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1.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

a Explain the concept and importance of management 

• Know the nature and characteristics of management 

• Understand management as a Science, an Art and a Profession 

• Discuss the various functions of management 

• Explain managerial skills and responsibilities 

• Summarize the various levels of management 

I.I INTRODUCTION 

Management is a vital aspect of the economic life of man. It is an organised group 
activity. Management is a universal phenomenon. It is a very popular and widely used 
tenn. A central directing and controlling agency is indispensable for a business 
concern. The productive resources - materia l, .labour, capital, etc. are entrusted to the 
organising skill, administrative ability and enterprising initiative of the management. 
Thus, management provides leadership to a business enterprise. Without capable 
managers and effective managerial leadership the resources of production remain 
merely resources and never become production. Under competitive economy and 
ever-changing environment the quality and performance of managers determine both 
the survival as well as success of any business enterprise. Management occupies such 
an important place in the modern world that the welfare of the people and the destiny 
of a country are very much influenced by it. 

The manager plays a very important role in an organisation. He works as the 
foundation and supports the beam and roof of the house by providing necessary 
support from the bottom, and <!ISO taking care of various aspects, so that the 
organisation goals could be achieved. The function of coordinating and organising the 
people and their tasks to achieve the targets of the organisation effectively by proper 
usage of the available resources efficiently is called management. Thus, the success of 
an o rganisation depends on proper management and useful utilisation of resources 
available. Hence, management is an important function for successful working of an 
organisation. 



1.2 DEFINITIONS OF MANAGEMEi'\"T 

Management is a skill of having people working together in a coordinated manner to 
achieve 1he organisation goals. It is an effective utilisation of resources and creating 
an environment for people to work in tandem and motivating the workers for getting 
to the goals of the enterprise. Management is a process which controls and directs 
people to perform, creating a right environment for them. 

Management has been defined by various experts in their own perspective. Hence, it is 
difficult to give a solitary definition to the term ··management"·. There are different 
views and interpretations by various scholars and critics. Some officials consider it to 
be a system of authority, whereas economists think management is a resource, like, 
capital, land or labour. Sociologists define it as an e lite class of society. 

Management 
Definitions 

I 
I I 

Tradltional Modern 
v iew point view point 

Art of getting things 
Prime move of - done by others - organisational making ii 

functional and productive 

Process of planning, Process of creating - organising, staffing, - conductive and proper 
directing and controlling internal environment in 

activities of others the organisation 

Mobilizing and utillzlng 
Process of coping with 

changing external - physical and human - environment·of relating 
resources for achieving 

strengths and weakness of 
ogranisational goals organisation wnh tt 

Source: h11p://11pload.wikimedin.org/wikipedialcommonsl5/5 / /Definitions_of_Mm10geme11t.p11g 

Figure I.I: Definitions of Management 

Defini tions of 'Management' by various Economists: 

Accoisd ing to Henry Fayol, "To manage is to forecast and plan, to organise, to 
command, to coordinate and to control.'' 

According to Koontz and Weihrich, "Management is the creation and maintenance of 
an internal environment in an enterprise where individuals, working in groups, can 
pe rform effic,iently and effectively towards the attainment of organisational goals." 

According to Harold Koontz, "Management is the art of getting things done through 
and with people in formally organised groups." 

According to f.W. Taylor, "Management is the art of knowing what you want to do 
a nd then seeing that in the bes! and cheapest way." 

j 
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George R. Terry defines ~lanagement as --a distinct process consisting of planning, 
organising. actuating. and controlling. performed to detenninc and accomplish stated 
objectives with the use of human being and other resources ... 

According to Theo Hairnann. management has three different mean ings, viz. 

I. Management as a Discipline: denotes to the Subject of Management. 

2. Management as a Noun: refers to a Group of Managers. 

3. Management as a Process: refers to the Roles of Management i.e. , plan11ing, 
organising, directi ng. controlling, etc. 

Management is a skill for getting the work done by the workers in an enterprise. They 
use different methods of planning and motivating people and controlling them using 
the resources effectively for achieving the goals of the enterprise. Hence, it is a 
coordination of various resources like the people. capital , technology, material and 
different methods. Proper utilization of these resources leads to profits and market 
gain and thus leads to successful attainment of the organisation goals. 

1.3NATURE OF MANAGEMENT 

There are number of characteristics of managemenl. Different processes contribute to 
the features of management. They can be classified as follows: 

• Management is an on-going process: The process of management requires 
continuous plann ing, directing and organizing using different resources of an 
organisation. So that there is proper utilisation of the resources for the 
organisation gain. It is an ongoing process and never ending. 

• Management is result oriented: Management is all about planning and 
coordinating tasks, to achieve the required goal. It is target oriented. For the 
success of any organisation, there has to be a set target which should be attainable 
with proper planning. 

• Management works on principles: Management works with certain set of 
principles and they cannot be rigid. The techniques and resources cannot be 
followed blindly. They can be changed according to the situations and 
environment. 

• Ma11agement works with groups: The process of management is not an individual 
activity. It requires groups of people· to work together to attain the organisation' s 
goal. 

• Technology in management: Management is aided with different technologies. 
Computers and machines play a very important role in the management process. 

• Management is dynamic: An organisation's success depends on management, 
which is aided with innovative ideas, products and brings in new changes in 
marketing techniques. It needs to bring in innovative and creative ideas to survive 
in the market. 

• Management is a coordinated process: Management is an art where all the 
resources are put together for attaining the objective of the organisation. This is 
done by the process of integrating and combining the human and non-human 
resources mos t effectively and efficiently. 

• Management deals with people: The ultimate objective of management is to deal 
with people. It uses the combined effort of people to achieve group objectives. 
The work is done by directing people in a planned and coordinated way. They are 
motivated by giving them proper environment 10 do the work. They work as a 
team. 



• Managemelll baln11ces efficiency and effecrfreness: \1anagen1<'!nt is \·ery 
professional in nature . . A good management requires all acti\·ities to be done in a 
planned manner for its effectiveness. If the organisation meets its objectives and 
goal with the minimum use of resources then it is both efficient as well effective. 

• Management cr1111101 be seen: Management is result oriented. It cannot be seen or 
felt. It is a planned and efficient way of carrying out procedures. It is a task for 
attaining organisation goals. 

The above character istics b ind together to make management a never ending, goal 
o riented process which is dynamic in nature, and balances both ef!ectively and with 
efficiency using human and non-human resources. It requires proper planning and 
coordination for the achievement of organisation's objectives. 

1.4 NEED AND SCOPE OF MANAGEMENT 

The need of management is continuous in organisation. It is not possible to hire 
managers when there is a crisis or a problem and fire them after the same is over. 
Complexities have entered business life to an extent that there are a lways some 
problems, crisis or difficulties. The internal pressure as well as external environment 
constantly influences an organisation and hence management is always needed. 

1.4.1 Need of Management 

The need of management can be understood as following: 

• Each organisation has its own objectives: The achievement of these objectives 
calls for organised effort in a planned way. Since the resources are lim ited and the 
profitability depends upon the cost of production and distribution, the optimum 
utilisation of resources is needed to secure a good s tanding in market. 
Management is needed to allocate resources to the most profitable channels and 
ensure its rational use. 

• Organisations depend on group efforts: In large organisations, hundreds of 
people may work under the same roof. They may assemble to produce certain 
goods or services. If each individual is left to plan and organise irrespective of 
what others are doing, there will be nothing but chaos. Management is needed to 
guide and direct people. 

• Organisation involves activities of varied nature: In business, the activities may 
be related to manufacturing, buying and selling, financing, employing and looking 
after people, etc. Different departments are run by experts whose work should be 
coordinated. All of them have to go to the same goal which organisation 
prescribes. Management is needed to coordinate the efforts. 

• People constitute important part of organisation: When employees attitude is 
favourable to work and organisation, productivity is high. The atti tude of people 
depends upon various factors.. Management is needed to see that there is proper 
communication in the organisation and people are motivated to give their best to 
the organisation. 

Example: Let us look at the managerial role of a simple housewife and how she uses 
the managerial techniques in managing the home. 

First of all, she appraises her household and its needs. She forecasts the needs of the 
household for a period of a week or a month or longer. She takes stock of her 
resources and any constraints on these resources. She plans and organises her 
resources to obtain maximum benefits out of these resources. She monitors and 
controls the household budget and expenses and other activities. In large house­
hold, she divides the work among other members and coordinates their activities. 
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She encourages and moti,·ates them to do thclr best in completing their activities. She 
is ah,·ays in search for impro,·ements in gnals. resources and in means to attain these 
goals. These ingredients are the basic functions of management. 

1.4.2 Scope of Management 

The scope of management is very wide. Basically, it refers to three distinct idens 
which are as follows: 

Herbison and Myers introduced the three distinct ideas of management i.e., ( i) an 
economic resource, (ii) a system ofaut l1ority and (iii) a class or elite. 

1\!Ja11ageme11t as an Economic Reso11rce: Management is one of the factors of 
production along with land, labour and capital. In modem organisations, the effective 
use of the five M's of management (money. materials, manpower, machinery and 
methods or ways of doing things) depends to a great extent on the quality of 
management. In other words, how effectively and economically the five M's are 
combined together to produce desired results. According to Newman, management is 
required to convert the disorganised resources of men, materials, money and machines 
into a productive,-usefu!. on-going concern. 

Management as a System of Authority: According to Herbison and Myers, manage­
ment is the rule-making and rule-enforcing body. It is bound together by a we b of 
relationships between superiors and subordinates. that is, people are bound by 
authority relationships. Managers working at top levels enjoy more authority than 
people working at lower levels. Top management detennines objectives and provides 
direction to enterprise activities. Middle management (departmental heads like work 
manager, finance manager, personnel · manager, etc.) interprets and explains the 
policies framed by the top management. They transmit orders, instructions and 
decisions downward and carry the problems and suggestions upward. Lower 
mariagement (first-line supervisors) is concerned with routine, day-to-day matters. 

Example: Compare two managers. One accepts or rejects all ideas generated at lower 
levels. The other gives the authority for making some decisions to employees at the 
level where these decisions will most likely affect those employees. How managers 
use their - power, influence and authority can determine their effectiveness in meeting 
the goals of the organisation. 

Management as a Class or Elite: Sociologists view management as a distinct class in 
society having its own value system, The managerial class has become very important 
in modem organisations owing to its contribution to business success. As a separate 
group, the term management refers to the group of individuals occupying managerial 
positions. All the managers from the chief executive to the first-line supervisors are 
collectively addressed as 'Management', which refers to the group. 

1.5 IMPORTANCE OF MANAGEMENT 

According to Drucker, Management is the dynamic life-giving element in every 
organisation. It is the activating force that gets things done through people. Without 
management, an organisation is merely a collection of men, machines, money and 
material. In its absence, the resources of production remain resources and never 
become production. The importance of management can be understood from the 
following points: 

• Optimum use of reso11rces: Management ensures optimum utilisation of resources 
by attempting to avoid wastage of all kinds. It helps in putting the resources to the 
best advantage within the limitations set by organisation and its environment. A 
right c limate is created for workers to put in their best and show superior 
perforn1ance. 



• Effective leadership and motivation: ln the absence of management_ the \\·or.king 
of an enterprise will become random and haphazard in nature. Employees feel a 
sense of security when they find a body of individuals' working day and night for 
the continued growth of an organisation. Management makes group effort more 
effective. It enables employees to move cooperatively and achieve goals in a 
coordinated manner. Management creates teamwork and motivates employees to 
work harder and better by providing necessary guidance, counselling and effective 
leadership. 

• S01111d industrial relations: Management minimises industrial disputes and 
contributes to sound industrial relations in an undertaking. Industrial peace is an 
essential requirement for increasing productivity. To this end, managers try to 
strike a happy balance between the demands of employees and organisational 
requirements. They initiate prompt actions whenever workers express dissatisfac­
tion over organisational rules, methods, procedures and regard systems. 

• Achievement of goals: Management plays an important role in the achievement of 
objectives of an organisation. Objectives can be achieved only when the human 
and non-human resources are combined in a proper way. Management is 
goal-oriented. With a view to realise the pre-detennined goals - managers plan 
carefuJly, organise the resources properly, hire competent people and provide 
necessary guidance. They try to put everything on the right track. Thus, 
unnecessary deviations, overlapping efforts :ir.d waste motions are avoided. In the 
final analysis, all these help in realisj.ng goals with maximum efficiency. 

• Change and growth: A business concern operates in a constantly changing 
environment. Factors such as changes in technology, government policy, 
competition, etc., often threaten the survival of a firm. Failure to take note of 
customer's needs regarding fuel efficiency has spelt doom for 'Ideal Jawa' in the 
two-wheeler market in India. An enterprise has to take note of these changes and 
adapt itself quickly. Managers help an organisation by anticipating these changes 
( careful planning, forecasting combined with efficient use of resources) and taking 
appropriate steps. Employers today are hiring managers who can take unfamiliar 
situations in their stride. 

Example: At AT&T, people remark, " If you are hiring people who do not like 
surprises, you are probably not hiring the right people." 

• Improvement in standard of living: Management improves the standard of living 
of people by (a) using scarce resources efficiently and turning out profits; 
(b) ensuring the survival of the finn in the face of continued changes; 
(c) exploiting new ideas for the benefit of the society as a whole; and 
(d) developing employee talents and capabilities. 

1.6 FUNCTIONS OF MANAGEMENT 

Effective management requires a considerable amount of planning, creat1v1ty and 
motivating skills for the organisation goals. They deal with groups of people who 
contribute to the goal of the organisation. They are controlled and directed efficiently 
using the resources effectively for achieving the objectives set for the organisation. 
The entire process contains number of processes and actions. They are not the same as 
the operational functions like marketing, purchasing and selling. The important 
functions of management are as follows: 

• Making plans 

• Organizing 

• Employment 
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• Coordinating 

• Controlling 

These funct ions differentiate the management function from the other functions of the 
organisation. Different management scholars have categorised func tions of 
management. According to George and Jerry, ·There are four vital functions of 
management i.e., planning, organizing, actuating and controlling ... 

According to Henry Fayol, ·'To manage is to forecast ,111d plan, to organize, to 
command and to contror·. 

Luther Gulick has given a catchword 'POSDCORB' where, 

P is for Planning, 

0 for Organizing. 

S for Staffing. 

D for Directing. 

Co for Co-ordination. 

R for Report ing and 

B for Budgeting. 

But the most commonly accepted are management functions given by Koontz and 
O'Donnell i.e., planning, organising, staffing, directing and controlling. 

Therefore, it is very difficult to remove any of these functions since they are all inter 
related, and cannot be separated from each other. They are dependent on each other, 
and the performance of the others is affected by them. 

Controlling 

, 
' -· 
' --. -

Directing 

Planning 

Figure 1.2: Functions of Management 

The functions of management are discussed below: 

Planning 

Organizing 

Staffing 

To plan is an important managerial function. It requires i.n defining a goal and finding 
an efficient and effective course of action to reach that o bjective. It lays down steps 
that are involved to attain the goal. Planning is a process which takes care of avoiding 
risks and wastages with proper utilisation of resources. It lays out steps on how to go 
about the goals in a systematic way. It is coordi.nating with different levels of 



management and having sound knowledge of resources und I he business objec1i, ·es. It 
tells us about how and when a particular task should be ca rried out. 

Thus, tbe need to plan is 10 minimize the consequence and a t the same time take full 
advantage of the available opportunities. It bridges the gap from our present position 
to future position. Good planning 1s flexible in nature. as it can adJust 10 changes in 
business condi tions. It covers both short term and tong term periods. 

Planning_ i11 , ·oln:s Lhe following steps: 

• Making the objectives 

• Forecasting of future envfronmeni 

• Search for future environment 

• Assessment of various al ternatives and devising the plan 

• Preparation of strategies, policies, procedures and method 

• Preparation of different schedules programmes and budgets 

Organising 

The organizin g function is a sigJ1ificant func·tion of managem ent. The organisational 
structure is the foundation of a company which carri es out the daily working of the 
business. Th is function is performed when two or more persons are involved in an 
activity. Organiting involves designating tasks and responsibilities to employees with 
the specific skill sets needed to complete the tasks. The process of organisation 
involves the d etenuination of authority and responsibility in the o rganisation. A 
s ignificant job of every supervisor is to find the nature of the activities requifed to 
attain the group goals. It creates a process where people are g iven tasks to do well and 
this outcome of each individual contributes to the success of achieving the goal of the 
organisation . · 

Different processes of o rganis ing are: 

• Coordinating authority and accountability 

• Fixing of objectives 

• Distribution of jobs 

• Making activity groups 

• Giving of duties 

• Assigning of responsibility 

Staffing 

Staffmg take care the requirements of the organisation at various parts in the 
enterprise. The important purpose of staffing is to hire the correct s taff for the correct 
jobs at the correct time to achieve the goals of the organisatio1) , Staffing is the process 
of management w hich co1~trols the manpower. It involves not onfy recruitment, but 
also training and development, perfomrnnce appraisals, promotions and transfers. If 
function of staffing is not being performed in an organisation, the business would be a 
failure because the bus iness wouid not be properly managed to m eet its goats. Hence, 
it is a process o( management which is concerned with hiring the right people for the 
right kind of jobs. W ith the coming of new technologies staffing has acquired a lot of 
importance. lt is a continuous and ongoing process. TJ1erefore, staffing includes the 
task of detennining the requiremeRts with regard to numher <1nd types of people for 
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the job to be done, and also b : ing d()\\11 qualifications for various jobs and recruiting, 
selecting and training people to perform those jobs efficiently. 

Staffing involves the following activities: 

• Promoting and shifting 

• Manpower planning 

• Staffing 

• To select 

• To place 

• To develop and train 

• Paying the staff 

• Judging the performance 

Directi11g 

It is the important function o f management which shows a direction and leads the 
people in the organisation to work for the success of the organisation. It guides the 
people by motivating, influencing and supervising their work in a way that is 
impo1tant for the enterprise. The manager shows the right path by leading his 
sub-ordinates to attain the objective of the company. He creates a feeling of belonging, 
faith and loyalty among the workers. 

Directing has the following functions: 

• In this process, knowledge and information is shared for guiding and showing the 
way to the subordinates. It is a way for them to understand the task well. 

• To supervise and look into the work done by the people working under them. This 
would in tum increase the output of the company and also teach the people the 
methods and ways for the tasks to be done. 

• To encourage and boost the people to work in the best possible way. This can be 
done in many ways with help of monetary and non-monetary rewards. This would 
want the subordinates to work with a positive energy. 

• Guiding the people in the right direction and showing them the way the task has to 
be carried out for attaining the goa ls of the company. 

Controlling 

This function monitors the performance of the employees so that one can determine 
whether it is according to the standards laid out as a benchmark. It is an impo rtant 
function of the organisation which ensures that work and other functions are in place 
for a proper working of the enterprise. This process leads to identifying problems and 
deviations which need to be rectified by taking corrective actions. This level of 
performance would benefit the successful working of the organisation. 

For an efficient working of the system, it is very important to have the function of 
control in place. This makes sure that the functions are carried out according to bench 
mark and standards of the company. This helps in overcoming problems that may 
arise during the working process. 

Therefore, according to Koontz & 0 ·nonnell, "Controlling is the measurement and 
correction of the performance activ ities of subordinates in order to make sure that the 
enterprise objectives and plans desired to obtain them as being accomplished." 



For running an organisation. the functions of planning and control go hand in hand. 
Planning shows the direction and sets goals and controlling helps in making sure that 
they move according to the set plan. A successful manager cannot avoid the past but 
he makes sure to avoid the problems in future he needs to use his experience of the 
past and takes actions accordingly for a successful accomplishment of the goa ls. 

Control function has the following steps: 

• Having the performance standard and benchmark in place 

• Monitoring the performance 

• Identifying problems 

• Taking corrective measures 

• Setting up of standard of working 

• Performance related measurements 

• Relating the performance with the set standards 

1.7 MANAGEMENT VERSUS ADMINISTRATION 

There has been a controversy over the meaning of the terms 'management' and 
'administration'. Some take management and administration as one. Some consider 
administration broader than management and some hold a view that management and 
administration are different. 

In this section, you will study the relation between management and administration. 
There has been a controversy over the meaning of the tenns 'management' and 
'administration'. Some take management and administration as one. Some consider 
administration· broader than management and some hold a view that management and 
administration are different. 

Management and administration are at times used in an interchangeable manner; 
nevertheless, they are two distinct levels of an organisation. The administration is the 
top level of the organisation with the authoritative operations. They are in authority for 
specifying the policies and objectives of the organisation or the firm. Management, on 
the contrary, is the middle-level executive function. They execute the policies and goals 
as decided by the administration. 

On the contrary, administration involves the people who are either owners or partners of 
the firm. They generally support to the firm's capital and be worthy of profits or returns 
on their investment. The chief administrative function deals with the business facets of 
the firm, such as finance. Other administrative functions generally involve planning, 
organising, staffing, directing, controlling and budgeting. Administration must 
incorporate leadership and vision, to organise the people and resources, so as to attain 
common goals and objectives for the organisation. 

Management normally integrates the employees of the firm who utilise their skills for 
the finn in return for compensation. Management is accountable for implementing the 
strategies of the administration. Motivation is the key aspect of a management. 
Management must encourage and cope with the employees. Jt can be said that 
management is directly under the authority of administration. 

I} 
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Further the comparison bet\\een management and administration are shown in Table 
l. l. 

Table I.I: Distinction between Management and Administration 

Basis Management Administration 
Nn1urc of\\·ork lt puts into action the policies a11d It 1:-i co11ccrned ahou1 1l1e 

plans lt1id down by the administration. determination of objeuivc,; and major 
policic~ of an organisation. 

Type <)f function It is an executive function. It is a dercnnina1 ivc function . 

Sco1w It takes decisions within lhc II l~h:s 111ajor dc,· isi011$ of an 
framework ,ct by the admini,1r.11ion. cntcq)rise as a whnlc. 

Level or authority It is a middle-level activity. It is a l{lp-level .ictivity. 
Nature o f ,1ntus It is a g roup of managerial per~onncl It con,ists or owners who inVt:St 

who use their specialised knowledge capital in and receive prolils from an 
to fulfil the objectives of an enterpri~c. 
enterprise. 

Dec ision making Its decisions are inlluenced by the I ts decision$ arc influenced by public 
values, opinions and beliefs of the. opinion, government polkie,. social 
managers. and religious factors. 

