, such as governmental regulations and laws, which could continue for many years, even with new
political administrations in place. However, the financial crisis of 2008 and political changes in the United States have added
volatility. The high-tech and software industries would be considered unstable because of the relative ease for new software and
technology companies to enter and take over an existing market.

? Practice Question
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Internal Environment

The internal environment is influenced by the jobs and the employees as they relate to those jobs. The employees’ influence on the
internal environment is directly related to their level of engagement, or job satisfaction. The job characteristics model, proposed by
Richard Hackman and Greg Oldham in 1980, proposes that the right combination of skill variety, task identity, task significance,
autonomy, and feedback can lead to high-quality performance, high internal motivation, and high satisfaction.

Skill variety: This is the degree to which the job requires a person to use multiple high-level skills. A department store greeter
whose job consists of greeting customers and giving them a shopping cart demonstrates low levels of skill variety, whereas the
employee who acts as a cashier, stocks shelves, and manages the inventory of outdoor furniture demonstrates high skill variety.

Task identity: This is the degree to which a person is responsible for completing an identifiable task from start to finish. A graphic
designer who creates images for a website might have low task identity. This is because the designer’s work is only part of a larger
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whole; other designers and coders contribute their work to completing the website. However, a graphic designer who creates a
brochure for a client from the idea phase to the final proof will have a high task identity.

Task significance: This is the degree to which a person’s job affects customers or other people’s work. A nurse handling the
diverse needs patients in the intensive care unit may score high on significance, whereas new nurses aiding in the same department
may feel that they perform only busy work and feel a low level of significance.

Autonomy: This is the degree to which a person can decide how to perform his or her tasks. For instance, a grocery store clerk
who is given a list of tasks to complete by the end of the day has greater autonomy than a clerk who is given that same list and told
that the list needs to be completed in a particular order, with certain tasks needing to be done by certain times of the day.

Feedback: This is the degree to which people learn whether they are doing their job well. Feedback may come from other people,
such as managers, peers, subordinates, and customers, or it may come from the job itself. For instance, a customer service
representative might receive feedback from a supervisor, as well as from the customers he or she has tried to help.

Taken all together, the job characteristics model links the task itself to employee motivation. More specifically, a job that is
challenging will improve employee motivation but a job that is boring and repetitive will hamper employee motivation. To make a
job challenging, managers can ensure the following:

e There are a variety of tasks for the employee to complete.
o The employee feels a sense of autonomy.
e The employee is empowered to make certain decisions.

? Practice question
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Growth Cycle

Larry Greiner’s model of growth offers an organic view of the business life cycle. Like people, organizations change as they age
and grow. Each growth stage encompasses an evolutionary phase of growth and a revolutionary phase where an organizational
crisis will occur, and the business’s ability to handle these crises can determine its future.

Phase 1: Creativity

The creativity phase is marked by early growth of a company due to an emphasis on creating a product or service. The founders of
the company are usually technically or entrepreneurially oriented, and they generally disdain management activities. As the
complexity of the business increases, the founders will struggle to both grow and manage the business.

Phase 2: Direction

A strong business manager will be brought in to install a functional organizational structure, with formal communication channels
and hierarchy. A strong focus on accounting and capital management will drive most business decisions. Top management’s control
of all operations diminishes the autonomy that middle-level managers enjoyed, despite their superior knowledge of markets and
products.

Phase 3: Delegation

The delegation phase is marked by the application of a decentralized organizational structure. Middle managers are freed up to
make decisions and executives monitor the operation and focus on bigger issues, such as mergers or acquisitions. Better
coordination of all the operations will be required as the executives feel a loss of control over the middle managers.

Phase 4: Coordination

The coordination of the business structure involves the merging of local units into product groups, a centralization of support
functions, and establishment of formal planning procedures. Although resource use becomes more efficient and growth occurs,
managers become frustrated with the bureaucratic red tape. The rules and procedures appear more important than productivity and
innovation. In turn, corporate staff becomes frustrated with the uncooperative and uninformed managers.
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Phase 5: Collaboration

All parts of the organization criticize the resulting bureaucratic structure, and it will take all the key leaders, managers, and
employees to collaborate in an attempt to create a better structure. The formal systems and procedures will have to give way to
social control and self-discipline. A shift to a problem solving-based approach is needed as teams combine across various business
functions and previous systems are simplified.

? Practice Question
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6.13: Introduction to Current Trends in Organization and Job Design

What you'll learn to do: describe current trends in organization and job design

The Industrial Revolution model of structure, which was largely modeled after military structure, has been fading in popularity and
prevalence over the last twenty years. The move to flatter organizational structure with greater autonomy given to employees is
highlighted by companies such as Apple and Microsoft. Ironically, the U.S. military is also moving to highly autonomous, self-
organizing teams.
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6.14: Current Trends in Organization and Job Design

&b Learning Outcomes

o Explain the advantages of flatter organizational structures.
o Explain the benefits of employee empowerment.
o Explain the trend toward flexible work schedules.

Flatter Organizational Structures

When Gen. Stanley McChrystal took charge of the U.S. Joint Special Operations Task Force in 2003, he recognized that traditional
tactics of warfare were failing in Iraq. McChrystal wrote in his book Team of Teams that “To defeat a network, we had to become a
network.” A network in this context is a collection of small cross-functional teams that have been empowered to self-organize, self-
manage, and self-execute.

The traditional career ladder follows a hierarchical path; entry-level position followed by promotions up the chain with broader
responsibilities and less job or skill specificity. A flat structure model focuses on horizontal growth, digging deeper, expanding
knowledge and getting better at core competencies. The benefit to employees is greater autonomy, as they have the freedom to
work amongst each other without the titles of hierarchy slowing down communication.

? Practice Question
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Employee Empowerment

In many industries, the option to work from home is becoming increasingly popular.

At the core of all of the trends in organizational structure is employee empowerment. The traditional hierarchical structure took
away most of an employee’s power to make decisions. The movement is to trust the employee’s ability and to give him or her the
authority to make decisions, even mistakes. The benefit to organizations can be greater productivity, innovation, and customer
service. The responsibility of the organization is to clearly lay out the roles and responsibilities to decrease ambiguity.

A good example of empowerment is flexible work arrangements (FWAs). FWAs include reduced workload (part time), compressed
work weeks, and remote work (telework). The most important aspect of a FWA policy is that the organization believes that the
employees and their managers know best as to how, when, and where to complete their work. Remote work is prevalent throughout
most industries and can range from working from home on certain days when needed to fully remote workers with no corporate
office. These arrangements will work only if the organization values productivity over face time.

? Practice Questions
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7.1: Introduction to Employee Development and Performance Evaluations

What you'll learn to do: describe employee development and performance evaluations

Good managers know that employees are the company’s most valuable assets. Employee development is the process by which
employees become even more valuable by building their skills and expanding their capabilities. The better their skills and abilities,
the more likely it is that employees will succeed in their jobs and progress in their careers.

Performance evaluations are a tool for determining how quickly and well an employee is developing. They are also an opportunity
to discover employees’ untapped strengths and interests, and to fill gaps in employee training that can lead to mistakes or lower
productivity.
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