Main functions Motivating and controlling function,; Planning and organising functions are 
are involved in it. invo lved in it 

Abilities It requires technical activities. It needs administrative rather than 
ted1nical abilit ies. 

Skills nc,xled Conceptual and Human ski lls. Technical and human skills. 

Example: The following demonstrate the difference between management and 
administration: 

I. A manager decides to impose a sales quota on the company's sales force. The 
administrator is responsible for seeing to it that the quota is met through the 
maintenance of records. 

2. A manager decides that there will be a "no tolerance" policy for tardiness. It will 
be up to the administrator to monitor the compliance of the policy through 
observation or through the review of records. • 

So, the general idea is that an administrator is not a primary policy or decision-maker, 
while a manager is. An administrator might make some decisions to implement the 
manager's policies and decisions, but his or her authority is limited. 

However, from a practical point of view, the above categorisation seems to be a futile 
exercise. Managers or administrators have to perfonn the thinking and doing functions 
simultaneously. They have to wear both the hats gracefully in order to be effective and 
successful. 

1.8 MANAGEMENT: SCIENCE OR ART OR PROFESSION 

Now let 's examine whether management is a science or art or a profession. 

1.8.1 Management as a Science 

Management is a science because it has all the following characteristics of a science. 

l . Systematised body of knowledge: Management is a d istinct discipline. It has a 
number of principles which can be studied and put to application. Management 
offers principles that could be put to good use while solving problems. 

2. Management is a social science: Management is a socia l science as it deals with 
human behaviour about which, little is known at present. As we all know, ii is not 
possible to study human behaviour under controlled laboratory conditions. 



Human behaviour is unpredictable and. there fore. defies experimentation. As a 
result. the principles of management cannot be accepted as absolute truths. They 
are still in a developing stage and evolutionary in nature. Management, at best, 
can be called as a soft science. 

3. i\1a11agement is an inexact science: Management is not an exact science like 
Physics, Chemistry or Biology. It does not offer absolute principles. It can offer 
only flexible guidelines that would be of use in solving problems. Management 
can never be an exact science because business is highly dynamic and business 
conditions change continually. 

4. i\1a11ager vs Scientist: A scientist can afford to wait until all the infonnation 
(about a thing) is avai lable. He can indulge in a series of experiments ti ll the truth 
emerges c learly. However, a manager ca,rnot afford to do tha1. He must take 
decisions based on inadequate infonnation, insufficient knowledge and resources. 
He must make decisions today in order to survive in future. 

5. Scientific management: When Taylor used the tenn 'scientific management', he 
was aware of the fact that experimentation and \·erification of facts is not possible 
in managing human resources. He used the term ·scientific' as an organised body 
of knowledge as opposed to 'traditional rules and empirical· dexterity'. Over the 
years, the traditional hit-or-miss methods have yielded p lace to several systematic 
methods based on p1inciples. No wonder, management is known as a 'sophisti­
cated behavioural science' these days. 

6. Properties of art: Art is the application of knowledge and personal skills to 
achieve results. It is a way of living. Art is based on the knowledge of principles 
offered by science. A surgeon or a physician without the knowledge of medical 
science becomes a witch doctor; with the knowledge of science, he becomes an 
artful surgeon. Art is basically concerned with the application of knowledge, how 
to do things creatively and skilfully. It can be improved through constant practice 
only. 

Example: If a manager bas a problem with an employee's poor work performance, the 
manager will look to specific means of performance improvement, expecting that 
certain principles will work in most situations. He or she may rely on concepts learned 
in business school or through a company training program when determining a course 
of action, perhaps paying less attention to politica I and_ social factors involved in the 
situation. 

1.8.2 Management as an Art 

Management is basically an art as it involves the use of know-how and skills like any 
other art such as music, painting, sculpture, etc. T he practica l knowledge acquired in 
the areas of planning, decision-making and motivation certainly helps managers to 
tackle problems in a better way. The arguments in favour of management as an art run 
thus: 

1. Use of k11owledge: Just as a doctor uses the science of medicine while diagnosing 
and treating the patients, a manager uses the knowledge of management theory 
while performing his managerial functions. He, thus, uses sound knowledge in 
p lace of hit-or-miss methods, with a view to achieve results effectively. 

2 . Creative art: Management is creative like any other art. h combines human and 
non-human resources in a useful way so as to achieve results. It tries to produce 
sweet music by combining the chords in an effective manner. It makes things 
happen by changing the behaviour of human beings . 
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.). Personalised: Like any other art, managernenl is a persona lisccl :1ctivity. Every 
manager has his om1 \\ ay of managing things and people, based on his knowledge 
and experience. There is no one way of doing things. As year~ roll by. managers 
learn the art of managing through a process of trial and error. 

4. Constant practice: Managers learn from mistakes. The applicat ion of managerial 
principles over a period of time enables them to tackle di fficult problems with 
confidence. Jn other words, they develop their skills through con:-tant practice. 
Just as artistic sk ills can be developed through training, so can 111a1iagerial skills. 

Example: A manager who has a problem with an employee's poor \\·orh: pnformance 
is likely to rely on his or her own experiences and judgment when addressing this 
issue. Rather than having a standard response to such a problem, 1his n1anager is likely 
to consider a broad range o f social and polit ical factors, and is likely to take different 
actions depending on the context of the problem. 

1.8.3 Management: Science as well as Art 

Management is thus, an art as well as a science. The art of managemen t is as old as 
civilisation. The science of management is young and deve loping. Both are 
complementary and mutually supportive. Managers need to acqui re the knowledge of 
management principles and pract ice in order lo be successful. They need to sharpen 
this knowledge th.rough constant practice. The theoretical knowledge in management 
must be put to good use in a skilful way, while achieving resul ts . As Drucker has 
pointed out, every organisation has the same resource.s to work with. It is the quality 
of management that spells the difference between success and failu re. Managers need 
to acquire knowledge systemat ically and put the same to good use. using intuition, 
judgement and experience. A successful manager is one who is able to visualise 
problems before they turn into emergencies. The ability to meet the problems head-on 
does not come by chance. It requires sound knowledge and constant practice. 
Managers, therefore, have to frui tfully combine their scientific knowledge with artistic 
skills in order to emerge as the "winners' in a competitive environment. 

1.8.4 Management as a Profession 

A profession requires specialised knowledge and often long intensive academic 
preparation. The essential features of profession are as follows: 

l. Well-defined body of knowledge: Management has a well-defined body of 
knowledge· that is generally valid in a variety of organisations and situations. 
Management literature bas been continually growing. Many too ls and techniques 
have been perfected over the years. Research and consultancy firms aid 
managerial thinking as practised nowadays. They produce a lot of clata, aimed at 
improving managerial decision-making. 

2. Formal education anti training: Acquiring management education through 
training is possible now. A number of management institutes have been set up in 
recent years, to tum out a good crop of managers throughout the globe. The old 
saying that managers are born not made stands discounted and tkpreciated now. 
Business houses also prefer only properly educated and trained managers while 
filling their vaca ncies. 

3. Representative body: As things stand now, there is no organisation or body of 
professionals whose membership is essential to become a manager. There is no 
organisation whose authority is recognised as final. 

Example: In the case of lawyers, it is necessary to become a member of the Bar 
Council of lnd ia. in the case of doctors, it is the Medical Counc ii o rl ndia. 



However, such entry req uirements do not exist in the fi e ld o f management. 
Further, no minimum q ua li fica tion has so far been laid down for managers. There 
is also no licens ing of managers. There are several management associations, 
however, offering training and research support to manageria l work. But no such 
association enjoys the legal sanction to regulate the activi ties of managers 
throughout lndia. 

4. Code of conduct: T here is no universal code of conduct. A lthough, certain trade 
associations and management associations (All India Management Association, 
for example) have fonnulated ethical codes for managers working in particular 
industries, these have not been accepted totally. 

5. Service mono: ln the absence of a regulating body and code of conduct, managers 
often indulge in practices aimed at maximising their persona l wealt h . The service 
motto stands thoroughly neglected. In recent years, however, this view of 
management is progressively changing. To survive in a co mpetitive world, 
management has to reconcile the conflicting interests of the shareholders and 
workers, on the one hand a nd meet the social obligations of business, on the other 
hand. They have to balance these conflicting interests while making profit. 

Example: A doctor earns his living from his medical practice. But he does not treat 
his patients only for the sake of money. He has a concern for the su ffering of others 
and a desire to help the community. Therefore, a profession enjoys high community 
sanction or respect. Similar is the case w ith managers. A manager of a factory is 
responsible not only to its owners, but he is also expected to produce quality goods at 
a reasonable cost and to contribute to the well-being of the community. 

1.9 MANAGERIAL FUNCTIONS 
Managers are known by the work they do, the functions they perform. According to 
the functional approach, originated by Henry Fayol, in every organisation managers 
perfonn certain basic functions in order to achieve results. T hese functions may be 
broadly classified into five categories: planning, organising, directing, staffing and 
controlling. Managers perform these functions within the limits established by the 
external environment and must consider the interests of such diverse groups as 
government, employees, unions, customers, shareholders, competitors and the public. 

1.9.1 Planning 
Planning is the process of making decisions about future. It is the process of 
detennining enterprise objectives and selecting future courses of actions necessary for 
their accomplishment. It is the process of deciding in advance what is to be done, 
when and where it is to be done, how it is to be done and by whom. Planning provides 
direction to enterprise activities. It helps managers cope with change. It enables 
managers to measure progress towards the objectives so that corrective action can be 
taken if progress is not satisfactory. Planning is a fundamen tal function of 
management and a ll other functions of management are influenced by the pla nning 
process. 

Example: Planning in Practice 

The lam1<:h of Persil Tablets., one of the great success stories in product innovation, 
Persil Tablets, took Lever Brothers to leadership of the detergent market. Public 
Relations (PR) was crucial in explaining the concept to consum ers. As part of the 
planning process research was conducted that indicated a need to segment the target 
audience into young mums, empty nesters (older people whose families have grown 
up and flown the nest) and group who were defined as 'bungers' - younger, singJe, 
professionals, particularly maks, who can only be bothered to ' bung' their laundry 
and detergent into the washing machine without measuring it out! As a consequence, 
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18 the PR campaign - and the media choice - was tailored to the specific audience 
segments. That included acti\·ity in men's style magazines like FHM that, until then. 
would not have been an obvious choice for PR communications relating to laundry 
detergent. It was planning that identified this approach. 

J .9.2 Organising 

Organising is concerned with the arrangement of an organisation's resources - people, 
materials, technology and finance in order to achieve enterprise objectives. It involves 
decisions about the division of work, alloca tion of authority and responsibility and the 
coordination of tasks. The function increases in importance as a firm grows. 
Organised effort is essential for success of any enterprise. The process of organising 
consists of dividing activities, assigning duties and delegating authority for effective 
operation and achievement of goals. Bigger the organisation, more complex will be 
the job of organising people and their work as face-to-face communication becomes 
difficult. 

Example: A construction business has to do a great deal of organising to ensure a 
project goes well. The construction manager must organise each of the subcontractors 
and receipt of building materials. Scheduling a carpenter before the framing materials 
arrive is counter-productive and shows a lack of organisation. In a construction 
situation, there is a particular order to the project; this is also true of projects in any 
other work scenario. 

1.9.3 Staffmg 

Staffing is the function of employing suitable persons for the enterprise. It may be 
defined as an activity where people are recruited, selected, trained, developed, 
motivated and compensated for manning various positions. It includes not only the 
movement of individuals into an organisation, but also their movement through 
(promotion, job rotation, transfer) and out (tennination, retirement) of the 
organisation. Staffing involves selection of the right man for the (termination, 
retirement) of the organisation. Staffing involvt:s selection of the righ1 man for the 
right job. 

Example: In a small business unit, like a grocery shop, the owner may not need others 
to help him in ruru1ing the shop, as he may himself be able to look after all the 
activities. But as the business grows in size he may find it difficult to manage all the 
activities alone and may have to find out su itable persons and employ them. It is quite 
possible that you may start your own business and face such a situation and employ 
people to assist you in running the business. Alternatively, you yourself may be a job 
seeker. In both the situations, you may find it useful if you know how employees are 
recruited, selected and trained for the various positions in an organisation. 

1.9.4 Directing 

Leaders matter in all types of organisations. The countries are identified with their 
leaders. 

Example: Gandhi's India, Kennedy's America, Stalin's Russia, etc. 

Business organisations and their products too are identified with their leaders. 

Example: Ford's motors, Tata's steel, B irla's cars, etc. 

The function of guiding and supervising the activities of the subordinates is known as 
directing. According to Dale, direction is te lling people what to do and seeing that 
they do it to the best of their ability. Acquiring physical and human assets and suitably 
placing them on jobs will not suffice: what is more important is that people must be 
directed towards organisational goals. This work involves four important elements i.e., 



leadership. motiYation. communication a nd superYision. You will study these 
elements in later lessons. 

1.9.5 Coordinating 

Coordination refers to hannonious adjustment of the activities of the marketing 
organisation. Modem management provides e mphasis on division of work. Managers 
must coordinate the respective activities of various departments or division and 
therefore, interdivisional communication should be established. It involves 
c oordination among various activities like forecas1ing, product planning, produc t 
development, transportation, warehousing, etc. 

Example: In computer programs, the "incent ives" of a program module are usually 
easy to describe and completely comrolled by a programmer. Jn human systems, on 
the other hand, the motivations, incentives and emotions of people are often extremely 
complex, and understanding them is usually an important part of coordination. 

1.9.6 Controlling 

The objective of controlling is to ensure that actions contribute to goa l 
accomplishment. Jt helps in keeping the organisational activities on the right path and 
aligned with plans and goals. In controlling, performances are observed, measured and 
compared with what had been planned. Jf the measured performance is found wanting, 
the manager must find reasons and take corrective actions. If the perfonnance is not 
found wanting, some planning decisions must be made, altering the original plans. If 
the controlling function is to be effective, it must be preceded by proper planning. 
Thus, controlling includes four things : setting standards of perfonnance, measuring 
actual performance, comparing actual performance against the standard and taking 
corrective actions to ensure goal accomplishment. 

Example: What a pilot does while sitting in the plane and a commander in the 
battlefield, the manager does in his office. He has to ~heck that the things are moving 
in the right direction. 

1.10 LEVELS OF MANAGEMENT 

All managers' positions involve performance of management functions (planning, 
o rganising, directing, staffing and controll_ing). But, there are differences among 
managerial jobs. The differences arise because of the existence of various levels of 
management in a typical organisation. The term ' levels of management' refers to a 
line of demarcation between various managerial positions. Jn a large organisation, 
three levels of management are usually identified: 

1 . Top-level management 

2. Middle-level management 

3. Lower-level management 
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The lunction:; performed by top managers, middle managers and lower-level managers 
are shown in Figure 1.3. 

Top Managers 
• Set objectives 
• Scan environment 
• Plan and make decisions 

Middle Managers 
• Report to top management 
• Oversee first-line managers 
• Develop and implement activities 
• Allocate resources 

First-line Managers 
• Report to middle managers 
• Supervise employees 
• Coocdinate activities 
• Are involved in day-to-day operations 

Source: ht1p://www.web-books.com/eLibrary/NC/BO/B66/049MB66.html 

Figure 1.3: Levels of Management 

1.10.l Top-Jevel Management 

It consists of board of directors, chief executive or managing director. The top 
management is the ultimate source of authority and it manages goa ls and policies for 
an enterprise. It devotes more time on planning and coord inating func tions. The role 
of the top management can be summarised as follows: 

I. Top management Jays down the objectives and broad policies of the enterprise. 

2. It issues necessary instructions for preparation of department budgets, procedures, 
schedules, etc. 

3. It prepares strategic plans and policies for the enterprise. 

4. It appoints the executive for middle level i.e., departmental managers. 

5. It controls and coordinates the activities of all the departments. 

6. It is also responsible for maintaining a contact with the outside world. 

7. It provides guidance and direction. 

8. The top management is also responsible lowards the shareholders for the 
performance of the enterprise. 

1.10.2 Middle-level Management 

The branch managers and departmental managers constitute middle level. They are 
responsible to the top management for the functioning of their department. They 
devote more time to organisational and directional functions . In small organisation, 
there is only one layer of middle level of management but in big enterprises, there 
may be senior and junior middle-level management. 



Their role can be emphasised as follO\\S: 

I. They execute the plans of the organisation in accordance with the policies and 
directives of the top management. 

2. They make plans for the sub-units of the organisation. 

3. They participate in employment and training of lower-level m anagement. 

4. They interpret and explain policies from top-level management to lower level. 

5. They are responsible for coordinating the activities within the division or 
department. 

6. It a lso sends important reports and other impo11ant data to top-level management. 

7. They evalua te performance of junior managers. 

8. They are also responsible for inspiring lower-level managers towards better 
perform a nee. 

1.10.3 Lower-level/First-line Management 

Lower level is also known as supervisory/operative level of management. It consists 
of supervisors, foreman, section officers, superintendent, e tc . According to R.C. 
Davis, "Supervisory management refers to those executives whose work bas to be 
largely with persona l oversight and direction of operative employees". In other words, 
they are concerned with direction and controlling function of management. Their 
activities include: 

I . Assigning of jobs and tasks to various workers. 

2. They guide and instruct workers for day to day activities. 

3. They are responsible for the quality as well as quantity of production. 

4. They are also entrusted with the responsibility of maintaining good relation in the 
organisation. 

5. They communicate workers problems, suggestions, and recommendatory appeals, 
etc., to the higher level and higher level goals and objectives to the workers. 

6. They help to solve the grievances of the workers. 

7. They supervise and guide the sub-ordinates. 

8. They are responsible for providing training to the workers. 

9. They arrange necessary materials, machines, tools, e tc., for getting the things 
done. 

I 0. They prepare periodical reports about the perfol_Tilance of the workers. 

11. They ensure discipline in the enterprise. 

12. They motivate workers. 

I 3. They are the image builders of the enterprise because they are in direct contact 
with the workers. 

Example: A retail chain store such as K-Mart. Let us have a look at the informat ion 
needs of the different levels of management. 

The Sporting Goods department supervisor requires detailed infonnation on the 
current situation. How many of each brand and size of tennis racquet do we have on 
the shelves, how many do we have o ut the back and how many have we on order? 
This person operates at the lower management and operational personnel level. 
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1he l-s<'".<ligo braoch rnana!),cr req11irc. k's~ 1lc1ail~<I and more general ioforma1im1. !'or 
txa:nple. 1i1t: doJ!ar value of each departmcnl's ,nit;,. The rype of questions whicl) need 
10 be '>Upporled at this level incl•Jde how much stock to allocate 10 each deparbnent 
a,1d bow much flc;ior space. '!'his IJ(;rsnu operates a1 the middle manageme11t level. ,-
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Broe ch 

The Viclori~n H~d Office executivt: re<,uires ,:ven less detaiied informaUon, for 
example oYerall branch pe,formanc<:: . Decisions supported. i,tclude whether or not 10 

close a or~nch or open ,1 new brnnch, the continued employmenr of branch managt:r, 
and 1be ~dvisal)ility of new advertising s1ra1egie~. These are top mallage10enr 
<lcdsions .. 

1.11 COJVIPANY MANAGl<:l\1l<:i\1' HIERARCHY 

In any particular cornpany, a manage,ue.n1 hierarchy is very esscuti•l because with the 
help of a well drafted hierarehy of workforce, it 1s being po;sible ID effectively 
e.valuat1; the c,:unpany s1ratcgies, plan the actions 1r, be _taken in order lo reach the 
business goa·ls and. 10 divide the organizalional functions among tire workforce 
effectively. In general, most of the middle scale and the top scale companies are 
compris.;:d of rhree broM levels of hierarcl,y known as tire flrst-line mawgement, 
middle in,anagemenl and the lop managemenr. To «merge 1tS ~ suc~e.sful organi:zqtion, 
tr.en.: shoul<I be a good coordination between all the,aoove levels of manage,oent. 

Cha1rntatt 

Gomp~"Y M•nl18•mo,,t 
Mlonnrhy 

• 

Yi'gure 1.4: ( :omp any Manage.men! Hieranehy 

• Tnp Mu11a11e11,em: Also called as 1he 'el!.C~llliv1; lever, llre top man~getnent 
guides the overall functions of a business. The l<>p management ,ncludes positions 
such as Chairu1~r1. Vice-Pre~ident, lloard of Di;·ec\ors and Chief Executive 
Officer. 



❖ Chairman: A Chainnan !S the highest rank holder in a company. A Chairman 
acts as a representati,·e of the company to the outside world. 

❖ Vice-President: The responsibilities ofa Vice-President vary as per the size o r 
the organization and the specific area of expertise of the professional. 
Generally, they account for organizing the meeting of the board members and 
develop reports on the accomplishments of the business organization. 

❖ Board ~( Directors: The Board of Directors is a group of stakeholders and 
they are the main decision makers of the organization. They choose the Chief 
Executive Officer. They a lso review the various on-going activ ities or the 
company at regular intervals of time. 

❖ Chief faecutil'e Officer A Chief Executive Officer (CEO) undertakes the 
most imponant activities of the organization. In some mid-range companies, 
the Chief Executive Officer is the highest position. The CEO reports to the 
board of directors regarding the various functions of the organization. 

• Middle Management: 

❖ General Manager: A General Manager is the top tier officer of the middle 
management of the company management hierarchy. A Genera l Manager 
undertakes job functions relating to different areas such as, sales and 
marketing, client relations, operation management, financial management and 
team management, etc. 

❖ Regional Manager: The. regional manager is responsible for managing the 
business of a particular fegion. The manager develops detailed sales plans and 
strategies, develops promotional strategies for the products and reports to the 
general manager. 

• First-line Management: 

❖ Supervisor: A superv isor is at the highest rank of a first-line management. 
They act as a communicator between the first- line employees and the middle 
management of the company management hierarchy. They supervise all the 
essential aspects of a project. 

••• Office Manager: Office managers coordinate the various operations perfor­
med by the employees of the corporation. They also undertake the payrol I 
duties of the company. 

❖ Team Leader: A team leader is responsible for the successful coordination 
between the employees. Team leaders play a very vital role because they are 
associated with the grass root level of the organization. 

1.12 MANAGEMENT SKILLS 

There are several defining characteristics of management skills that differentiate them 
from other kinds of managerial characteristics and practices. 

First, management skills are behavioural. They are not personality attributes or 
stylistic tendencies. Management skills consist of identifiable sets of actions that 
individuals perfonn and that lead to certain outcomes. Skills can be observed by 
others, unlike attributes that are purely mental or are embedded in persona lity. 
Whereas people with different styles and personalities may apply the skills different ly, 
there are, nevertheless, a core set of observable attributes in effective skill 
performance that are common across a range of individual differences. 

Second, management skills are controllable. The performance of these behaviours is 
under the control of the individual. Unlike organizational practices such as 
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··selec ti, ely hiring,"· or cognitive activities like '"transcending fear,'' can be 
conscio usly demonstrated, practised, impro ved. or restrained by individuals 
themselves . Skills may certainly engage other peo ple and require cognitive work, but 
they are behaviours that people can control themse lves. 

Third, m a nagement skil ls are developable. Performance can improve. Unlike IQ or 
certain personality or temperament attributes that remain relatively constant 
througho ut life, individuals can improve their competency in skill performance 
thro ugh practice and feedback. Individuals can progress from less competence to more 
co m petence in management skills. 

Fourth, m a nagement skills are interrelated and o verlapping. It is difficult to 
demonstrate just one ski.II in isolation from others. Skills are not simplistic, repetitive 
behaviours. but they are integrated sets of comple x responses. Effective managers, in 
particular. must rely on combinations of skills to achieve desired results. For example, 
in order to effectively motivate others, skills such as supporiive communication, 
influence, empowerment, and self-awareness may be required. Effective managers, in 
other words, develop a constellation of skills that overlap and support one another and 
that allow flexibility in managing diverse situations 

Fifth, management skills are sometimes contradictory or paradoxical. For example, the 
core management skills are neither all soft nor humanistic in orientation nor all hard 
driving and directive. They are oriented neither towards teamwork and interpersonal 
relations exclusively nor towards individual ism and technical entrepreneurship 
exclusively. A variety of skills are typical of the most effective managers, and some of 
them appear incompatible. 

1.12.1 Managerial Responsibilities 

An "effective" manager takes responsibility for ensuring that each individual within 
his department succeeds and that the team or business unit achieves results. Successful 
managers require both talent and skill. Effective m anagement skills can be developed 
through training, mentoring and experience. But if a IT'-'l!1ager is void of natural talent, 
then the odds that he will be successful diminish significant. 

The most productive companies are typically more proactive than their peers when it 
comes to identifying and developing effective managers. The six most common 
managerial success traits include communication, leadership, adap'tability, 
relat ionships, development of others and personal development. These are discussed 
below: 

• Teach Communicati.on Skills: A manager wi1h good communication skills is able 
to instruct as well as he listens. Managers who can communicate effectively can 
process information, and then rela1e it back to their teams c learly. Effective 
managers should be able to understand, decipher and relate the organisation's 
vision back to their employees in order 10 maintain productivity. 

• Expand Leadership skills: Leadership is a crucial attribute that many managers 
Jack despite their job title. It is common practice for companies to promote 
employees with the best results, bu1 sometimes the best salesman doesn't make 
the best manager. True leaders are able to instil l trust, provide direction, and 
delegate responsibility amongst team members. 

• Encourage Adaptability: Adaptability also contributes to a manager's effective­
ness. Wben a manager is able to adjust quickly to unexpected circumstances, he is 
able to lead his team to adjust as well. Adaptabi lity also means that a manager can 
think creatively and find new solutions to old problems. 

• Foster Interpersonal skills: Effective managers should strive to build personal 
relationships with their teams. Employees are more likely to exceed expectations 



\\·hen they trust their manager. \\'hen manag~r establish a relationship with the 
employees. it builds trust and employees feel va lucc.l. Valued employees are more 
willing to get the job done right. 

The best managers know when their employees need more development, and how 
to ensure those developments successful. Developing others involve cultivating 
each individual's talents, and motivating those individuals to channel those talents 
to productivity. 

• Promote personal growth: Finally, an effective m.inager is aware of their own 
personal development. In order to successfully develop and lead others, managers 
must seek improvement in themselves. A manager who is willing to learn more 
and use their natural talents to the best of their ability wi ll be able to encourage the 
same behaviour in employees. 

• Effective management skills are comprised of several key components and are not 
easily achieved. Organizations need to recognize the traits associated with 
successful management, and then promote employees based on those traits. The 
highest achieving employees do not a lways make the best managers, but 
employees that naturally exude the attributes desired by managers are sure to be 
effective and successful in management roles. 

1.13 SOCIAL RESPONSIBILITY 

Social responsibility is defined as lhe obligation and commitment of managers to take 
steps for protecting and improving society's welfare along with protecting their own 
interest. The managers must . have social responsibility because of the following 
reasons: 

1.13.1 Arguments for and against Corporate Social Responsibility 

Corporate Social Responsibility, also referred to as CSR, can be described as 
embracing responsibility for a company's actions and encouraging a positive impact 
through its activities on the environment, consumers, employees, communities and 
o ther stakeholders. 

Corporate social responsibility is a business concern for the welfare of society. This 
concern is displayed by managers who take into consideration the long-term interests 
of the company and the company's relationship with the society it operates in. A new 
theory in social responsibility is sustainability. Sustainability is the concept implies 
that companies are socially responsible and have to outperform their peers or 
competitors by concentrating on society's problems and deeming them as 
opportunities for profit building and aiding the world at the same time. Sustainability 
a lso includes the notion that companies cannot thrive for very long in a world where 
bi llions of people are suffering and desperately poor. Therefore, it is in a company's 
best interest to find ways to solve society's problems. Along with this theory, is the 
belief that only businesses have access to the talent, creativity, executive ability, and 
capital to actually make a difference. 

Today, few people argue that corporate social responsibility is important. lnstead, 
people debate about the degree and forms of social responsibility that businesses 
should engage in. 

Arguments against Corporate Social Responsibility 

Skeptics often claim that businesses should focus on profits and leave social and 
environmental issues to the government Of non-profit organizations to deal with. 
Milton Friedman claimed that free markets rather than companies should decide what 
is best for the world. He believes that Adam Smith's '"invisible hand" will do all the 
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work to make everything better. Another argument is that companies are mezmt to 
create products or provide services rather than handle welfare activities. They do not 
have the expertise and knowledge necessary for handling social pro blerns. Also. if 
managers are concentrating on social responsibilities they are not performing their 
primary duties for the company at full capacity. Finally, being socially responsible 
could be damaging a company in the global marketplace. Cleaning up the 
environment, ensuring product safety, and donating money or time for welfa re issues 
raise company costs. l n the end. this cost will be passed on to the consumer through 
the final prices of the product or service. While some customers may be willing to pay 
more for a product from a company that is socially responsible other cust0mers might 
not be. This can place a company at an economic disadvantage. 

Arguments for Social Responsibility 

The simplest argument for social responsibility is that it is the right thing to do. Some 
of society's problems have been created by corporations such as pollution and 
poverty-level wages. It is the ethical responsibility of business to correct these wrongs. 
Another point is that businesses have many of the resources needed for solving 
society's problems and they should use them to do so. Another reason for companies 
to be socially responsible is that if businesses are not, then the government wi ll create 
new regulations and establish fines against corporations. This has especially been the 
case for the pollution issue. If business police follows self-discipl ined practices it can 
avoid government intervention. Finally, social responsibility can be profitable. It is 
possible for companies to prosper and build shareholder value by working to solve 
social problems. It can be a great way for a company to build positive public relations 
and attract top talent in the industry. · 

1.13.2 Corporate Social Responsibility: The Case Study of Spectrum 

Human Rights 

Spectrum has an organisational culture wirich is committed to supporting 
internationally recognized human rights, including the United Nations 
Declaration of Human Rights. We seek to respect the human rights of our 
employees in all areas, including non-discrimination o f any kind, the 
prohibition of enforced labour and child labour and the freedom of association. 
Spectrum makes every effort to be fully aware of human rights issues and 
through our actions seek to uphold human rights and foster equa lity and respect 
for all. 

Employees Rights 

It is Spectrum's policy to treat all employees and job applications with the same 
level of professionalism regardless of their sex, sexual orientation, age, race, 
ethnic origin, colour, nationality, disabil ity or marital status. Furthermore, the 
company believes that no employee should be prejudiced in any aspect of their 
employment or career development. The company will take appropriate 
measures for any instances of non-compliance with this policy. 

Environment 

The Group's activities involving the collection of seismic data mean that there 
is a level of interaction with the external environment. Spectrum is continually 
working on its operational procedures in order to minimize the environmental 
and social impact on the people, communities and the surroundings in which we 
operate. 

Comd ... 



Social Conditions 

Spectrum is committed 10 respecting the communities in which we operate by 
becoming fam iliar with and showing consideration to local cultures. customs 
and values. We seek 10 s upport local society by recruiting from the resident 
work force whereve r possible, and aim to act as a positive infiuence within 
these communities. Spectrum endeavours 10 ensure that security serv ices are 
only used where deeme d necessary and that lhe provision of security is in 
accordance with inte rna l ion a l standards of best practice and the l,l\\ s of the 
countries in which ,,·e operate. We act with fairness in our business prat:tices 
and do not use our dea lings \\'ith political organisations or our business partners 
to secure an unfair advantage over others. 

A11ti-corr11ptio11 

Spectrum has developed a Code of Conduct and an Anti-corruption Po licy. The 
Spectrum Code of Conduct describes the requirements in te rms o f" business 
ethics and conduct applying to Spectrum's business activities. Spectrum is 
commiued to comply with all legal and ethical requirements of the industry. 

Spectnim will act i,·ely combat bribery and corruption and we shal l act 
professionally, fairly and w ith integrity in all our business dealings and 
relationships wherever we operate. 

Our Code of Conduct and Anti-corruption policy are approved by the Board of 
Directors and are applicable to the Board members, all emp loyees and board 
members in all subs idiaries. 

1.13.3 Social Responsiveness 

Social responsiveness means the ability of a corporation to relate its operations and 
policies to the social environment in ways that are mutually beneficial to the company 
and to the society. Corporate social responsiveness refers to how business 
organizations and their agen ts actively interact with and manage their environments. 
In contrast, corporate social responsibility accentuates the mora l obligations that 
business has to society. Responsiveness and responsibility can be viewed as a balance 
in that responsiveness can be shaped or triggered by public expectations of business 
responsibilities. Generally speaking, these responsibilities implied by the term of the 
social contract, which legitimises business as an institution with the expectation that it 
provides a service whilst adhering to society's laws and ethical norms. From this 
perspective, businesses are in a dynamic relationship with soc iety of which 
responsiveness is a key aspect. 

More broadly, there is the issue of why business should bother. After all, as 
neoclassical economists have long argued, business owes abstractions such as 
"society", shareholders are the owners of business and it is the o rganization's 
obligation to do everything legal and legitimate to advance sha reholder value, not 
waste it on well-meaning but irrelevant CSR projects. On the other hand, the 
s takeholder model of the firm would insist that shareholders are only one set of 
stakeholders and that there are p lenty of other significant stakeholders, including 
customers; non-governmental organisations (NGOs); and communities more 
generally; as well as activis t groups claiming to articulate the interests of the 
envirorunent and climate change and other silent stakeholders. If businesses serve only 
shareholder value interests in the short term and do so in such a way that jeopardises 
other stakeholder interests, this can have an adverse impact on the b usiness by 
attacking its legitimacy or reputation. It may well be that in standard bus iness practice 
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1hat the primary responsibility of companies is to create wealth for their shareholders. 
The emergence of CSR and activists associated with it however adds another 
dimension, in order for companies to do well financially; they must also be good, 
e thically, by acting virtuously. 

1.1 3.4 Planning for Social Issues 

Planning and procedures play a crucia l role in embedding sustainability into the day to 
day operations of your business. Ach iev ing the goals and strategies set by sen ior 
management will rely, in part. on setting up the right work systems and clear 
procedures. Providing information, trnining or mentoring will ensure that a l l 
e mployees understand what is expec ted of them. Another crucial factor is making sure 
that the procedures are applied consistently. This requires commitment from 
e mployees to apply the procedures and from management to allocate the time and 
equipment needed. 

G a ining the input of staff is essentia l. They are likely to have good ideas about how to 
reduce waste and increase efficiency. They are also more likely to follow procedures 
consistently when they have had a hand in designing them and really understand them. 

l.13.5 Managerial and Business Ethics 

Managerial ethics is a set of principles and rules dictated by upper management that 
define what is right and wrong in an organization. It is the guideline that helps direct a 
lower manager's decisions in the scope of his or her job when a conflict of values is 
presented. 

Ethics are a set of moral standards that are relied upon to reach conclusions and make 
decisions. 1n a business environment, ethics are a key factor in responsible decision 
making. Maintaining a high ethica l standpoint when operating your business can 
provide benefits to both the internal and external s takeholders of your business. 

Your personal set of ethics is developed as you grow up and are influenced by the 
people and environment around you. Some ethical viewpoints are considered universal 
and apply to people around the world, whereas others are of a personal nature and may 
only apply to you. Your ethical viewpoints continue to evolve and change over time as 
you interact with different people and are exposed to different situations and 
environments. 

The business case for ethics is based on the positive benefits that it can provide your 
business. The reasons behind maintaining high ethical standards include: 

• Improved employee and organisational morale 

• Increased ability to attract new customers 

• Improved customer loyalty 

• Reduced risk of negative exposure and public backlash caused by poor ethics 

• A !traction of new stakeholders 

• Making a positive impact on the community 

Business ethics are important for managing a sustainable business mainly because of 
the serious consequences that can result from decisions made with a lack of regard to 
ethics. Even if you believe that good business ethics don't contribute to profit levels, 
you should be able to recognise that poor ethics can have a detrimental effect on your 
bottom line in the long tenn. 

Poor ethical standards can result in business managers making misinformed, 
misguided or bad decisions. The future effects of their actions could be significant and 



\\'1<ie reaching. particularl~ if th,~y li~uS<i in_illCy or financrnl loss to titlrer 1,eoplc or 
bttsine,ses. Poor elhics are che j)3sis of many le.gal cases w.her~ people seek 
compeusarion for the los= they have suffered ,as a direct or indfrec.1 resuli pf the 
de,>isions of business poople nol follt>wing basic ethical itandards. 

,ln a sustainable business, employees al every level should be comt11fned 10 tJ1e ethical 
standards of the business /1.S a business manager, iL is iml)ortant !hat ;•ou are ahle to 
clearly defilre ai1d conununicate to your c:mployees what factors and ethical-,;taotlard.s 
you ex pet! I hem to adhere'" ~nd whsr 1he con~eguet\CCS are for failing I'! meet those 
expe.ctations. 

{\ <:ode 9f conuhct is import;mt for managers i,n every- .ind!,i,try, as a wori<lorce c_au ' t 
move forward without imegri1y f191n its leaders, 1'),e pest m~nagers pla~t ,, high ,value 
nn foirness and ethics, as welt as their ow11 perforu14oce. Not -only do managers who 
Greare •heir own code ofcnnduct henefi\ their worl<ers, bul (hey alsu oilen benefit the 
entire company's public image. 

L 13.6 Code of Ethics 

A 'Company's ethics wnJ detennine i1s reputation . Go0d business etl11cs are es~~ntic~l 
for the long-term succe:1s of an 01ganizatil>n. Implementing an ethical program will 
foster a successful compa11y culture and increase profitability, Developing II Business 
F.tllics program takes ti'me. and ,effort, but doi"ng so will tlo mote ·thau lmproviug 
business, ft wlTI change lives. --

A coml)<lny's ethics will have an influence on all level~ of husiness. It will influcnc-1.: 
all who imt.nct with Ilic- company including cuslomm, employe.es, suppfier;, 
competitors, etc . All of these grours ;wjJI bave an effect 011_ the way a company's ethi<Js 
are developed. J:t is a two-way street; the influence goes bo.lh way~, whic!\ makes 
.undcrsta nding ethics :a very impurtant J)l'lrt of doilll! bilSiness today. Ethics is very 
i'n1portanl, a; news_ can RO\V spread faster and farther than ever before. 

l.14 UNIVERSALITY OF MANAGEMENT 

The universality of m~agemcnt is an important co111,-epl lo consider in modern 
filanage,men1 thought. When describing management as ~versa! , we refer to. th0 
wides·pl'ead practice of manag~ment in all .types of orgaoiz,afions. As notl:d before, o{le 
c,mno( bring a group of J>CQple1ogethe1, regardless of rhe riature of the endtJ,•our, and 
eKpeCt 'them 10 accomplish objectives unless their efforts are coordinated. Among 
other things, plans must be-ouUlned, task identifictl, aulbority relation~hip specified. 
lines of communication cti:,b!ished and leaderi;h!p exercised. Management, thet~ore, 
,s req_uired,before any organi1.a)io.1i can e,pect to be effective. 

Although ma,ragemenl is universal, we should no! 1.1ss11me lh~t all managers art' !ht: 
same; if, for no other reason, differeiices exis t because no two individuals are alike. 
HQwever, 9JI managei, perform l>toad groups. of duties that are similar, These groups 
of duties are the fonclions of planning, organizing. act1111ting and controlling. 
Althou!:fi the responsibili1ies a$Sllci'ated with pe.1:formiog the fu11ctio11~ vary amonp, 
levels of authotity, mat1agers at all rnatel'ial resoun;es. Sinc.c the- management 
fi111dions must. be petformccl to some degree f n order to achie.ve-desired goals, wt. e~n 
:,.~y ilianhere is, indeed, a u11iversality of management, 

The universal Jlatu1e of management also implies \hill managerial skills aro 
transferable from one type of urgani:cation to anoihe;. lfibls is lhe case, a manager 
-should expwt to experiei1,e rew pro1>1en1s in moving from one imlusti;· to another. 
from the military tO business, frpm business to go-.-□t, from edu9a1io11 lo 
butin~:is. or from 0I1e depert1ijen1 to aJ1c,U\eY witbio the s;Jmc orgl!lli2at~n. 'fherc arc: 
cerJaiply persons wl)_c,. h;ive tx,'.:,11 s!!Cces,J'ul in m&ki11g sllc:h ntoves. Other. oowev~r. 
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have failed. For example, Laurence · J. Peter cites numerous cases that show 
promotions in an organization often accomplish little beyond pointing out the 
incompetency of those persons who have been promoted. 

Although proven perfonnance in one management position is no guarantee of success 
in another, various issues should still be explored. First, managerial success depends 
on how well managers do their jobs - that is, how well they perform the management 
functions in meeting their responsibilities. Remember that manager is not a narrow 
technical specialist. hut a person who must plan, organize, actuate nnd control. Again, 
this does not overlook the need for tecluiical information in the decision-making 
process. Technological, social. political and economic factors must be considered in 
most deci sions. At the same time, managers must recognize the importance of 
balancing the needs and goals various organizational members. This, in tum, requires 
an ability to understand the overall nature of an organization's operations. 

A second factor to consider concerns to need for flexibility when adjusting to a new 
organizational envi ronment. All organizations have unique differences. Thus, for 
managers to be successful in moving from one organization to another, they must be 
capable of adapting to change. In addition, initiative, motivation to achieve, and the 
courage to accept and overcome setbacks are important persona l characteristics. When 
moving from large to smaller organizations, these latter characteristics appear to be 
especial ly critical. Perhaps this is due to the fact that smaller organizations do not have 
the technical specialists and staff support groups found in their large counterparts. In 
any event, career movements from small organizations to larger ones seem to present 
fewer problems. 

1.15 MANAGEMENT BY OBJECTIVES 

Management by Objectives (MBO) is a personnel management technique where 
managers and employees work together to set, record and monitor goals for a specific 
period of time. Organizational goals and planning flow top-down through the 
organization and are translated into i;iersonal goals for organizational members. The 
technique was first championed by management expert Peter Drucker and became 
commonly used in the 1960s. 

Key Concepts 

The core concept of MBO is planning, which means that an organization and its 
members are not merely reacting to events and problems but are instead being 
proactive. MBO requires that employees set measurable personal goals based upon the 
organizational goals. For example, a goal for a civil engineer may be to complete the 
infrastructure of a housing division within .the next twelve months. The personal goal 
aligns with the organizational goal of completing the subdivision. 

MBO is a supervised and managed activity so that all of the individual goals can be 
coordinated to work towards the overall organizational goa l. You can think of an 
individua l, personal goal as one piece of a puzzle that must fit together with all of the 
other pieces to form the complete puzzle: the organizational goal. Goals are set down 
in writing annually and are continually monitored by managers to check progress. 
Rewards are based upon goal achievement. 

Advantages 

MBO has some distinct advantages. It provides a means to identify and plan for 
ach-ievement of goals. If you don't know what your goals are, you will not be able to 
achieve them. P lanning permits proactive behaviour and a disciplined approach to 
goal achievement. It also allows you to prepare for contingencies and roadblocks that 



may hinder the plan. Goals are measurable so that they can be assessed and adjusted 
easily. Organizations can also gain more efficiency, save resources, and increase 
organizationa l morale if goals are properly set, managed and achieved. 

MBO Offers Nn Disadva11tages 

Application or MBO takes concerted effort. You cannot rely upon a thoughtless, 
mechanical approach. and you should note that some tasks are so simple that setting 
goals makes lit1le sense and becomes more of silly, annual ritu.:tl. For example, if your 
job is snapping t\\"O pieces of a product together o n ,111 assembly line, setting 
individua l goals for your work isn't really necessary. 

Rodney Brim, a CEO and critic of the MBO technique, has identified four other 
weaknesses. There is often a focus on mere goal setting rather than developing a plan 
that can be implemented. The organization often fails to take into account 
environmental fac tors that hinder goal achievement, such as lack of resources ·or 
management support. Organizations may also fail to monito r for changes, which may 
require modification of goals or even make them irrelevant. Finally, there is the issue 
of plain human neglect - failing to follow through on the goal. 

1.15.I Management by Exception (MBE) 

Management by exception is the practice of examining the financial and operntional 
results of a business, and only bringing issues to the attention of management if results 
represent substantia l differences from the budgeted or expected amount. For example, 
the company controller may be required to notify management of those expenses that 
are the greater of~ l 0,000 or 20% higher than expected. 

The purpose of the management by exception concept is to only bother management 
with the most important variances from the planned direction or results of the 
business. Managers will presumably spend more time attending to and correcting 
these larger variances. 

The concept can be fine-tuned, so that smaller variances are brought to the attention of 
lower-level managers, while a massive variance is reported straight to senior 
management. 

Advantages of iWa11ageme11t by £.y;ception 

There are several valid reasons for using this technique. They are: 

• It reduces the amount of financial and operational results that management must 
review, which a more efficient use of their time is. 

• The report writer linked to the accounting system can be set to automatically print 
reports at s tated intervals that contain the predetermined exception levels, which is 
a minimally-invasive reporting approach. 

• This method allows employees to follow their own approaches to achieve the 
results mandated in the company's budget. Management will only step in if 
exception condit~ons exist. 

• The company's auditors will make inquiries about farge exceptions as part of their 
annual audit activities, so management should investigate these issues in advance 
of the audit. 

Disadvantages of 1vfanagement by Exception 

There are several issues with the management by exception concept, which are: 

• This concept is based on the existence of a budget agc1inst which actual results are 
compared. If the budget was not well fonnulated, there may be a large number of 
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variances, many of which arc irrelevant, and which will waste the time of anyone 
investigating them. 

• The concept requires the use of financial analysts who prepare variance 
summaries and present this informat ion to management. Thus, an extra layer of 
corporate overhead is required to make the concept function properly . A lso. an 
incompetent analyst might not recognize a potentially serious issue, and w i 11 not 
bring it to the attention o r management. 

• This concept is based on the command-and-control system, where conditions are 
monitored and decisions m~de by a central group of senior managers. You could 
instead have a decentralized o rgnni zational structure, where local managers could 
monitor conditions on a daily basis, and so would not need an exception reporting 
system. 

The concept assumes that only managers, can correct variances. If a business were 
instead structured so that front line employees could deal with most variances as soon 
as they arise, there would be little need for management by exception. 

Check Your Pro0 ress 

Fill in the blanks: 

I. Management is _ _ _ _ like any other art. 

2. Management and administration are at times utilised in an 
_ ____ manner; nevertheless, they are two distinct levels of the 
organisation. 

3. ____ takes care of the requirements of the organisation at various 
parts in the enterprise. 

4. Management minimises _______ disputes and contributes to sound 
industrial relations in an undertaking. 

1.16 LET US SUM UP 

• Management is the act or function of putting into practice the policies and plans 
decided upon by the administration. 

• To achieve goals, managers put the scarce organisational resources - physical, 
financial, material and human - to best use. Managerial effort is always 
goal-oriented. 

• Without management, an organisation is merely a collection of men, machines, 
money and material. 

• There has been a controversy over the meaning of the tenns 'management' and 
'administration'. 

• Administration makes the important decisions of an enterprise in its ent irety, 
whereas management makes the decisions within the confines of the framework, 
which is set up by the administration. 

• Administrators are mainly found in government, military, religious and 
educational organisations. Management, on the other hand, is used by business 
enterprises. 

• Managers fru itfully combine their scientific knowledge with artistic skills in order 
to emerge as the "winners'· in a competitive environment. Thus management 1s 
considered as both science and an art. 



• ~anagers _just do11·1 go ou1 and haphazardly perform their responsibili1ies. Good 
managers discover how to master the basic functions: planning. organising, 
staffing, direc1ing, coordinating a nd controlling. 

• The term 'levels of management" refers to a line of demarcation befwcen various 
managerial positions. There arc rhrce levels of management i.e., 1op level, middle 
level and lower level of management 

1.17 LESSON END ACTIVITY 

If managerial work is characterized by variety and fragmentation, how do managers 
perform basic management functions, s uch as planning which would seem to require 
reflection and analysis".> 

1.18 KEYWORDS 

Administration: It refers to the determination of major aims and policies. 

Administrator: An administrator is one who makes policies for the company. His job 
is more of thinking. 

Communication: Communica tion is the transfer of information and understanding 
from one person to another. 

Goal: An observable and measurable end result having one or more objectives to be 
achieved within a more or less fixed timeframe. 

Leadership: Leadership is the process of influencing the actions of a person or a 
group to attain desired objectives. 

Manageme11t: lt is concerned with the carrying out the operations des ig ned to 
accomplish the aims. 

Motivatum: It is the process of stimulating people to take desired courses of action . . 
Pla1111i11g: Tt is the process of setting goals, developing slrategies, -and ou1l1ning tasks 
and schedules to accomplish the goa'ls. 

1.19 QUESTIONS FOR DISCUSSION 

l. Defioe management and outline its essentia l characteristics. 

2. Distinguish between management and administration. 

3. There are various meanings of management which depend on the purpose and 
context. Elucidate. 

4. What is the difference between a manager and a scientist? 

5. Compare and contrast the use of knowledge by a doctor and a manager. 

6. Do you think that planning provides direction to enterprise activities? 

7. What do you understand by organ is ing? 

8. "Management is gettjng things done through people". Discuss. 

9. Describe how managerial jobs differ according 10 hierarchical level. 

10. Why management is regarded as profession? Give your opinion. 
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Check Your Progress: Model Answer 

l. Creative 

2. Interchangeable 

3. Staffing 

4. lndustrial 
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2.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able lo: 

• Discuss classical management theories 

• Explain neo-classical theories 

• Describe the various approaches to management 

• Discuss contribution of selected management thinkers 

• Describe contemporary management practices 

• Discuss the problems and conflicts in management theories 

2.1 INTRODUCTION 

In the previous lesson, you have studied about meaning and definition of management, 
need and scope of management, characteristics and importance of management. 
Further you have also st udied about the concept of management versus administration, 
management as science or art or profession, managerial functions and different levels 
of management. 

Now, the purpose of studying various schools of management thought wil I enable you 
to recognise and apprec iate how developments in the field of management could 
contribute to current practices. An examination of these past and present approaches 
can help to discover the strengths and weaknesses of current managerial practices and 
fina lly enable you, as a potential manager of an information centre, to choose 
appropriate management styles. During the brief history of management as a 
discipline a number of more or less separate schools of management thought have 
emerged, some broad, some narrow in scope, and some quite specialised. Each sees 
management from its own v iewpoint; none is comprehensive. These viewpoints can 
provide several perspectives. 

Thus, in this lesson, you will study about theories in management, various approaches 
to management and contribution of selected management tbinkers. Further you w ill 
also study about contemporary management practices and problems and conflicts in 
management theories. 

2.2 CLASSICAL THEORY 

The tenn 'classical' means something traditionally accepted or long-established. Jt 
does not mean that classical views are static and time bound that must be dispensed 
with. Some of the elements of c lassical theory are still with us, in one form o r another: 

• Bureaucratic Structure: Trad itional theory prescribed that organisation be built 
around the work to be done. For maximum efficiency, this theory specified that 
the work must be logically divided into simple, routine and repetitive ta sks. These 
tasks should then be grouped according to similar work characteristics and 
arranged in the form of departments headed by an executive who has a limited 
number of subordinates reporting directly to him. Also, command should flow 
from only one individual; everyone should have one and only one boss. Work 
mus t be assigned to individuals based on job demands and the individual 's ability 
to do the job. The organisation has 'complex mechanisms, rules, regulations and 
procedures. Human action within this framework is explained mechanistically, by 
the obligations of position in the hierarchy'. The threads of control are held by 
common superiors, working at the top of the hierarchy. 



Behaviour is regulated by directives, rules and regulations which specify the exact 
manner in which the d uties are to be perfon11ed. The whole structure takes the 
shape of a pyramid. As the organisation grows and develops, operations grow in 
size; communication becomes complex; more policies, procedures and further 
formalisation is demanded; there would be constant pressures for greater 
departmentation: more staff may be needed to coordinate activities - it would 
inevitably acquire a bureaucratic, pyramidal structure, as shown below: 

Top Management 

Middle Management 

Supervisory 
Management .__ _____________ ___. 

Elements 
• The Hierarchy 
• Specialisation and 

Division of Labour 
• The Scalar Principle 
• Unity of C(?mmand 
• Departmentalisation 
• Span of Control 
• Parity of Authority 

and Responsibility 
• Centralisation vs 

Decentralisation 
• Line and Staff 

Relationship 

Figure 2.1: Pyramid Structure and Elements of Classical Theory 

• Inter-related Functions: Management consists of several inter-related and inter­
dependent functions (planning, organising, staffing, directing and controlling) . 
which are exercised in a sequential fonn. This is repeated over and over again to 
bring order out of chaos. 

• Guiding Principles: In order to crystallise the eve1-increasing knowledge and 
thinking in the field, classical writers have developed certain principles (to aid 
executive thinking and action) based on practical experience. 

• Reward-punishment Nexus: "Follow the rules, obey the orders, show the results 
and get the rewards". More or less, classical theory emphasised the above 
philosophy. If you lag behind in the race, you will become a second-class citizen 
and not entitled to receive extra benefits. Great emphasis was put on efficient use 
of resources while producing results. 

Surprisingly, the classical theory developed in three streams: Bureaucracy (Weber), 
Administrative Theory (Fayol) and Scientific Management (Taylor). Let us examine 
the classical theory more closely. 

2.2.1 Bureaucracy 

Max Weber (1864-1920) introduced most of the concepts on bureaucratic 
organisations. The word bureaucracy implies an organisation characterised by rules, 
procedures, impersonal relations, and elaborate and fairly rigid hierarchy of authority­
responsibility relationships. In simple terms, it implies the proposition that the 
organisation has a structure. People work within their boundaries. The work is 
processed with the help of rules and regulations. People follow these rules while 
processing work. Persons with proper qualifications are selected so that the work is 
done efficiently. 
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Elements of Bureaucracy 

Weber has provided a number of features of bureaucratic structure. These are given 
be low: 

• Hierarchy: Hierarchy is a way of ranking various positions in descending order 
from top to bottom of an organisation. In a bureaucratic structure, each lower 
office is under the supervision and control of bigher one. Ultimately, no office is 
left uncontrolled in the organisation. 

• Division of Work: The total work is divided into specialised jobs. Each person ·s 
job is broken down into simple, routine a nd well-defined tasks. Each employee 
knows his boundaries. By doing the same type of work a number of times. he 
becomes an expert in course of time. 

• Rules, Reg,dations aud Procedures: The behaviour of employees is regulated 
through a set of rules. ihe emphasis is on consistency. Employees are expected to 
follow these rules strictly. They have to be applied in an impersonal, objective 
manner. 

• Records: Proper records have lo be kept for everything. Files have to be 
maintained to record the decisions and activities of the organisation on a day-to­
day basis for future use. 

'°' impersonal Relationships: Everything should proceed according to rules. There is 
no room for personal involvement, emotions and sentiments. If an employee 
comes late, whether he is a manager or a peon, the rule must be same for all. The 
decisions must be governed by rational considerations rather than personal factors. 

• Administrative Class: Bureaucracies generally, have administrative class 
responsible for coordinating the work. Known as bureaucrats, these officials are 
selected on the basis of their competence and skills. They are selected according 
to merit, receive special training for their posts, and enjoy corporate tenure. They 
are paid salary, which increases according to age and experience, and receive a 
pension when they retire. Promotion is based on seniority and achievement, 
decided by judgement of superiors. 

Bureaucrats are experts in wasting time, money and energy and are called 'hopeless 
company men'. Despite these negative pronouncements, bureaucracy remains an 
essential feature of modem civilisation. Business organisations, schools, government 
and other organisations, largely based on bureaucratic concepts. 

Many of the problems of bureaucracies could be avoided, if the individual needs and 
characteristics of every organisational member are remembered and considered in 
mak ing managerial decisions. 

2.2.2 Scientific Management - Taylor: The Father of Scientific 
Management 

Scientific management arose, in part, from the need to increase productivity. In the 
United States, especially, skilled labour was in short-supply at the beginning of 
twentieth century. To expand productivity, it is necessary to increase the efficiency of 
workers. Could some portions of the work be eliminated or some parts of the 
o perations combined? Could the sequence of these tasks be improved? Was there 'one 
best way' of doing a job? In his pursuit of answers to such questions, Frederick W. 
Taylor slowly built the body of principles that constitute the essence of Scientific 
Management ( 1890-J 930). Taylor did most of his work at the Midvale and Bethlehem 
Steel Companies in Pennsylvania. His early years at Midvale were particularly 
disgusting. He was constantly appalled at the inefficiency of workers. Employees used 



, a~tly difforent 1echniques !Odo the same joh. Tlrey were prone to 'laking it easy· on 
thi: Job. Taylor firml y believed th.at worker (!rd only about one-third of what was 
ptissible. There were 110 effective wor)< "'-""1dards. Worker., had no incentive to 
pro-dtrce more because they were. p.a.id an hourly rate. Workers wet;.: afraid tll work fasr 
because they believed tneir rate of p,ay would be lowered ol they would he lairl-ofT if 
they completed their tasks loo quickly . Workc,·~ were asked. to take up jobs unreiated 
lo 'lhdr abililtes an<I aptitudes. Management <lcci<led things based on hunch and 
111tuit1on. Mo.s1 im11ortanlly, n1anage111cn1 1111d W1)rkers viewed themselves; tp J,e in 
colllilluat con!licl. 

To.1·h•r's M,,dici11e 

Taslor· set oul to co,.,.ect the situatiou by CJ'QpJoying the scientific method to workers 
on the shop float'. He emphasised that work would not be taken for gral\ted blll should 
he tak-en seriously. Productivity is not harder work, hut i;marter work, that is an 
undet'standing and systematic analysis of wqrk . Much of Taylor's publi~hed work was 
based Oil his reporl ott work improvement tesrs r..er.fonned at Bethlehem Siecl -
empha;ising 'one best way· pbiloSOpl,y. Taylor reported ,hat Ille company ha,1 about 
~'evenly-five men employed to loatl pig iro.n fre.ighl c~rs. He selected a Pennsylvania 
Du•.c-hina!I, named ScJ1midt (re81 name Henry '\lolle), and offered him au increase in 
pay from$ L\5 per day to$ J.~5 per day. if he would follow his orders with no bacR 
t~lk. Taylor projected th"at following order,s would increase Schn1ich's productivity 
fro!ll about 12 tons a day to more than 47 1011s. Schniidt agreed to the proposal. 
Consequently, on some days he would ·keep his legs sttaigb.t and use hi~ back to lifl 
with. Taylor e:1.perimen1ed wi11t rest periods, walking speed, canying positions, and 
other v-ariables . .0-fler a long period of scientifically trying various combiaajions of 
procedures, ted,utit)ues and toots, Taylor sutceeded in n.11di11g ou.t 'one best WEI)•·' 10 
perform the task and realised !he goals si.;l by him. Tayl<l< cJaimed to have trained the 
other worh,-r., until the entire crew bQd ruised their prod'l!Ctivity in thismM.ner. 

Thus, by putting the right person oo tt1e job wilh corr;,,ct tools aod eqoipinimt, by 
having the workers follow Taylor's instructions e~ctly, and by motivating workers 
through the economic incentlves of a signil1cantly hisht-T daily wage, Taylor achieved 
signifie!lOt improvements in j)rodoctivity. 

Taylor cxplai11etl th<:Se ideas ~Jld techni,1ues in his 1wo book\! (Shop Manilgemtnt and 
The Principles of Scientific Management} and these ideas found favonr in USA, 
France, Gennany. Russia .and J.apan, in course of 1ime. 

Jlll'Sics '1f !kien(ijit: Ma11agemenr 

The concept of scienlilic manag,emcn'I implies the application of science lo 
man'<lg\:~-nt. lt is h~s,:tj QJJ four basic 1,>rinciples, 

1. Each la$)( mus.t be scientifically de~igned so !hat it can 1eplace the ol,~ ntle-of" 
llrumh mcthocls. 

2. Workers must be scfonlifu:a!ly selected ~ml traintd 1so th~t tl\ey can 'be more 
productive on their jobs.. 

3. Bring the scient\Jically des~ job~ and wp1.ten together sq that there will be 11 

m.alcll between !hem. 

4. There must be division &f laf>.our and cooperatioo between management and 
workem 

Taylor stressed the importance of empk,yee wi,lfare.as well as production etr.cienoy. 
ro boost up productivity, Wage incentives based 01i perlcmiance (differe11t~1l piece 
rate syslem) were 1ntioouced. The emphasis w~s on' ma.--.imum Olltpll\ w,tli 11lrninwm 
effort through eUminalion of w~ste a.lld ineffick~,y. <al th1r Sb<ip floor l!Mel 

~ 
n..:\•o;topm1ml \ll""v1 :.nil2-~·rnt.:ni 

Too~hl 
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Key Concepts 

I. Scientific Task Planning: Scientific task is the amount of\\ ork \\ hich an average 
worker can perform during a day under normal working condi tions (called as a 
fa ir day ' s work). Management should decide in advance as to what work is to be 
done, how, when, where and by whom. The ultimate goal is to see that work is 
done in a logical sequence promoting maximum efficiency. 

2. Time a11d Motion Studies: Time and motion studies have been advocated by 
Tay lor wi th a view to isolate the wasteful and unproductive mo1 ions on the job. 
The lime study would indicate the minimum lime required to do a given job. The 
lime taken by workers to do a job is being recorded first and this information is 
being used to develop a time standard. Time standard is the period of time that an 
average worker should take to do a job. Motion study is carried out to find out the 
best sequence of motions to do a job. The aim is to eliminate unnecessary, 
ill-directed and ~asteful motions and find out the one best way of doing a job. In 
this study, finger movements, hand movements, arm movements and shoulder 
movements are being studied, through photographic evidence. In add ition, fat igue 
studies are also carried out to find out the extent of boredom and monotony caused 
by a job. Taylor and his colleagues (Gilbreths, Gantt) advocated fatigue studies so 
as to find out the best synchronisation between time, work and rest pauses needed 
to do a piece of work. Managers, in the end, are charged with the task of planning 
the work through the above sn1dies and workers are expected to implement the 
same. 

3. Standardisation: Under scientific management, standards have to be set in 
advance for the task, materials, work methods, quality, time and cost, working 
conditions, etc. This helps in simplifying the process of production, reducing 
wasteful use of resources, improving quality of work, e tc . 

4. Differe11tial Piece Rale System: l n order to motivate workers, wage incentives 
were developed in most scientific management programmes. Taylor advocated 
differcatial piece rate system based on actual performance of the worker. In this 
scheme, a worker who completes the normal work gets wages at higher rate per 
piece than a worker who fails to complete the same within the time limit set by 
management. For example, each worker who produced 10 machine nuts (normal 
work) would be paid the standard wage of~ 2 per piece, and those below the 
normal work may get ~ 1.5 per piece. Thus, there is considerable difference in 
wages between those who complete the job and those who do not complete. Each 
worker is pitted against every other worker in an unhea lthy competitive scheme to 
make more and earn more. In the long-run, this will have a telling effect on the 
health of the worker. More damagingly, this scheme would d ivide the working 
class permanen.tly . Though the differential piece rate system is opposed by unions 
and workers alike, the essential merit in Taylor's suggestion that wages must have 
a linkage with performance of employees, should not be discounted altogether. 

S. Functional Foremonship: In order to achieve better production control, Taylor 
advocated functional foremanship where the factory is d ivided into several 
components, each in-charge of a specialist, namely, route clerk, instruction card 
clerk, cost and time cleric, gang boss, speed boss, inspector, repair boss and shop 
disciplinarian . These functional specialists perform the p lanning function and 
provide expert advice to workers. They plan the work for employees and help 
employees in improving results. The workers are expected to implement the 
commands of functional specialists. The idea of a divorce between planning a nd 
doing funct ion, unfortunately, suggests that workers are incapable of thinking 
independently. Drucker dubbed this principle as an undemocratic one because it 
overshadows the independence and initiative of workers completely. 



2.2.3 Henry F ayol's Administrative Theory 

About the time when F. W. Taylor was developing the principles of scientific 
management in the United States, Henry Fayol was revolu tionising managerial 
thinking in Fra nce. Trained as a mining engineer, Fayol made his mark as an 
industrialist with the French coal and iron combine of Commenlary-Fourchambault, 
where he spent his entire working career. He joined the firm as a _junior executive in 
1860 and rose quick ly through the ranks, retiring as a director of the company in 1918. 
When the company had been near bankruptcy in 1888, he had taken it over and 
transformed it into a financially strong organisation. Based on h is own experiences as 
CEO, Fayol developed the administrative theory, which expla ined the process of 
managing an organisat ion from the top managerial perspective. 

• Fayol's Six Ac tivities: In setting out to develop a scie nce of management, Fayol 
began by classifying business operations into six . major activities; technical 
(production), commercial (buying and selling), financial (use of capital), security 
(protection of property), accounting (keeping financial records) and managerial. 
Since the first five activities were commonly understood by many practitioners at 
that time, Fayol devoted his attention 10 the last activity. 

• Management Functions: At the managerial level, Fayol argued that managers 
should perform five fu nctions: planning, organising, commanding, controlling and 
coordinating. This conception of managing has had, and con ti nues today to have, 
a decisive impact on managerial thought, education and prac tice. Many business 
organisations even today, find the functional view of managing useful for 
purposes of in-house managerial training and development. 

• Principles of M anagement: At the operational level, Fayol asserted that managers 
should apply fourteen principles. According to him, these princip les can be 
applied in a ll types, functions, levels and sizes of organisations. This had earned 
him the title of Universalist. These are given below as no tes. 

Fayol's 14 Principles of Management 

I. Division of work: D ivide work into specialised tasks and assig n responsibilities to 
specific individuals. Specialisation increases output by ma king employees more 
efficient. 

2. Authority and resp onsibility: Authority is the right to give o rders a nd the power 
to obtain obedience. Managers must be able to give orders and authority gives 
them this right. 

3. Discipline: Em ployees must obey and respect the rules that govern the enterprise. 

4. Unity of command: An employee should receive comm ands from only one 
superior 

5. Unity of direction: This principle calls for 'one manager one plan' for all 
operations having the same objective. For example, the pe rsonnel department in a 
bank should not have two directions, each with a different recruitment policy. The 
unity of direction principle, when applied properJy, e ns ures unity of action and 
facilities coordi nation. 

6. Subordination of individual interest to the common g ood: In any organisation, 
the interests of employees should not take precedence over the interests of the 
organisation as a whole. 
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7. Remuneration of personnel: Compensation for work done should be fair to both 
employees and employers. Fayol did not favour profit-sharing plan for workers 
but advocated it for managers. 

8. Order: Materials and people should be in the right place at the right time. 

9. Centralisation: Decreasing the role of subordinates in decision making is 
centralisation, increasing their role is decentralisation. Whether decision making is 
centralised (to management) or decentralised (to subordinates) is a matter of 
proper proportion. Fayol felt that managers should retain final responsibility but 
also need to give their subordinates enough authority to do their jobs properly. 

I 0. Scalar chain: The graded chain of authority from top to bottom through which a 11 
communications flow is termed as 'scalar chain' . However, if following the chain 
creates communication delays, cross-communication (gangp lank principle) can be 
pennitted, if agreed to by al I parties and superiors are kept infonned. 

l l. Equity: Managers should be fair in dealing with employees. Equity is the 
combination of justice and kindness. The application of equity requires good 
sense, experience; and good nature for soliciting loyalty and devotion from 
subordinates. 

12. Stability of tenure: Management should provide systematic human resource 
planing and ensure that replacements are available to fill vacancies. 

13. Initiative: Employees must be encouraged to think through to implement a plan of 
action, even though some mistakes may result. The opportunity to perform 
independently is an essential component of employee growth and development. 

14. Esprit de corps: Promoting tea m spirit will build harmony and unity within the 
organisa_tion. 

• Universality of Management Princip les: Since management is universal among 
all organisations, Fayol argued that those who acquire a general knowledge of 
managerial functions and principles can manage all types of organisations. He 
argued that anyone interested in managing an enterprise could learn these 
principles and apply successfully. In order to become a manager, however, certa in 
qualities of head and heart are needed (physical health, mental vigour, character, 
etc.). 

• Managerial Skills: Fayol e(Tlphasised the need for managers to acquire certain 
unique skills in order to do their work properly. He listed the following qualit ies 
of a manager: 

❖ Physical (health and vigour). 

❖ Mental (ability to understand, learn; apply judgement and adapt to different 
situations). 

❖ Moral (energy, initiative, firmness, loyalty, tact and dignity). 

❖ Educational (acquaintance w ith matters not related to the function performed). 

❖ Technical (specialised knowledge relating to one's area of specialisation, 
especially about machines, work processes, etc.). 

❖ Experience (relating to the work carr ied out) 

According to Fayol, there is nothing mystical about managerial skills and knowledge. 
This can be acquired through formal study and training. 



2.2.4 Taylor vs Fayol 

The works of Taylor and Fayol. however, are essentially complementary, namely: 

1. BotJ.1 believed that proper management of personnel and other resources was a key 
to organisational success. 

2. Both applied scientific methods \o the problems of management. 

3 Both had the experience of industry and developed their ideas through practical 
training and experience 

The major difference in their approaches is centred on their orientation. Taylor was a 
scientist., who came through the rnnks and concentrated on the operative level. Fayol 
was a practitioner. He spent most of his time in executive positions and had more of a 
top management perspective. Taylor paid more attention to the technical side of work 
Uob design, standardisation of procedures, proper placement of people, proper 
training, etc.) to improve efficiency of work. Fayol p laced more emphasis on the 
administrative side of work. He laid more emphasis on the functions and principles of 
management in general. 

Table 2.1: Taylor vs Fayol 

BasisGf Taylor Fayol 
Compamon 

Perspective Operative and shop-tloor level. Top level. 

Focus Technical side of work. Administrative side of work. 

Attentioo Increasing product ivity through work Improving overall administration by 
simplification, time and motion studies. observing certain principles. 

Techniques Scientific measurt:melll of work through Personal experiences _passed on tn the 
used experimentation and obscrvat ion. fonn of universal principles of 

management. 

Personality Scientist. . Practitioner. 

Major- Provided a major basis for Produced a systematic theory of 
contri~on accomplishments on the shop floor. management which can be studied, 

analysed and applied. 

2.3 NEO-CLASSICAL THEORY 

In the 1920s and 1930s, observers of business management began to feel the incomep­
leteness and short-sightedness in the scientific as well as administrative management 
movements. The scientific management movement analysed the activities of workers 
whereas administrative management writers focused attention on the activities of 
managers. The importance of the man behind the machine, the importance of 
individual as well as group relationships in the workplace was never recognised. The 
social aspects of a worker's job were totally ignored; the emphasis was clearly on 
discipline and control rather than morale. The human relations theory (also called 
neo-classical theory) tried to compensate for the deficiencies in classical theory 
(scientific management and administrative management) modifying it with ins ights 
from behaviourat sciences like psychology, sociology and anthropology. This theory 
gained popularity after the famous studies of human behaviour in work situations 
conducted at the Western E lectric Company from 1924 to I 933. These studies 
eventually became known as the ·Hawthorne Studies' because many of them were 
conducted at Western Electric's Hawthorne plant near Chicago. 
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2.3.1 Hawthorne Experiments 

• lllumi11atio11 Experiments: The Hawthorne researchers began with illumination 
experiments with various groups of workers. This experiment involved prolonged 
observation of two groups of employees making telephone relays. The purpose 
was to detennine the effects of different levels of illumination on workers· 
productivity. The intensity of light under which one group was systematically 
varied ( test group) while the light was held constant ( control group) for the second 
group. The productivity of the test group increased each time the intensity of the 
light increased. However, productivity also increased in the control group which 
received no added light. The researchers felt that something besides lighting was 
influencing the workers' performance. In a new set of experiments, a small group 
of workers were placed in a separate room and a number of things were changed; 
wages were increased, rest periods of varying length were introduced; the 
workday and workweek were shortened. The researchers, who now acted as 
friendly supervisors, allowed the group to choose their own rest periods and to 
have a say in other suggested changes. Workers in the test room were offered 
financial incentives for increased production. Over the two year period, output 
went up in both the test and control rooms (surprisingly, since the control group 
was kept on the same payment schedule) steadily regardless of changes in 
working conditions. Why? 

~ Hawthorne Effect: Part of th_e answer may be attributed to what has come to be 
called the ' Hawthorne Effect'. The workers knew they were part of an experiment. 
They were being given special attention and treatment because of the experiment. 
They were consulted about work changes and were not subject to the usual 
restrictions imposed from above. The result of this special attention and 
recognition caused them · to carry a stimulating feeling of group pride and 
belongingness. Also, the sympathetic supervision received by the members might 
have brought about improved attitudes toward their jobs and job performance. At 
thi s stage, the researchers were interested in finding out clear answers to the 

- question: Why the attitudes of the employees had become better after participation 
in the test room? 

• Interviewing Programme: Mayo initiated a three year Jong interview programme 
in 1928 covering more than 21,000 employees to find out the reasons for 
increased productivity. Employees were allowed to talk freely (non-directive 
interviewing) and air their opinions in a friendly atmosphere. The point demon­
strated by this interviewing programme, is central to the human relations 
movement. If people are permitted to talk about things that are important to them, 
they may come up with issues that are at first sight unconnected with their work. 
These issues may be, how their children are doing at school, how the family is 
going to meet the ration expenses, what their friends think of their jobs, and so on. 
When researchers began to examine the complaints made by the employees they 
found most of complaints to be baseless. Many times nothing was done about the 
complaint, yet, after an interview the complaint was not made once again. It 
became apparent that often workers really did not want changes made; they 
mainly wanted to talk to an understanding person who did not criticise or advise 
about their troubles. Thus, for the first time, the importance of informal work 
groups is recognised. To find out more about how the informal groups operated, 
the bank wiring room experiment was set up. 

• Bank Wiring Room Experimelll: In this experiment, 14 male workers were 
formed into a small work group and intensively observed for seve1) months in the 
bank wiring room. The men were engaged in the assembly of terminal banks for 
the use in telephone exchanges. The employees in the group were paid in the 



1·egular way depending on the efficiency rating plus a bonus based on average 
gro up effort. Thus, under this system, an individual's pay was affected by the 
output of the entire group and by his own individual output. It was expected that 
highly efficient workers would bring pressure to bear on less efficient workers in 
an attempt to increase output and thus take advantage of the group incentive plan. 
However, these expected results did not come about. The researchers found that 
the group had established its own standard of output and this was enforced by 
various methods of socia l pressure. Output was not only being restricted but 
individual workers were giving erroneous reports. The group was operating well 
below its capability and was levelling output in order to protect itself Thus, work 
g roup norms, beliefs, sentiments had a greater impact in influencing individual 
behaviour than did the economic incentives offered by management. 

Human Relations: Key Concepts 

The Hawthorne experiments, thus, indicated that employees were not only economic 
beings, but social and psychological beings as well. The man at work is motivated by 
more than the satisfaction of economic needs. The main emphasis should be on 
creating a humanistic or informal organisation in place of a mechanistic or formal 
organisation. The organisation must be democratised and people working therein must 
become part of 'one big happy family' . In the words of Keith Davis, " Human relations 
are motivating people in organisations in order to develop teamwork which effectively 
fulfils their needs and achieves organisational goals." The whole p:·,;:.:...,vv:•J v; ;, .......... , 
relations is built around the following ideas: 

• Individual: According to human _- relationists, each person is unique. Each is 
bringing to the job situation certain attitudes, beliefs and ways of life as well as 
certain skills - technical, social and logical. Hence, the individual is not only 
motivated by economic factors, but is motivated by multifarious social and 
psychological factors. 

• Work Group: Work is a social experience and most workers find satisfaction in 
membership social groups. Un1ess managers recognise this, human relations at 
work w ill not improve. Good interpersonal and intergroup relationships among 
people need to be maintained to obtain productiv ity gains. 

• Work_ Environment: Managers have to create positive work environment where 
the employee finds it easy to achieve organisational goals as well as his own 
personal goals. Positive work environments are those where: (i) the goals are 
clearly defined, (ii) incentives are properly used to improve performance, 
(iii) decisions are timely and participative, (iv) conflict is confronted openly and 
squarely, and (v) the work is interesting and growth-oriented. 

• Leader: The leader must behave in a way that gene rates respect. He must be able 
to adjust to various personalities and situations. He must offer a pleasant work 
climate w here bossism is totally absent and whe re members are allowed to have a 
say in the decision-making process. 

• Participative Climate: Participative management or decision-making, in which 
workers discuss with supervisors and influence decisions that affect them, is a 
major aspect of human relations theory. As Mayo observed, "Before every change 
of programme, the group is consulted (Illumination Experiments). Their com­
men ts are listened to and discussed; sometimes their objections are allowed to 
negate a suggest ion. The group unquestionably develops a sense of participation." 
Researchers interpreted that participation results in higher productivity: " the girls 
have ceased to regard the man-in-charge as a boss. They have a feeling that their 
increased production is in someway related to the distinctly freer, happier and 
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more pleasant work envi ro11rnen1.'· The experiment showed that a supen·isor can 
contribute significantly in increasing productivity by providing a free. happy and 
pleasant work env ironment where bossism is totally absent and where members 
are allowed to participate in decision-making policies. Authoritarian tendencies 
must give way to democ ratic values. Instruction and coaching must replace 
browbeating and driv ing. 

2.3.2 Refinements in Neo-classical Theory 

The neo-c lassical theory a ttempted creation of workforce with high mora le by using 
democratic means. The focus was on people, incentives, democratisation of work place 
and social interactions in direct contrast to what the classical theory emphasised i.e., 
order, rationality, structure, rules and regulations, specialisation, economic tools, etc. 
Let's look into these differences more closely in Tables 2.2 and 2.3. 

Table 2.2: Refinemenls in Neo-classical Theory 

Basis Class ical Theory Neo-classical Theory 

Structure Impersonal, mec hani-:<1I. Organisation is a social system. 

Behaviour Organisat ional behaviour is a Behaviour is a product of feelings, sen ti men ts and 

product of rules and regulations. anitudes. 

Focus Primary focus is on work and the Primary focus is on small groups, on emotional 
economic needs of workers. and human qualities of employees. 

Emphasis People try to maximise rewards Emphasises personal, security and social needs of 

emphasis is on order and workers while achieving organisational goals. 

rationality. 

Practices Authoritarian pract ices, e laborate Democratic practises, participation of employees 
rules and regulations employed to in decision-making in order to improve mora le 
obtain results. and happiness of employees. It recognises the 

importance of human dignity and values. 

Results Work alienation, dissatisfaction. Happy employees trying to produce more. 

Table 2.3: Comparison between Human Relations and Scientific Management 

Point or Human R e lations Scientific Manageme nt 
Distinction 

Focus People. groups. Machines, rules. 

Philosophy Make workers huppy One best way of doing things. 

Motivation Man wunts company: loves interaction Man is an economic animal. 
and is guiJcd by group goals. 

Basis Inputs drawn from behavioural Inputs drawn from physic a I ~ciem:cs. 
Sciences. 

Principles Groups dominme workplace; To bring order and achieve results, 
individuals invariably follow group everyone must adhere l(l a $l'I of 
norms irrespective of what unive~I principles in every 
management st.Jtcs. organisation. 

Work life and Mayo wanted to keep workers in good The emphasis Oil ~ta nda rdi sat iun, 
environment humour; cmr,hasised friendly specialisation, rules. regu lot ions make 

supervision and monitoring of group work life quite dull and monot,)nous 
norms so as to provide a positive work 
climate. 



Criticisms 

The Hawthorne studies and the human relations school have been severely criticised, 
and our discussion wou ld be incomplete without a brief discussion of these c riticisms. 

• Pltilosoplty: Several economists claimed that by encouraging workers to develop 
loyalties to anything but thei r own self-interests, and by preaching collaboration 
instead of competition. human relations would ultimately lead to reduced 
efficiency. No wonder. trade unions ridiculed it as a form of 'cow psychology', 
which transformed fa-::tories into unthinkirig places of comfort. Interest in human 
relations is equated w ith tender-mindedness, sentimentality and unrea lis tic desire 
to make everyone happy. C ritics also charged that the human-relations movement, 
built as it is on a philosophy of worker-management harmony, is not only 
antithetical to a viable capitalistic system but impractical as well. 

• Scientific Validity: The resea rch carr-ied out by Mayo and his associates had many 
weaknesses of design, analysis and interpretation. Whether the researchers' 
conclusions are consistent with their data is still a subject of lively debate and 
considerable confusion. With respect to the relay assembly test room studies, for 
example, Alex Carey pointed out that there was no attempt to estab lish sample 
groups representative of any larger population than the groups themselves, and 
that no generalisation is therefore legitimate. 

• Shor1-sighted: The very fact that the human relations research is concerned with 
operative employees bears ample testimony to the short-sightedness of the 
research findings. Further, the approach lacks adequate focus on work. It tends to 
overemphasise the psychological aspects at the cost of structural and technical 
aspects. It tends to neglect the economic dimensions of work satisfaction. But as 
we all know, economic motivation . is exceedingly strong and quite often, 
economic explanations are appropriate for understanding human behaviour. It is 
labe lled as a short-sighted ventilation therapy. 

• Over concern with happiness: The Hawthorne studies suggested that happy 
employees will be produ~ctive employees. This, of course, is a native and 
simplistic version of the nature of man. Studies have failed to show a consistent 
relationship between happiness and productivity. It is quite possible to have a lot 
of happy but unproductive employees. 

• Anti-i11divid11a/ist: The human relations movement is anti-individualist. Here, the 
discipline of the boss is simply replaced by the discipline of the group forc ing the 
individual to sacrifice his personal identity and dignity. The individual may not 
find his true self and gain a s timulating feeling of personal freedom by completely 
losing himself in a group. Furth(;r, there is no guarantee that groups will always be 
instrumental in delivering satisfaction to members. 

Check Your Progress 

Fill in the blanks: 

I. ____ is a way of ranking various positions in descending order from 
top to bottom of an organisation. 

2. _____ are experts in wasting time, money and energy and are called 
'hopeless company men'. 

3. Scientific task is the amount of work which an average ____ can 
perform during a day under normal working conditions (called as a fair 
day's work). 

Co111d ... 
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with supervisors and influence __ __ _ that affect them, is a major 
aspect of human relations theory. 

2.4 VARIOUS APPROACHES TO MANAGEMENT 

Because of the extraordinary interest in management. a number of approaches have 
developed to explain the nature of theoretica l concepts relating to organisations and 
the managerial practices. The various approaches to understand the nature of 
management are as follows: 

2.4.1 Behavioural Sciences Approach 

The behavioural sciences approach developed as a natural evolution from the 
Hawthorne experiments. The Hawthorne researchers (Elton Mayo and his Harvard 
colleagues) stressed the importance of emotiona l elements such as feelings and 
sentiments to explain human behaviour and performance in organisations. The 
behavioural approach applies the knowledge of the behavioural sciences -
psychology, sociology and anthropology - to managing people. We have seen that the 
human relationists believed that people are social beings who are motivate(! by social 
i •~1.ernctiMs and that their job performance will increase when the job gives them 
opportunities to socialise. Behavioural scientists fe lt this to be an oversimplified 
model of human motivation and began to undertake serious investigations. 

A number of behavioural scientists have contributed to the development of this 
approach. Among the front-runners was Abraham Maslow, who developed a hierarchy 
of human needs which became the basis for explaining work motivation in 
organisations. According to Maslow, people generally have five basic needs 
(physiological, safety, social, self-esteem a nd self-actualisation) and they satisfy these 
needs in their order of importance. For most people in our society, the lower-order 
needs (physiological, safety and social needs) are reasonably well satisfied. Therefore, 
they seek to satisfy socialisation needs by interacting with friends. Once these needs 
are reasonably met, they seek to satisfy higher-order needs, such as self-esteem and 
self-actualisation, by using their energies, talents and resources productively. 
Behavioural scientists believed that people will be productive, if they are given 
opportunities to use their abilities and creative ski lls. 

Building on Maslow's theory of human needs, many behavioural scientists (Chris 
Argyris, Douglas McGregor and Rensis L ikert) argued that existing jobs and 
managerial practices should be redesigned a nd restructured to give employees an 
opportunity to satisfy their higher-order needs. Although working independently, they 
proposed a common theme: People are basica ll y good, and, in order to stimulate their 
performance, management should humanise work. People must be treated as assets 
(hence the name, human resources approach). They argued, for instance, for increased 
participation by employees in those decisions that affected them; demonstration by 
management of greater trust and confidence in people; increased emphasis to be given 
to integrating individual and organisational goals, and allowing employees to 
self-monitor their own activities in place of external control measures. These 
behavioural writers argued for a strong humanist organisation and suggested that 
managers should deal with 'complex human beings' in different ways. The aim should 
be, to use the untapped human potential in the service of organisations by emphasising 
things such as self-direction, self-control and creativ ity . 



Table 2.4: Human Relations vs Human Resources Approach 

H uman Relations Human Resources 
I. People need 10 be liked, to be Jn addition to wanting to be liked, respected, 

respected, and to belong. and needed most people want to contribute to 
the accomplishment of worthwhile objectives. 

' The manager·s basic job is to make The manager's basic job is to create an 
each employee believe that he or she is environment m which subordinates can 
part o f the departmental team. contribute their full range of talents to the 

attainment of organisational goals. Jn doing 
so, he or she must attempt to uncover and tap 
their creative resources. 

3. The manager should be willing to The manager should al low participation in 

explain his or her plans to the important ma tters as well as routine ones. Jn 
s ubordinates and discuss any objection fact, the more important the decision, the more 
they might have. On routine matters, he vigorously he or she should attempt to involve 
or she should encourage participation the subo rdinates. 
by involving them in the planning and 
dee ision-making process. 

4. W ithin narrow limits, individuals and The manager should continually try to expand 
groups should be permilled to exercise the subordinates' use of self-control and self-
self-direction and sel f-contrcl in direction, especially as they develop and 
carrying out plans. demonstrate increased insight and ability. 

5. Involving subordinates Ill the As the manager makes use of the 
communication and decision-making subordinates' experiences, insights, and 
process will help them in satisfying creative abilities, the overall quality of 
their needs for belonging and decision-making and performance will 
individ ual recognition. improve. 

6. High morale and reduced resistance to Employee satisfaction is brought about by 
formal authority may lead to improved improved performance and the chance to 
performance. They should, at least, contribute creatively to this improvement. 
reduce intradepartment friction and 
make the manager's job easier. 

2.4.2 Quantitative Approach 

Quant itative, scientific and systematic explanations gained popularity during World 
War II. The sheer magnitude of the war effort caused the British and then the U.S. 
military services to look for quantitative approaches for help in deploying resources in 
the most effective manner. The quantitative viewpoint focuses on the use of 
mathematics, statistics, and infonnation aids to support managerial decision making 
and organisational effectiveness. For instance, when managers make budgeting, 
scheduling, quality control and similar decisions, they typically depend on quantitative 
techniques. T hree main branches have evolved over the years: management science, 
operations management and management information systems. 

• Management Science: This approach aims at increasing decision effectiveness 
through the use of advanced mathematical models and statistical methods. This 
approach focuses on solving technical rather than human behaviour problems. The 
computer has been of g reat help to this approach because it has enabled analysis 
of problem s that would otherwise be too complex. For example, most car 
manufacturers in India and elsewhere use reali stic computer simulations to study 
collusion damage to cars. These s imulations g ive them precise information and 
avoid the costs of crashing so many test cars. 
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• Operations Management: It is the function that is responsible for managing the 
production and delivery of an organisation·s products and sen ices. It includes 
fields such as inventory management, production planning. des ign and location, 
work schedul ing and quality assurance. Operations management is often applied 
to manufacturing settings, in which various aspects of production need to be 
managed, inc luding designing the production process, purchasing raw materials, 
scheduling employees to work and storing and shipping the fina l products. Linear 
programming assists in, input-output analysis. Queuing theory helps in inventory 
control; sampling theory helps in profit planning. manpower forecasting; 
information theory helps in system design and data processing. For example, 
industries like, Rubbermaid and retailing American company. T he Home Depot 
each use operations management techniques to manage their inventories. Linear 
programming helps most airline companies to plan their flight schedules. 

• Management Information Systems: MIS is the name given to the field of 
management that focuses on designing and implementing computer-based 
infonnation systems. Such systems tum raw data into information that is put to 
use at various levels of management. 

Companies now-a-days use sophisticated mathematical models to use on mainframe, 
networked and personal computers in order to measure customer response to various 
benefits and services offered to them. Such models help gambling casinos such as 
Caesar's Palace, Baily's and Harrah's increase their profits and improve service. High 
rollers are bombarded with lots of benefits in the fonn of food, rooms and 
trnnsportation. To reduce the cost of these services and improve the odds that these 
people will gamble and probably lose, casino managers deploy sophisticated 
information systems that put customer's favourite games, betting patterns, 
ac:commodation preferences, food and drink choices and o ther habits to close 
examination. 

2.4.3 Systems Approach 

The decisions taken by managers have wide ranging impacts. They affect the internal 
as well as external groups in a significant way. The decision to shift the location of a 
plant, to close down a centre, to throw off workers, to promote employees on the basis 
of merit - whatever may be the case - creates a ripple effect. It is like throwing a rock 
into a quiet pond, creating ripples for a long time. A simple instance of throwing off a 
lazy worker may invite trouble from unions and even lead to an unexpected strike. So, 
when a manager takes a decision, he must understand and anticipate its repercussions 
on the entire organisation and the environment. He must appreciate the fact that his 
organisation is a tota lity of many inter-related, inter-dependent parts, put together for 
achieving certain objectives. This, in a nutshell, is the very essence of the systems 
concept. 

Concept 

Systems theory is the 'big-picture ' approach that overcomes the common weakness of 
viewing things in too narrow a perspective. It attempts to view the organisation as a 
single unified, purposeful entity, composed of interrelated parts. Rather than dealing 
separately with the various parts of an organisation, the systems theory gives 
managers a way of looking at an organisation as a whole and as a part of the larger, 
external environment. In so doing, system theory tells us that the activity of an 
organisation affects the activity of every other part. The job of a manager is to ensure 
that all parts of the organisation are coordinated internally so that the goals can be 
achieved. A systems view of management, for instance, would recognise that, 
n:gardless of how efficient the production department might be, if the marketing 
department does not anticipate changes in consumer tastes and work with the product 



development department in creating what consumers want, the organisation ·s overall 
performance will be hampered. 

Systems Vocabulary 

Over the yea rs. the following terms have found their way into the language of 
management: 

• System: A set of inter-related parts (sub-systems). Each part may have various 
sub-parts. These parts are mutually related to each other. Usual ly, a change in one 
part would kad to a change in other parts. 

• Sub-sy.,;tem: The parts that make up the whole of a system are ca lled sub-systems. 
And each system may, in turn, be a sub-system of a still larger whole. Thus, a 
department may be a sub-system of a plant, which may be a sub-system of a 
company, wh ich may be. a sub-system of an industry, etc. There are five 
sub-systems within an organisation: (I) goal sub-system (individual and group 
goals); (2) technical sub-system (tools, equipment, employee skills and 
knowledge); (3) s tructura l sub-system (authority layers and relationships): 
(4) manageria l sub-system (managers who plan, lead and control); 
(5) psychosocial sub-system (psychological and social factors influencing people 
at work). 

• Synergy: Synergy means that the whole is greater than the sum of its parts. A 
watch that is disassembled has the same number of parts as one that is properly 
assembled. However, the assembled watch has a phenomenon that the 
disassembled watch lacks - it keeps time (synergy). When the parts of an 
organisatio n a re properly interrelated (such as an assembly line), the output is 
much greater than it would otherwise be. Synergy represents one of the basic 
challenges of management, getting all of the elements of an organisation 
functioning together so that output is optimal. 

• Open and Closed System: A system is considered an open system if it interacts 
with its env iron'fnent; it is considered a closed system if it does not. An 
organisation that is not adaptive and responsive to its environment would not 
survive or grow in any extended period of time. It has to be responsive to demands 
placed on it by both its internal and external environments. 

• System Boundary: Each system has a boundary that separates it from its 
environment. In a closed system, the system boundary is rigid; in an open system, 
the boundary is more flexible. The system boundaries of many companies have 
become more flexible in recent times. For example, oil companies wishing to 
engage in offshore drill•ng have increasingly had to consider public reaction to the 
potential environmental harm. 

• Flow: An open system receives inputs from its enviro1unent which are 
transfonned into outputs in interaction with environmental variables. For a 
business firm, inputs would be material, labour and capital. The transformation 
process would tum these inputs into finished products or serv ices. The system ·s 
success depends on successful interactions with its environment; that is, those 
groups or institutions upon which it is dependent. These might include suppliers, 
unions, financial' institutions, government agencies and customers. The sale of 
outputs generates revenue, which can be used to pay wages and taxes, buy inputs, 
repay loans and generate profits for shareholders. If revenues are not iarge enough 
to satisfy environmenta l demands, the organisation shrinks or dies. Thus, a system 
has flows of infonnation, materials and energy. These enter the system as inpLlts, 
undergo transformation processes within the system and exit the system as output 
as shown in Figure 2.2. 
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Figure 2.2: An Open System 
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• Feedback: Feedback is centra l to system controls. As operations of the system 
proceed, information is feedback to the appropriate people or perhaps to a 
computer so that the work can be assessed, and if needed, corrected. Feedback 
provides warning signals regarding impending dangers. For example, customer 
complaints may demand attention to product improvement, customer service, etc. 

• Entropy: It is a normal process that leads to system decline. When an operation 
does _not monitor feedback from its environment and make appropriate 
adjustments, it may fa il. The failure of Kmart (a major retailer) is attributed to the 
fact that it failed to revitalise itself and keep pace with changes in its environment. 

Relevance and Usefulness of Systems Theory 

Systems theory makes organisation theorists search for integrative models rather than 
be satisfied with making lists of unrelated principles (Fayol, Taylor). It also 
emphasises looking at the forest rather than the trees. It uses a way of thinking that 
highlights underlying relationships. The practical implications of systems theory for 
managers are enormous. Most effective managers operate with a systems mentality 
even though they may not be consc iously aware of it. As a matter of course, 
executives ask what effects a decision will have on others. They think before they act, 
implying a process of evaluating the impact of their actions wi ll have. A conscious 
commitment to systems thinking requires expl icit responsibility for fonning decisions 
in terms of the entire organisation. Instead of merely look ing at the technical s ide 
(scientific management) or activities side (administrative management) or even the 
human side (human relations), executives are now forced to look at the totality of the 
situation and arrive at decisions. They can now easily maintain a good ba la nce 
between the needs of the various parts of the enterprise and goals of the firm as a 
whole. They can respond, in short, to si tuational requirements in an effective way. The 
systems approach clearly indicates the fact that o rganisations are not self-contained. 
For their survival and growth, they need to look at what is happening all around them­
for example, government regulations, environmental demands, competitive moves. 
supplier relations, union demands, e tc. If a company fai ls to assess the impact of i ts 
actions on internal as well as externa l groups, it is certainly on its way to decline. 
After all, the primary goal of management from a systems perspective is to continua lly 
re-energise the organisation to avoid entropy. Organisations, in their own self-interest. 



must monitor their environments, adjust to changes, and continuously bring in new 
inputs in order to survive and flourish. 

2.4.4 Contingency (Situational) Approach 

The problem with universal principles of management, as advocated by early theorists. 
is that few principles are universal. Research has shown that management methods 
used in one circumstance seldom work the same way in others. Parents find this out 
quickly when they realise that spanking one child may yield good results while 
spanking another can be emotionally disturbing and disastrous. Some employees are 
most often motivated by econom ic gains while others have greater need for 
challenging work. Still others care only about protecting their egos. The same 
individual may be motivated by different things in a variety of situations. 

Approach 

Contingency theory is based on the premise that situations dictate managerial action; 
that is, different situations call for different approaches. No single way of solving 
problems is best for all situations. Because tasks and people in organisations differ, the 
contingency theorists (Selznik, Burns and Stalker, Woodward, Lawrence and Lorsch, 
James Thompson and others) argue that the method of managing them must a lso 
differ. The choice of a particular method of managing largely depends on the nature of 
the job, the people involved and the situation. 

According to contingency theory, effective management varies with the organisation 
and its environment. Contingency theory attempts to analyse and understand these 
interrelationships with a view towards taking the specific managerial actions 
necessary to deal with the issue. This approach is both analytical and situational, with 
the purpose of developing a practical answer to the question at hand. 

Important Elements of Co11ti11gency Theory 

Contingency theory has the following fea tures: 
-

l. Managerial actions are contingent on certain actions outside the system or 
sub-system as the case may be. 

2. Organisational efforts should be based on the behaviour of actions outside the 
system so that the organisation gets smoothly integrated with the environment. 

3. Managerial actions and organisational design must be appropriate to the given 
situation. A particular action is val id only under certain conditions. There is no 
one best approach, to management. It varies from situation to situation. 

Implications of Co11tinge11cy Approach 

According to the contingency approach, there are no plans, organisation structures, 
leadership styles, or controls that will fit all situations. There are few, if any, universal 
truths, concepts, and principles that can be applied under all conditions. Instead, every 
management situation must be approached with the ' it all depends' attitude. Managers 
must find different ways that fit different s ituations. They must continually address 
themselves with the question: which method will work best here? For example, in 
order to improve productivity, classica l theorist may prescribe work simplification and 
additional incentives; the behavioura l scientist may recommend job enrichment and 
democratic participation of the employees in the decision-making process. Instead, a 
manager trained in the contingency approach may offer a solution that is responsive to 
the characteristics of the total situation being faced. Organisations characterised by 
limited resources, unskilled labour force, limited training opportunities, limited 
products offered to local markets - work simplification would be the ideal solution. 
Job enrichment programme would work better if the organisation employs skilled 
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Jabour force. Managerial action, thus, depends upon circumstances within a given 
situation. Not any one best approach wi ll work in a ll s ituations. Applying a 
contingency/situat iona l approach requires that managers d iagnose a given situation 
and adapt to meet the conditions present. 

According to Robert Albanese, the strength of contingency approach rests on two 
points: (i) It focuses attention on specific situationa l factors that influence the 
appropriateness of one managerial strategy over another. (ii) It highlights the 
importance to managers of developing skills in situat ional ana lysis. Such skills will 
help managers find out important contingency factors that influence their approach to 
managing. 

The major implications of contingency theory may be summarised thus: management 
is entirely situational; managerial actions are contingent on internal and external 
factors; managerial actions must be consistent with the requirements of internal as 
well as external factors. 

Evaluation 

The contingency approach is a useful instructional device in the sense that it compels 
us to be aware of the complexity in every situation and forces us to take an active and 
dynamic role in trying to determine that would work best in each case. Comb ining the 
mechanistic (Taylor) and humanistic approaches (Mayo) the contingency theory 
suggests tha t different conditions and situations require the application of different 
management techniques. It helps in fitting the classical and behavioural theories in a 
proper framework. It is an improvement over the systems theory in the sense that it 
only examines the relationships between sub-systems of a specific organisation in a 
given environment, but a lso offers solutions to particular organisational problems. The 
systems approach lakes a general view of organisational variables, i.e., technical, 
social, personal, structural and external variables. The contingency theory, on the 
other hand, is concerned with achieving a ' fit' between o rganisation and its 
environment. Practising managers, however, seem to find this theory tenuous because 
it does no t provide a ny specific set of principles to use. 

Table 2.5: Systems vs Contingency Theory 

Systems Theory Contingency Theory 

• Organisation-env ironment relationship • Spells out the relationship of organisation 

not explained clearly. to its environment clearly. 

• Takes a general view of organisational • Takes a specific view of how the 

variables (technical, social, personal, organisation adjusts to its environmental 

structural, external). demands. Mainly concerned with 

structural adaptations of organisation to its 

task environment. 

• Considers all organisations to be • Each organisation is unique. 

similar. 

• Vague and complex. • More pragmatic and action-oriented. 

• Emphasises the synergistic effect of • Relates environment to specific 

organisations and recognises the organization structure and design. It 

external inputs. integrates theory with practice in a 

system's fra mework. 

• Merely outlines interdependencies • Tries to identify nature of 

among systems and sub-systems. interdependencies between various parts 

ofan organization and their impact on 

various other things. 



Contingency theory is attacked by several theoris1s on the following grounds: 

I . Paucity o_f Lireralllre: Contingency theory suffers from inadequacy of literature. 
It has not developed to such an extent where it can offer meaningful solutions to 
different 1mmagerial problems in a specific way. It is too simpl istic to say that 
·manage ria l actions depend on situations' . Instead, it must offer, in precise tenns, 
what a rnanngcr should do in a given situation. 

2. Complex: C onting<,ncy theory is theoretically complex. Even a simple problem 
invol ves a nalysing a number of organisational components, each of which has 
innumerable dimensions. Often, managers may find this to be a difficult and 
taxing exercise. 

3. Defi<!s Empirical Testing: The precepts advanced by contingency theorists cannot 
be put to empirical testing in a concrete way. There are multifarious situational 
factors to be tak~n into account while testing the contingency theory. For example, 
a propos ition that unless the various parts in an organisation move in close 
coord ination, the behaviour at various organisationa l levels would not be 
effec1ive-seems to be a sound one. But when put to empirical testing, several 
pro blems crop up almost instantaneously. 

4. Reactive 1101 Proactive: Contingency theory is also criticised on the ground that it 
suggests a reactive strategy in coping with environmenta l complexity. Instead, a 
proactive s trategy is needed where managers wou ld be able to steer the 
organisation through complex environments with their creative and innovative 
effo11s. 

5. Incomplete: Critics argue that the contingency approac h does not incorporate all 
aspects of systems theory1 and they hold that it has yet not developed to the point 
at which it can be considered a true theory. Further, the goal of integrating 
functional, quantitative, behavioural, and systems approaches in the form of a 
contingency model may prove to be too difficult to realise because of the 
incomplete development of the earlier approaches. Crit ics also argue that there is 
really not much that is new about the contingency approach. For example, they 
point out that even classical theorists like Fayol, cautioned that management 
principles require flexible application. 

In spite of these valid critical expressions, contingency theory holds good at the 
micro-level, where managers are forced to look into internal as well as external 
requirements while managing their organisations. Contingency theory is welcomed as 
a ' refreshing breeze' in management literature that clears away the humanistic and 
general systems ' fog'. The systems theory takes a general view of organisation 
variables, i.e., technical, social, personal, structural and external variables. The 
contingency theory, on the o ther hand, is concerned with achieving a 'fit' between 
organisa tion and its environment. Kast and Rosenzweig have, therefore, rightly 
pointed out that the contingency theory 'falls somewhere between simplistic, specific 
principles and complex, vague notions'. 

The contingency theory, like the systems theory recognises that an organisation is the 
product of interactions between its various constituen t parts (sub-systems) and the 
environment. In addition, as a sort of refinement, it seeks to identify the exact nature 
of interrelationships and interactions. In contrast to the vague systems terminology 
and- perspective, the contingency approach allows us to specifically identify the 
internal and external va riables that typically influence managerial actions and 
organisationa l performance. Accordingly, what constitutes effective management 
varies with the organisation's internal as well as external environment and the 
make-up o f the organisational sub-systems. Thus, the contingency approach falls 
somewhere between simplistic, specific principles (c la ssica l theory) and complex, 
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vague notions (systems theory). This approach provides a long sought synthesis and 
brings together the best of a ll segments of what Prof. Koontz has tenned ·management 
11-ieory jungle'. The classical ideas and behavioural modifications are not rejected. but 
they are viewed as incomplete and not suited for all organisations. Similarly. the ideas 
of systems theory that emphasise the interrelationship between parts a lso have not 
been rejected but they are viewed as vague and unspecific. As a way of correction, the 
contingency approach provides a pragmatic method of analysing organisation sub­
systems and tries to integrate these with the environment. Contingency v iews are 
ultimately directed towards - suggesting organisational designs and manageria l 
actions more suitable for specific situations. 

2.5 CONTRIBUTION OF SELECTED MANAGEMENT 
THINKERS 

The development of management thought is the result of contributions made by 
pioneering management thinkers and experts from other social sciences such as 
economics and psychology. Major contributions of leading management thinkers are 
explained the following section. 

2.5.1 Contribution of Henry Fayol to Management Thought (1841-1925) 

Henry Fayol (1841-1925) is rightly treated as the father of modem theory of general 
and industrial management. The credit of suggesting the basic principles of 
management in an orderly manner goes to Henry Fayol. After obtaining an 
engineering degree, Henry Fayol, joined as chief executive in a coal mining company. 
He developed his management principles and general management theory and 
published them in the form of a book (in French) "General and Industrial 
Administration" in 1916. It was translated into English in 1930. In due course of time, 
Henry Fayol came to be recognised as the founder of modem management theory. His 
analysis of management process acts as the foundation of the whole management 
theory and the present super-structure of management has been built on it. 

Henry Fayol suggested important qualities of managers and stressed the need for 
raising such qualities. He developed fourteen principles of management out of his 
practical experience. These principles are universal in character and are appl icable to 
all types of organisations. Each principle suggested by him has specific meaning and 
significance. According to him, managers in all organisations need to follow these 
principles/guidelines white managing the affairs of their business units. These 
principles are related to the basic components of management process such as 
planning, organising, staffing, leading, coordinating and controlling. He incorporated 
:l1cse principles in the management theory suggested by him. The principles of 
l!lanagement suggested by him are useful not only in business/industria l enterprises 
but also in other organisations such as colleges, hospitals, charitable institutions and 
government departments. Due to bis contribution to management theory and 
principles, Henry Fayol is rightly treated as the Father of Modern Management 
1·hought. · 

Fayol is the first management thinker who provided the conceptual framework of the 
functions of management in his book "General and Industrial Management" . 

2.5.2 Contribution of F. W. Taylor to Management Thought 

F.W. Taylor is one of the founders (the other two are Max Weber and Henry Fayol) of 
c lassical thought/classical theory of management. He suggested scientific approach to 
management also called scientific management theory. F. W. Taylor (I 856- 19 I 5) is 
righ tly treated as the father of scientific management. He suggested the principles of 



scientific management. His concept of scientific management developed into a 
movement and dominated the industrial management for several decades after him. 

His concepts and principles were refined and popularised by several of his fol lo,,·ers, 
notable among them being Hensy Gantt, Gil berths and Emerson. 

According to Taylor, scient ific management in its essence consists of a philosophy 
which results in a combinat ion of four important underlying princ iples of 
management. Firstly, the development of a true science; secondly, the scientific 
selection of the workers; thirdly, their scientific education and deve lopment: and 
fourthly, intimate cooperation between management and their men. The basic 
principles of Taylor philosophy of scient ific management are as noted below: 

I. The development of 'One best way' of doing a job. This suggests the task of 
finding out the best method for achieving the objectives of a given j ob. The 
standards are decided scientifically for Jobs and incentive wages were paid for all 
production above this standard. Here, job analysis and standardisation of tools, 
equipment, machine,y, etc., are required. 

2. Scientific selection of workers and their development through proper training. 

3. Scientific approach by management. The management has to develop a true 
science in all fie lds of work activity through scientific investigat ion and 
experiments. 

4. Close cooperation of managers and workers (labour management relations) for 
better results and understandings. 

5. Elimination of conflict between methods and men. The workers are likely to resist 
to new methods. This can be avoided by providing them an opportunity to earn 
more wages. 

2.5.3 Contribution of Elton Mayo to the Development of Management 
Thought 

Elton Mayo (I 88(H 949) is recommended as the Father of Human Relations School. 
He introduced human relations approach to management thought. His contribution to 
the development of management thought is unique and is also treated as human 
relations approach to management. It was Mayo who led the team for conducting the 
study at Western Electric's Hawthorne Plant (1927-1932) to evaluate the attributes 
and psychological reactions of workers in on-the-job situations. His associates 
included John Dewery, Kurt Lewin and others. Mayo and his associates came to the 
following conclusions from their famous Hawthorne experiments: 

I. The amount of work to be done by a worker is not detennined by his physical 
capacity but by the socia I norms. 

2. Non-economic rewards play a significant role in influencing the behaviour of the 
workers. 

3. Generally the workers do not react as individuals, but as members of group. 

4. Iofonnal leaders play an important part in setting and enforcing the group norms. 

Mayo discussed the factors that cause a change in human behaviour. He concluded 
that the cause of increase in the productivity of the workers is not a single factor like 
rest pauses or changing work ing hours but a coml>ination of these and severa l other 
factors such as less restrictive supervision, giving autonomy to workers, allowing the 
formation of small cohesive groups of workers and so on. Today, as a resu lt of the 
efforts of Mayo and his nssociates, the managers in different organisations recognise 
that workers' performance is related to psychological, sociological and physical 
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factors. Thus, Haw1home Study was an important landmark to study the behaviour of 
worker and his relationship to the job, his fellow workers and the organisation. It 
proved that informal work groups and the opponunity to be heard and participate in 
decision making have an important impact on the productivity of the workers. 

Some of the major findings of Hawthorne Studies are as noted below: 

1. Employee's behaviour is influenced by mental attitudes and emot ions including 
prejudices. 

2. The workers in a group develop a common psychological bond uniting them as a 
group in the form of infonnal organisation. 

3. ln managing and motivating employee groups, human and social motivation plays 
greater role then financial incentives. 

4. Management must understand that typical g roup behaviour can dominate or even 
supersede individual propensities and preferences. 

5. When workers are given special attention by management, the productivity is likely 
to increase irrespective of actual changes in the working conditions. 

Hawthorne Studies are primarily responsible for consideration of non-financial 
incentives in improving productivity. 

Mayo pointed out that the organisation is a social system and informal organisation is 
a real ity. The knowledge of human nature can solve many problems of management. 
He emphasised that successful human relations approach can easily create hannony in 
an organisation, higher employee satisfaction and great operational efficiency. 

2.5.4 Contribution of Peter Drucker to the Development of 
Management Thought 

Peter F. Drucker is a highly respected management thinker. He is a prolific writer and 
has published several books and articles on management practices. He is so versatile 
that there is hardly any area in management, which is not touched by him. He has 
drawn heavily from his consultancy experience spread over the last four to five 
decades. Drucker perhaps is the only Western management thinker who is admired by 
even the socialist bloc countries. His views on management may be summarised as 
follows: 

Management as a Practice 

According to Drucker, management has two important functions, innovation and 
marketing. He has treated management as a discipline as well as a profession. For him, 
management is more of a practice and is always goal oriented. His study on the 
purpose of business as the creation of the customer, if understood in the right manner, 
helps any organisation to achieve success. 

Drucker's view on innovation is equally important in order to pay emphasis during the 
development of a new product. He argues that new products should drive out the 
existing products, rather than the other way round. As such, he is against bureaucratic 
management, as he thinks that it stifles the innovative spirit and the initiative among the 
people in the organisation. He considers that modem organisations are knowledge-based 
organisations and describes the modem workers as knowledge workers considering their 
skills and innovative abilities. 



Functions of Management 

Drucker points out three basic functions of management. The actions of management 
should contribute to: 

l. The achievement of purpose and mission of the institution 

2. Make the work productive and the worker achieving 

3. Effecti ve management of social responsibilities 

Ohjective Setting 

Drucker has attached great importance to objective setting. He has specified that 
objectives should be set for all the key result areas of business. T o make the objectives 
and their achievements more meaningful, he has given a new tool, is popularly known 
as Management by Objectives (MBO). MBO is regarded as one of his most important 
contributions to the discipline of management. He bas discussed the concept in great 
detail in his book, The Practice of Management ( 1954). 

Example: A salesperson might set a goal of increasing customer orders by 15 per cent 
i 11 do I Jar terms over the course of a year. 

Management by Objectives (MBO) is a process where superiors and subordinates 
jointly identify the common objective, set the results that should be achieved by 
subordinates and assess the contribution of each individual. It is viewed more as a 
philosophy than as a tool o r technique to achieve the objectives. 

Orientation towards Justice 

Drucker was a great visionary and futurologist. He was ahead of others in visualising 
the future trends that affect society. He visualised the concept of modem organisation 
and its impact on society several years ago. His views on the many facets of modem 
corporations have come into practical use now. To put it in his own words, he 
describes the present age as the age of discontinuity. 

Federalism 

Drucker advocated the concept of federalism. Federalism, according to him, involves 
centralised control in a decentralised structure. Federalism has certain positive values 
over other methods oforganising. These are as fo llows: 

I. It sets the top management free to devote itself to major policy formulation and 
s trategy development. 

2. It defines the functions and responsibilities of the employees. 

3. It creates yardsticks to measure twin success and effectiveness in operating jobs. 

4 . It helps resolve the problem of continuity through giving education to the 
managers of various units while in, on o perating position. 

2.5.5 Contribution of Chester I. Barnard to the Development of 
Management Thought 

Chester Barnard was one of the Harvard Circle of American management theorists. At 
a t ime when communism seemed a real threat, Barnard came to believe that social 
science could be the key to establishing a s table society. His work centred on a 
description of the organisation as a cooperative system, and described an optimal 
organisation structure, focusing on the role of executives in creating the conditions for 
effectiveness and efficiency. 
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In the functions of the executi \'e he defines an organisation as a system of consciously 
coordinated activities or forces of two or more persons. Two key words used in this 
definition are system and coordinated. Barnard saw a successful organisation as a 
cooperative system in which effective communication enables individuals to achieve 
much more collectively than they could in isolation. 

Functions of the Executh•e 

In simple tenns, Barnard saw the three main functions ofan executive to be: 

1. Implementation and d e velopment of an effective system of communication 

2. Appointment and rele nt ion of effective workers 

3. Motivation of workers. 

Viewing the communication sys tem in an organisation as the key to organisat ional 
achievement, Barnard set out three principles fo r effective commun ication: 

1. Everyone in the organisation must know what the channels of communication are 

2. Everyone must have access to a fonnal communication channel 

3. Lines of communica tion shou ld be kept short and direct. 

As part of his communications theory, Barnard's acceptance theory of authority 
proposes that a manager exerts authority from above, and success depends on its 
acceptance by the e m p loyees managed. In this way, employees detennine how 
authoritative their manager is and, for this reason, the main focus of an executive 
needs to be on creating the right conditions to increase acceptance levels. Barnard 
suggested that this could be done if: 

1. Managers are clear in w hat they ask employees to do, 

2. Employees understand what their manager wants them to do, and 

3. Employees are capable of complying. 

Employees must also understand how their work helps to achieve organisational 
objectives. 

Barnard also saw a need for executives to focus on strategy, and in "The functions of 
the executive" he outlined the process of strategic planning, which he saw as vital to 
putting the organisa t ion on the road to achieving its overall objectives. 

Authority and the /11formal Organisation 

One of the most important ways in which Barnard proposed that executives can 
·• ·crease employees' acceptance of their authority and orders through their recognition 
and use of three zones, setting boundaries within which people evaluate orders, 
defined as zones of indi fference, neutrality and unacceptability. The Zone of 
fodifference for orders is thi: highest acceptable range within which orders will be 
obeyed, and Barnard believed that managerial work involved widening this zone 
through the use of inducements and incentives. With seemingly modern insight, he 
suggested that material incentives were insufficient, and that personal incentives, such 
as increased power or prestige, would be more effective. 

2.6 CONTEMPORARY MANAGEMENT PRACTICE 

Most modem approaches to management have integrated and expanded the key 
concepts developed within the classical approaches. There has bee n an ever increasing 
amount of literature o n m anagement. Doing so has provided a framework for 



managing in modern organisations. The main contemporary management practices are 
as follows: 

1. Q11antitative Management: Teams of quantitative experts tackle complex issues 
facing large organisations. It applies mathematical approaches to managerial 
problems. Introduced by milita1y planners in World War I. Speci fie mathematical 
methods of problem ana lysis were developed. Helped managers selec t the best 
alternative among a set. Models neglect non quantifiable factors. Managers not 
trained in these tec hniques may not trust or understand the tcc lrniques· outcomes. 
Not suited for non-routine or unpredictable management. 

2. Organisational Behllviour: Organisational Behaviour (OB) has its roots in the 
Human Relations approach. Theorists believed that the assumptions of the Human 
Relations approach were too simplistic in nature, failing to adequately explain 
human behaviour. U nder the Human Relations view happier employees were 
more productive. However, repeated research studies failed to find a definitive 
causal relationship between job satisfaction and employee perfonnance. They 
started to focus more on management activities that encouraged employee 
effectiveness by exploring individual, group and organisational processes - all of 
which are critica lly important roles in contemporary management. OB borrows 
heavily from sociology, psychology and anthropology. Key areas studied under 
OB include: worker stress, job satisfaction, learning and re inforcement, group 
dynamics,job and organisational design, and organisational change. 

3. Systems Theory: Barnard ( 1886-196 I) Systems theory addressed the role of the 
external environment. A system is a set of interdependent parts or elements which 
functions as a whole in achieving certain goals or objectives. The organisation is 
viewed as an open system rather than a closed system. Organi sations are systems 
that transform inputs from the environment into outputs to the environment. 
Organisations must be aware of the environment in which they operate adapting to 

. take advantages of opportunities and minimise threat. 

4. Total Quality Management: The overall approach of TQM is the management of 
quality and the control of processes to ensure the quality of goods or services. It 
involved a shift from an inspection o riented approach to a preventative orientated 
approach. The fathers of the Quality Revolution were Deming and Juran. The 
three principles of TQM philosophy include: 

(a) Customer focus 

(b) Continuous improvement 

(c) Teamwork 

Example: Today, a manager pays close attention to the demands of quality, 
customer service and competition. The process begins with attention to the needs 
of customers: What do they want? Where do they want it? When do they want it? 
Based on the answers to these questions, managers line up resources and take any 
action necessary to meet customer expectations. 

5. Chaos Theory: As chaotic and random as world events seem today, they seem as 
chaotic in organisations, too-. Yet for decades, managers have acted on the basis 
that organisational events can always be controlled. A new theory (or some say 
"science"), chaos theory, recognises that events iAdeed are rarely controlled. 
Many chaos theorists (as do systems theo1ists) refer to biological· systems when 
explaining their theory. They suggest that systems naturally go to more 
complexity, and as they do so, these systems become more volatile (or susceptible 
to cataclysmic events) and must expend more energy to maintoin that complexity. 
As they expend more energy, they seek more structure to maintain stability. 
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This trend continues until the system splits, combines with another complex 
system or falls apart entirely. Sound familiar? This trend is what many see as the 
trend in life, in organisations and the world in general. 

Examples: 

1. Some good examples of the edge of chaos theory are seen in Lashin.ky's 2006 
article in Fortune magazine, Thaos by Design."' In this article, he describes how 
Silicon Valley companies are the most li kely to be ·'flirting with the edge of 
chaos. '· The company he focuses on is Google. which he describes as a "prime 
example of a company flourishing on the edge of chaos". The entire company is 
very laid back, with free cafeterias and employees zipping around on motorised 
scooters, and it has an "anything goes spirit." He goes on to say that Google 
employees are only very lightly supervised and that failure coexists with triumph. 
He even says that no one is too bothered about whether or not they succeed, and 
that if their project makes money it is a bonus. 

2. An example given by Brown (I 998) is that of Galaxy, (a pseudonym) another 
Silicon Valley software company, whic h h ired people for their brains and 
character rather than their experience, which gave the offices a "college feer· and 
once hired, people were left to "do their own thing." 

Therefore, contemporary management approaches have dominated the field of 
management since the 1950s. They are still very influential in both theory and 
practice. All of these approaches need to be taken into consideration by practicing 
managers when striving to compete in competitive business environment. 

2.7 PROBLEMS AND CONFLICTS IN MANAGEMENT 
THEORIES 

lt has already been observed that there are contradictory and conflicting argwnents in 
management theories and hence they are no more than proverbs. The problem is how a 
practitioner must choose his approach. Revisionists are aiming for a high-level, 
comprehensive, integrated theory that would bring order. Their theory and methods 
are colliding at certain points with those of the earlier scientific management (classical 
theory) and human-relations (neo-classical theory) movements. It also appears that 
unification of different schools of thought, of the theories in management is unlikely 
and each will maintain its viewpoint. The reasons for such a conclusion lays in the 
problems, of semantics (everyone say ing the same thing but using different 

. terminology), differences in definitions of management and the tunnel vision of each 
school to see its own point of view. 

As far as practitioners are concerned, there is no rational basis to choose a style or 
approach. Each approach depends upon a special knowledge of concepts from 
different fields of study. Probably each individual may have to assess himself and his 
environment and make a choice of one of more approaches that suit him. 

Example: Evans cites the example of the technical processing work of libraries as best 
suited to the school of challenge-response and says that the 'most successful managers 
select elements from various schools that fit their personalities'. As a matter of fact, 
practicing managers are basically unaware of, or less concerned about management ' s 
division into schools. They give different emphas is to problems in different situations, 
draw together what they know about management and what is most appropriate. In 
other words, the schools of thoughts in management are transcending into an electric 
stage as far as modern managers are concerned. 

Another basic problem of the management theory is to provide adequate explanations 
and predictions in subject matter that is subjected to rapid and extensive change. 



Management theories have to be dynamic and embrace a number of upcoming 
subjects and concepts. 

Yet another problem inherent in the applied science nature of management is that of 
separating the managerial implications from non-managerial implications when inputs 
are taken from the fields like organisation theory, decision theory, personality theory, 
game theory, infonnation theory, communication theory, learning theory, group theory 
and motivation theory. The problem is 10 demonstrate and support conclusions 
applicable to management theory. 

The recent trend is to play greater attent ion to comparative management theory, which 
emphasises cross-cultural study as well as variations within a given culture i.e .. across 
the boundaries between nations or cultural groupings of nations, as well as in different 
organisational or administrative contexts like schools, hospitals, libraries, etc., within 
a given culture. 

2.8 LET US SUM UP 

The history of Management as a discipline is traced from the 19th century. 
Development of a unified and integrated management theory out of 'the management 
theory jungle' has some difficulties like applied science nature of the subject, lack of 
coherent theoretical concepts of its own and heavy reliance on concepts borrowed 
from other disciplines. A number of schools of management thought have emerged 
since the end of the 19th century and each sees management from its own viewpoint. 
There, are many ways of classifying these theories or schools. One broad way of 
grouping management theories is to group them as classical, neo-classical and modern 
management theories. The classical management theory is referred to the period 
between 1880s and 1920s. This phase consists of Scientific management of F.W. 
Taylor and his followers, Administrative management of Henry Fayol and others and 
Bureaucratic organisation of Max Weber. The classical theory emphasised the 
economic rationality of management and organisation and suggested to detennine the 
best way to perform a job. This theory is criticised for its assumption that people are 
motivated primarily by economic reward. 

The Neo-classical theory, which is identified with the period from I 920s to 1950s, is 
concerned with the human oriented approach and emphasised the needs, drives, 
behaviours and attitudes of people. The human relations school together with (early) 
behavioural schools constitutes this group. The social person view of employees is the 
basis of this set of schools. 

The famous Hawthorne experiment conducted by Mayo, Roethlisberger and Dickson 
is a milestone in the endeavours of this school. Several behavioural scientists 
including Maslow, McGregor, Argyris, Herzberg and Liker! have contributed to this 
school as well as to organisational humanism school under the modem management 
theory. This school is criticised for its overemphasis on human variables and symbolic 
rewards which may not be appreciated by the recipient's 'significant others'. The 
development of management thought is the result of contributions made by pioneering 
management thinkers and experts from other social sciences such as economics and 
psychology. The main contemporary management practices are: quantitative manage­
ment, organisational behaviour, systems theory, total quality management and chaos 
theory. 

2.9 LESSON END ACTIVITY 

Can a manager use tools and techniques from several different perspectives at the 
same time? Can a manager use both classical and behavioural perspective? Explain. 
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Administrative Management: This approach seeks to systematically study the 
management process and also with the functions that managers perfonn and effective 
principles of management have been developed. 

Autocratic leader: A person who tells subordinates what to do and expects to be 
obeyed without question. 

Behavioural Scl1ool of Management: Also known as the behavioural sciences 
approach, the approach applies psychological and sociological theories, methods and 
techniques to the study of interpersonal and intrapersonal aspects of managing and is 
primarily concerned w ith human psychology, motivation, and leadership as distinct 
from simple mechanical efficiency. 

Critical Path 1l1ethod (CPM): A planning and control technique that involves the 
display of a complex project as a network with one time estimate used for each step in 
the object. 

Decision-making: The process of generating and evaluating a!tematives and making 
choices among them. 

Delegation: The process of assigning responsibility along with the needed authority. 

Empathy: The abil ity to identify with the various feelings and thoughts of another 
person. 

Hawthorne Effect: The influence of behavioural researches on the people they study. 

Simulation: A technique for experimenting with a real world situation through an 
artificial model that represents that situation. 

2.11 QUESTIONS FOR DISCUSSION 

I. What are the basic concepts of a series of ideas developed by Taylor? 

2. Explain unity of direction. 

3. Why stability of tenure is necessary? 

4. Write a short note on administrative theory. 

5. List out the major s trengths of the contingency approach. 

6. What are the primary contributions of the classical school of management? 

7. Outline Taylor's Scientific Management and examine its relevance to manage­
ment in the present-day business. 

8. "To fulfil goals and sustain the vitality of an organisation within a world of 
changing va lues requires innovation, experimentation, and flexibility in designing 
and implementing management systems." Discuss. 

9. Distinguish between Human Relations Theory and Scientific Management. 

I 0. Describe the contribution of any two leading management thinkers. 

I I. Explain the problems and conflicts in Management Theories. 

12. Discuss the principles of management developed by Henry Fayol. 



Check Your Progress: Model Answer 

I. Hierarchy 

2. Bureaucrats 

3. Worker 

4. Decisions 
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After studying this lesson, you should be able to: 

• Explain the concept of planning, its characteristics as well as its elements 

• Describe the concept of management by objectives (MBO) 

• Classify the different types of planning premises 

• Identify the steps invo lved in the planning process 

• Discuss the advantages and limitations of planning 

• Explain the meaning of decision-making 

• Discuss the different types of decisions taken by managers 

• Jdentify the process in decision-making 

• Describe the tools used in decision-making 

• Recognise the quantitat ive approaches of decision-making 

3.1 INTRODUCTION 

It is true to say that management of a business or an organisation whether at national 
level or international level is not possible without proper planning. A plan is a forecast 
for accomplishment. It is a predetennined course of action. It is essentially a process 
to determine and implement actions to achieve organisational objectives. Planning, 
simply expressed, is setting goals and deciding how to achieve them. Further the 
knowledge of planning premises which are systemic and logical, estimate for the 
future factors affecting planning has also become essential for managers today. 

Apart from planning, decision-making is also a fundamental aspect of management 
because it requires choosing among alternative courses of action. Decision-making 
helps managers confront the challenge of dealing with complexity, uncertainty and the 
need for flexible thinking. 

Managers take decis ion using a decision-making process which sta11s with 
identification of the purpose of the decision and ends on evaluation of the results. 
Managers nowadays use a number of tools such as payoff matrices and decision trees 
in decision-making. Moreover, some quantitative approaches and models of 
decision-making are also employed by them in decision-making. 

3.2 MEANING OF PLANNING 

Planning involves deciding in advance what is to be done, where, how and by whom it 
is to be done and how results are to be evaluated. 

In planning, the function of ' what is to be done' involves identification of alternatives 
and selecting one of them. 

According to Henry Fayol, " the plan of action is, at one and the same time, the result 
envisaged, line of action to be followed, the stages to go through, and methods to use. 
It is a kind of futu re picture wherein proximate events are outlined with some 
distinctness whilst remote events appear progressively Jess distinct". 

The term, planning, has been defined by various management thinkers with emphasis 
on its different aspects. 



Some of the definitions are given below: 

According to Terry, '·Planning is the selecting and relating of facts and the making and 
using of assumptions regarding the future in the visualisation and formulation of 
proposed activities believed necessary to achieve the desired results.,. 

According to Allen, ··Management planning involves the development of forecast, 
objectives, policies, programmes. procedures, schedules and budgets ... 

According to Kast and Rosenzweig ... A plan is a detennined course of act ion.·· 

According to Newman and Summer, --The process of planning covers a wide range of 
activities, all the way from initially sensing that something needs doing to firmly 
deciding who does what, when ... It is more than logic or imagination or judgement. It 
is a combination of all these that culminates in a decision - a decisio n about what 
should be done. The decision phase of planning is so important that the expression 
' decision-making' is used as a synonym of planning.'' 

According to Masse, " Planning is the process by which a manager looks to the future 
and discovers alternative courses of action open to him." 

According to Hairnaiu1, '·Planning is deciding in advance what is to be done ... 

According to Goetz, "A pla1rning problem arises only when an a lternative course of 
action is discovered." 

According to Hart, "Planning is the determination in advance of a line of action by 
which certain results are to be achieved". 

Example: Production technique may change in future with emphasis on automation. 
Managers meet this contingency by planning out a schedule of replacement of 
machines, training of the personnel, developing product through research and 
arranging for additional finance needed to implement the scheme in time, etc. 

3.2.1 Characteristics of Planning 

From the above definitions, the following main characteristics of plaru1ing would be 
evident: 

1. It is based 011 objectives and policies: Planning involves selecting objectives and 
developing policies, programmes and procedures for achieving them. Unless 
objectives are known, a manager cannot do any planning. 

2. It co11cems future activity: The essence of planning is looking ahead and is 
concerned with deciding in the present what has to be done in future. 

3. It is a mental activity: According to Koontz and O'Donne ll, planning is an 
intell&tual process, the conscious determination of courses of action, the basing 
of decisions on purpose, facts and considered estimates. 

4. It is based 011 facts: Planning is not guesswork. It is conscious determination and 
projecting a course of action for the future, and is based on objectives, facts and. 
considered forecasts. 

5. It pervades all managerial activity: AH managers, whether belonging to the top 
· management group or middle management or lower management group, are 
engaged in the process of planning. Thus, planning is not the responsibility of top 
management alone. Decision-making activity is involved at all levels of 
management. Pfanning horizons broaden as one goes up the level of management 
hierarchy. 

6. It is a primary functiou of management and has close relatiouship with 
control/i11g: No orgnnisution can come into existence without planning. In fact, all 
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other functions of management largely depend upon planning. The other functions 
of management viz .. organisation. staffing. directing and control can be perfoTTTied 
only after necessary planning has been done. 

Example: Taking the example of control function, you can say that it has a very 
close relationship with planning. Targets are laid down before hand and efforts are 
made to achieve these targets. The results are compared with the targets and 
corrective action taken. 

The above example shows that the management is a circular process, beginning 
with planning and returning to planning for revisions and adjustment. 

7. It has a dynamic aspect: This aspect of planning is a corollary to the proposition 
that management process is a circular process. The manager does planning on the 
basis of some assumptions which may not come true in the future. Therefore, he 
has to go on revising, modifying and adjusting plans in the light of the 
circumstances prevailing. Planning is not only the primary function of 
management; it is also a continuous function of management. 

8. It is directed towards efficiency: This characteristic of planning is a corollary to 
the proposition that (i) planning is an intellectual activity and (ii) planning is 
linked with goals and objectives. 

The quality of planning depends upon the quality of the intellectual activity and 
the precise goals and objectives. 

If quality of the intellectual activity and the precise goals and objectives are 
carefully considered, there is uo doubt that planning will lead to overall efficiency 
in the organisation. 

9 . Precision is the prerequisite of planning: Planning does not mean day-dreaming. 
Planning is to be realistic and intelligible and is to be based on the organisational 
objectives. Precision in planning is necessary otherwise the resultant plan cannot 
be put into action. Absence of precision in planning will result in drafting faulty 
plans. Absolute precision and accuracy in planning is not possible as there are a 
number of limitations to which planning is subjected. 

I 0. Planning is to be flexible and adaptable: Planning cannot be rigid, it is to be 
flexible and adaptable. Planning is done partly on the basis of assumptions about 
certain happenings. These assumptions need not tum out to be as thought of. The 
environments and circumstances might be different from those envisaged. 

I I. Once plan is prepared, it should be communicated to all those concerned: This 
will facilitate the process of implementation and achievement of the objectives of 
the organisation. 

12. Planning involves six basic questions: These are - What is to be done? Why 
should it be done? Who will do it? How will it be done? Where will it be done? 
With what resources will it be done? The answers to these questions help in doing 
effective planning. 

13. Planning is essentially decision-making: Planning involves choosing among 
alternatives. This is done by weighing the consequences of different courses of 
action. 

14. Planning has close relationship with time: Managers, at different levels are 
concerned with different planning periods. Top-level managers are concerned with 
long-term planning. The middle-level managers have short-term plans. The 
lower-level managers set more immediate objectives and they plan within the time 
span of days or weeks. The relationship between management planning levels and 
ti111e spans are shown in Figure 3.1. 
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Figure 3.1: Relationship between Management Planning Levels and Time Spans 

15. Pla,rning involves certain considerations: The process of planning leads to action 
which may affect a number of people - both within and outside the organisation. 
Therefore, the managers must keep in mind the interests of consumers, employees, 
state and the society at large. 

3.2.2 Components or Elements of Planning 

The planning function in business includes setting objectives, laying down policies, 
formulating procedures and rules, strategies and programmes, budgeting, forecasting 
and decision-making. A simple explanation of these terms is given below: 

Example: 

Elements of Business Planning for ABC Ltd. 

Business Planning 
(Mission, Purpose and Target Planning} 

(Deciding in advance what is to be done, where, how and by whom to be done) 

Policies 

Procedures 

Rules 

Strategies 

Programmes 

Budget 

Forecasting 

General statements of understanding to guide thinking. 

Manner in which activities are performed; when and how they will be 
performed. 

Definite actions to be taken or not to be taken. 

Action plans based on actual plans or probable actions of others. 

Single use plan for new and non-repetitive activities. 

Time-bound plans expressed in quantitative terms. 

Probing the future by inference from the known facts. 

Decision-making : Choosing between alternative courses of action. 

3.3 MANAGEMENT BY OBJECTIVES 

The tenn Management by Objectives (MBO) first appeared in literature as a way of 
building teamwork. Its author, Peter F. Drucker says, "Business enterprise must build 
team-efforts, must all pull in the same direction, contributions must fit together to 
produce a whole - without gaps, without friction, without unnecessary duplication of 
effort. Business perfonnance, therefore, reqllires that each job be directed towards the 
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objective of \\·hole business··_ The practical utili ty of 1he concept o f \IBO is \,·idely 
recognised in business ,, orld. 

MBO encourages managers not to depend on hunches or guesswork but 10 work for a 
defined goal in a systematic manner. The organisation objectives are converted into 
personal goals for alt managerial levels to integrate the individual with the 
organisation. 

MBO is carried out in a sequence of steps taken in a certa in order. Just like a 
manufaciuring process which converts raw material into a finished product in s tages. 
MBO accomplishes overall objectives of the business by breaking it into several 
phases, developing opera1ing plans for each phase, involving manag ers to implement 
each phase and setting a time scale for each phase's completion . 

MBO has four basic s teps which are explained below: 

3.3.1 Setting Objectives 

Setting objectives is a multistage process. It starts with examining the current state of 
affairs, level of effic iency, problems and opportunities, etc. The key result areas are 
then identified. These may focus on product markets, improved ser" ices. lowered 
costs, work simplification, employee motivation, profitability and social 
responsebility, e tc. 

Example: The sta tement of the objectives ofa leading enterprise in the Public Sector 
in India: 

Bharat Heavy Electricals Ltd. 

Company Objectives 

I. To achieve a dominant position in the engineering development and manufacture of 
electrical and mechanical equipment for generation, transmission and uti lisation of 
energy and electric power. 

2. To carry on a growing and profitable worldwide business in electrical/mechanical 
equipmenl for the generation, transmission and utilisation of e nergy and its related 
products, systems and services for power stations, industry, agriculture and transport. 

3. To become a leader in research and development in different fields of engineering and 
technology in the areas of work relating to the business and to ensure a steady flow of 
new products, processes, services, methods, organisational pattern relationships. 

4. To ensure sound commercial policies, customer acceptance and satisfaction for the 
company's p roducts and services. 

5. To design, manufacture and market all company's products and services of good 
quality and at fair prices. 

6. To build public confidence for products and services bearing the company's name and 
brands through sound competition, advertising, promotion, selling and services. 

7. To evolve a participative style of management which will ensure good working 
conditions and job satisfaction to all employees, wages commensurate with their 
perfonnance, career advancement and goodwill amongst all employees, and respect for 
the human individual. 

8. To ensure continuous development of competent managerial personnel a nd make best 
use of both the human and material resources of the business. 

9. To design an o rzganisational structure with clearly enunciated objectives and policies 
where freedom to function and flexibility to perfonn will be ensured for all in 
accordance wi th their abilities, capacities, resourcefulness and ini tiative. 

Contd ... 



10. To provide a reasonable and adequate rerum on the invested capital and generate 
adequate internal resources to finance growth of the company and fulfil national 
objectives. 

11. To fulfil , as an instrument of social change, by adapting company policies. products, 
services. facilities. plans and schedules, the social. civic and economic responsibilities, 
commensurate w itl1 the opportunities afforded by the size. success and nature of the 
business and of public confidence in it as a corporate enterprise. 

12. To give fu ll consideration to the environmental impact of all products and processes 
developed. de~igned and built by BHEL. 

The objectives must be formulated carefully as they are the guidelines for al I 
concerned in the org anisation. Some important considerations in this regard are: 

I. Objectives s hould be defined in terms of result to be achieved. 

2. Objectives must be written and stated in positive terms. 

3. Objectives should be designed to coincide work resources, facilities and skills that 
are available. 

4. Time limi ts should be indicated for achieving targets and goa ls. 

5. The process of setting objective should be participative, so that those accountable 
for performance own it as their personal objectives as well. 

The responsibility of setting objective is collective as well as individual. 

The overall objective of the organisation is based on what different departments and 
divisions can do together. Each manager has to develop and set objectives for his 
department or unit within the framework of overall objective of the organisation. The 
need of objectives for managers from the top management, down to production 
foreman is, thus, recognised in MBO. 

The objectives which each manager is supposed to set include: 

l. What perfonnance his managerial units will give? 

2. What contribution he and his own unit will make to other units? 

3. What contribution he expects from other units towards the attainment of his own 
objectives? 

Setting General and Specific Objectives 

Survival and growth a re the genera l objectives of business. Survival represents 
minimum conditions under which owners will continue to employ their funds in the 
business. The growth objective represents increasing the volume of production, 
tum-over and other efficiency measures in an organisation. The general objectives are 
long-tenn, broad in perspective and cover company-wide activities. 

The specific objectives include the goals of the various company departments, 
sections and individuals. They are subsidiary objectives of the enterprise and are 
meant to achieve the general objectives of the enterprise. 

The managers are required to set both general and specific objectives. 

Time Element in Setting Objectives 

In setting objectives, time element is also important. The management has to 
determine both Jong-tenn and short-term objectives. Long-term objectives refer to 
organisation objectives for some distant future while short-range objectives include 
objectives for immediate future. Short-range objective should be a part of the 
long-range objective. 
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Setting of Objectives for Key Area of Business 

The plurality of objectives necessitates setting of objecti,·es for each key area or 
business. Peter F. Drucker states, ··Object ives are important in every area where 
performance and results directly affect the survival and prosperity of business ... He 
goes on to suggest eight specific areas in which objectives have to be set in terms of 
perfonnance and results. 

These areas are: 

I. Market standing 

2 . Innovation 

3. Productivity 

4. Physical and financial resources 

5. Profitability 

6. Manager perfonnance and development 

7. Public responsibility 

8. Worker performance and attitude 

There is always the need to decide the priorities amongst the different objectives, 
keeping in view the environment in which business operates. Also the manager has to 
devise ways of balancing the different objecti\'eS such as making profits, scn·ing 
customers, expanding existing business, decreasing cost, producing quality goods, etc. 

As mentioned earlier, this is an intellectual exercise and is a part of planning process. 
The different objectives are interdependent and mutually supportive. But the 
realisation of one objective does not mean the automatic realisation of other 
objectives. The task of coordination is very important to achieve the basic objectives 
of the organisation. · 

3.3.2 Development of Action Plans 

Setting objectives on paper is not enough. It must be translated into action plans. This 
may require allocation of specific responsibilities to different departments, divisions 
and individuals. It may also call for the decisions regarding the resources needed, time 
requirements for completing the targets and building motivators into the work. 

3.3.3 Conducting Periodic Reviews 

TI1e next phase in MBO process is to establish a control system with a view to keep 
activities and efforts on a prescribed and planned course. It helps to ensure that what is 
intended to be accomplished is accomplished. The performance is measured in terms 
of quantity, quality, time and cost. 

How much has been done, how good it is, how much time it has taken and at what 
expense are some of the vital questions which need to be examined consistently at 
regular intervals. 

The deviations from the standards laid down are scrutinised and reported for 
correction, if needed. The regular reporting not only provides feedback which is 
essential for completion of work in time but also motivates the managers accountable 
for performance. 

3.3.4 Performance Appraisal 

The last phase of an MBO programme is to evaluate performance annually. The 
annual review is comprehensive and is done at the organisation level. It gives both 
breadth and depth of treatment to all aspects of the MBO programme. 



Appraisal method developed under MBO has significant advantages O\'er the many 
other appraisal methods in business for the following reasons: 

I. It is oriented towards job requirements and focuses on personality. 

2. It is more objective as it is based on reliable and accurate information. The targets 
are known to those who are responsible for its achievements. 

3. It is positive. lt does not provide for unilateral actions as found in other systems of 
appraisal. It is based on the principle of meeting of minds (consensus), 
communications, job expectations and motivations. 

4. It is innovating and future-oriented. The employee is encouraged to experiment 
for advancement. 

Modem management is management by objective. Without objectives an enterprise 
would be like a ship without rudder and compass, and all efforts may be wasted . 

3.4 PLANNING PREMISES 

Planning is concerned with future which is full of uncertainties. The manager works 10 

reduce the element of uncertainty, so that his plans become effective. If a manager 
begins with a hunch, an intuition or a supposition about future, he may succeed 
sometimes, but his foundations are weak. He must consider the predictions and 
assumptions about the future events carefully. Only then he will be able to develop 
consistent and coordinated plans. 

The business is confronted with all types of uncertainties, such as change in 
consumer's choice, population growth and structure, competition, economic 
conditions, political situation, government policies, technological innovations, 
international situation, etc. 

The innumerable forces and factors which react upon the business enterprise may be 
internal or external. The manager has to formulate the premises keeping in mind these 
forces. But it is neither necessary nor practical for a manager to keep all the factors in 
mind. He should concentrate on strategic factors and forces which have material 
bearing on his business. Once he recognises the strategic, crucial or limiting factors, 
he can select the correct and realistic premises upon which the super-structure of 
planning will stand. 

One of the major purposes of premises is to facilitate the planning process by guiding, 
directing, si~plifying and reducing the degree of uncertainty in it. 

3.4.1 Classification of Planning Premises 

Planning premises may be classified as: 

I. Internal and external premises: The factors which exist within a business 
enterprise, furnish the basis for the internal premises. 

Example: Internal premises include skills of the workers, capital investment 
policies, philosophy of management, sales forecasts, etc. 

On the other hand, the factors which are external to the enterprise furnish the basis 
for external premises. 

Example: Economic, social, po li tical, cultural and technological environment are 
external premises which are beyond the control of an organisation. 

2. Tangible and intangible premises: Tangible pre mises are those which can be 
quantified one way or the other, such as money, time and units of production, etc. 
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On the other hand, intangible premises are those ,, hic h defy quantification. such 
as public relations. company·s reputation. employee mora le and moti,·ation. 

Though intangible premises cannot be expressed nume rically, they cannot be 
ignored while planning. 

3. Controllable, semi-controllable and uncontrollable: There are certain factors 
which are subject to the decisions of the management. r or instance, it is wi thin the 
jurisdiction of the management to decide what policies. procedures, rules, etc., 
will be fo llowed in the organisation. Such factors are known as controllable 
premises. 

E.rnmp/e: Controllable premises include factors like materials, machines and 
money . 

Semi-controllable premises are those over which management has partial control. 

Example: The examples of semi-controllable premises are the demand of industry 
on the finn·s share in the market, union-management relations, etc. 

Premises over which a business enterprise has absolutely no control fall under the 
category of uncontrollable premises. 

Example: The examples of uncontrollable premises are- war, natural calamities, 
new discoveries and inventions, emergency legislation. etc. 

4. Constant and variable premises: Constant premises are those which behave in the 
similar fashion, irrespective of the course of action taken. They are definite, 
known and well-understood. 

Example: The examples of constant premises are men, money and machines. 

On the other hand, variable premises are those which vary in relation to the course 
of action taken, such as the union-management relations. 

5. Foreseeable and unforeseeable premises: Foreseeable premises are those which 
are definite and well-known and can be foreseen with certainty. 

Example: The requirements of men, money, machines etc., are examples of 
foreseeable premises. 

Unforeseeable premises are those which are not definite and unknown and cannot 
be foreseen with certainty. 

Example: The examples of unforeseeable premises are strike, war, natural 
calamity, e tc. 

3.5 IMPORTANCE/ADVANTAGES OF PLANNING 

Planning is useful in all organisations. Its usefulness and importance can be 
understood with reference to the following advantages: 

I. It reduces random and haphazard activity: P lanning involves disciplined 
thinking and the manager puts his thoughts in writing before acting. He has to 
decide in advance what he is going to do and how he will do it. By thinking ahead 
a manager can minimise the chances of making hasty decisions and haphazard 
action. 

2. It promotes internal coordination: Planning helps in making possible the 
integrated and coordinated effort. This becomes possible because the goals and 
object ives a re predetermined and all the departments are conscious of the 
enterprise objectives and, therefore, take steps to achieve them within the 
stipulated time. 



3. It facilitates control: As mentioned earlier, the management process imohes 
planning and control in addition to other functions. The control function is \·ery 
much dependent upon planning. It is only by efficient planning that a manager 
will be able to check the performance of his department. He can compare the 
perfonnance with the standards or targets laid down by the process of planning. 

4. It leads to m•era/1 efficiency in the organisation: Planning helps in proper 
utilisation of resources. The manager discovers alternative uses of resources and 
chooses that alternat ive which is most efficient. The unproductive and inconsistent 
activities are eliminated because of proper planning. The morale of the employee 
is improved because it gives a real sense of effective participation. 

5. It helps in taking care of future activity: Planning does not involve merely 
assessing the future. Providing for future contingencies is an equally important 
part of planning. As planning is a dynamic process, the manager can take care, at 
least in part, of the future developments as they unfold themselves. He can revise, 
modify and adjust plans in the light of the circumstances prevailing. 

Example: The manufacture of television sets is a case in point. The change away 
from black and white to colour television did not take place overnight. The 
manufacturer had to determine what percentage of production should be assigned 
to colour sets and what to black and white and how to retain efficient production 
of both I ines. 

3.6 LIMITATIONS OF PLANNING 

Although planning is pervasive and primary function of management and has many 
advantages for the organisation, in actual practice, there are many barriers and 
limitations of planning. If planning is to be useful and purposeful, it is necessary that 
the manager understands them. 

Some of the limitations are explained below: 

I. Planning premises may not be fully reliable: The premises, assumptions and the 
facts on which planning is based may not come to be true. 

2. Dynamic conditions act as a limitation of planning: The assumptions on which 
planning is based may not hold good and the conditions under which plans are 
being implemented may differ from the assumed conditions. 

3. A val/ability of time is a limiting factor of planning: Planning is time consuming. 
Sometimes it causes delay in taking actions. Emergency s ituations in business 
require prompt action and allow little time for thinking and planning. 

4. Cost involved in planning is also a limiting factor: Planning is a costly process. 
A good deal of time, energy and money is involved in gathering of facts and 
testing of various alternatives. 

5. Mental attitude of management can be a serious limiting factor to planning: 
Some persons are psychologically opposed to planning as they consider the 
present more impo.rtant than the future. They think that future cannot be predicted 
with certainty and that present is certain. These people have a: natural resistance to 
change. McFarland calls mental attitude of management as a psychological barrier 
to planning. 

6. Procedural and policy rigidities also prove to be a hindrance to planning: 
Planning has a tendency to make administration rigid and inflexible. Procedures, 
rnles and policies once established are difficult to change. This limitation curbs 
initiative as it forces the manager to operate within the limits of planning. 
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Once capital is in\·e~ted in certain equipment the replacement of whic h is costly. 
future planning would be limited. 

8. Rigidity: Planning involves the determination of a course of action in advance. It 
may lead to internal inflexibility and procedural rigidity. 

Example: With the planning a business or organisation may achieve certain go als . But 
this way planning may create rigidity or may lock certain business goals. 

All the above limitations to planning are termed as internal. There are some external 
constraints on planning also, over which the manager has little or no control m ;:lll. The 
environmental forces that influence planning strategy may be scientilic. tecl111olog ical, 
economic, political, ethical, legal and social. 

Example: The personnel policies of an organisation might be limited by stro ng labour 
un ion. Similarly directives, rules and legal provisions as framed by Government from 
time to time wi ll be a constraint on managerial decisions. 

Jn actual planning. the manager will have many constraints on his decision-making 
powers. Therefore, he should not regard planning as simple process. A lso. he should 
not regard planning as a panacea for all the ills of his organisation. 

3.7 STEPS IN PLANNING (PLANNING PROCESS) 

Planning in a business enterprise usually involves the following steps: 

I . Establishing clear-cut objectives: Every organisation must identify and define the 
problems which may arise in course of time and will call for planning. 

Example: Following are the examples of clear cut objectives in different industries 
or departments. 

(a) The purpose ofa hospital is to provide medica l help for the sick. 

(b) The aim of police department is to maintain law and order. 

(c) Business units produce and sell goods with the objective of earning profit. A 
business unit has to first decide about the goods that it will produce and sell. It 
then has to lay down objectives for each department and section, and finally 
for each individual. 

2. Identifying and defining the real problem: The manager has to establish the 
goals. In the absence of this step, the energies of the people may be wasted and 
they may be working in opposite directions. 

3. Collections of facts and data: All relevant information and data relating to the 
planning problems from internal and external sources is to be co llected and 
analysed. 

4. Establishing the planning premises: As discussed above, in order to develop 
consistent and coordinated planning, it is necessary that planning is based upon 
carefully considered assumptions and predictions. Such assumptions and 
pre•dictions about the future are known as planning premises. Jt is not advisable to 
assume that environment factors will remain the same. Therefore, the assumptions 
under which plans are to operate should be clearly brought out. 



A business enterprise has to prepare forecasts regarding sales, prices and \\ ages 
taking into consideration projections of taxes. population, change in fashion and 
standard of living, before planning can be done. 

Example.· It may be assumed that there will not be any change in tax laws, and 
that the business unit wi ll have sufficient cash to meet its expenses. These 
assumptions about the future environment of the business are planning premises. 

5. lde11tifyi11g alternative courses of action: The manager is to se<1rch for and 
examine alternative course of action. He has also to assess their probable 
consequences. 

Example. 

(i) To fulfil the objective of increasing the income of a business unit, managers 
can use any one or more of the following methods: 

(a) Increase the sale of its existing products 

(b) Improve product quality 

(c) Produce and sell new products 

(d) Increase the prices of products 

(e) Reduce the wages of workers 

(ii) A manager can think of increasing the efficiency of employees by increasing 
their salary, by providing good working conditions and by strict supervision. 
For each decision, managers should develop as many alternatives as possible 
so that they can select the best course of action. 

6. Evaluation of alternative courses of action: The manager bas to compare the 
relative importance of the alternative courses of action. The relative importance 
can be found out by seeing the strong points and the limitations of the various 
alternatives in the light of the objectives of the enterprise. The evaluation involves 
weighing of the various complex factors both tangible and intangible, involved in 
each case. The manager should make a choice after comparing factors which are 
crucial from the point of view of the objectives and goals of the enterprise. 

Example: To maximise income, managers may not think further about reducing 
tl1e wages of workers. If wages are reduced, strike may follow and there will be 
dissatisfaction among workers. 

Similarly, if prices are increased, the business unit may not be able to face 
competition in the market. 

After ignoring the alternatives which are not at all in the interest of the 
organisation, a manager evaluates each of the remaining alternatives so that the 
right decision can be taken. 

7. Choice of a course of action: At this stage, the manager has to select the course(s) 
of action to be taken. An ana lysis and evaluation of available alternatives may 
disclose two or more courses of action. ln such a situation, three courses are open 
to him. He may adopt all- of them simultaneously. He may reject all of them and 
go in afresh for discovery of the alternative courses of action. He may find the 
actual difference amongst the alternatives and adopt the one most suitable in the 
light of the long-range objectives of the enterprise. 

8. Preparing the derivative plans: Lastly, it is necessary to determine all the steps in 
succession and full time sequence for different departments or sections of the 
organisation. Thus derivative plans are prepared for different departments. 
However, this is done within the framework of the overall. operating plan. 
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In order to make a basic plan a reality. it is necessary to break it up into further 
plans at lower levels. In this way. the final plan of action is prepared in concrete 
terms. 

Example: You can take example of Google 

When Google launched any new product or 111ake plans to launch any product. 
First of all Google gets online feedback by writing what is your reaction or Do 
you like this and you have to answer in yes or no and your feedback is recorded in 
the account of Google company. Like this all company makes system for 
feedback. 

The manager may thus follow the steps in planning as shown in Figure 3.2. 

Problem Identification 

~ 
Formulating Objectives 

\-
Premising (Assumptions) 

~ 
Forecasting 

~ 
Determining Alternative Courses 

\-
Evaluating Alternative Courses 

)I 
Selecting the Course of Action 

~ 
Formulating Derivative Plans 

)I 
Processing 

Figure 3.2: Steps Involved in Planning 

3.8 TYPES OF PLANNING 

Planning may be undertaken in an elaborate way or done in a limited manner. 
Planning may begin at the top with executives deciding on targets and passing them 
down for implementation; or it may be undertaken in a participative manner, inviting 
people designated at various levels to come fo rward with constructive ideas and useful 
suggestions. 

Thus, there are many fonns and varieties of planning. One useful way of looking at 
the whole aspect is to distinguish between long-range planning and short-range 
planning or strategic planning and operational planning. 

The planning practices differ from organisation to organisation. 

Let us now understand different types of planning usually observed in different 
organisation. 

3.8.1 Long-range Planning (LRP) vs. Short-range Planning (SRP) 

Long-range planning covers a relatively long period of time (anything over a five-year 
period), and affects many departments/divisions of the organisation. 1t includes the 
formulation of overall broad objectives and tbe select ion of appropriate means by 
which the objectives are Lo be achieved. 

Example: LRP is quite common in stable industries such as steel, public utilities and 
automobiles. In India, public sector companies generally adopt the national planning 
period of five years. 



LRP is the result of a series of interrelated steps: 

• The first basic step is the estimation of the international, national and local 
situation. The possible future changes that might take place, in areas external to an 
organisation are examined. 

• The second step of LRP is defining the goals to be pursued by the organisation 
and the philosophy to be adopted. 

• The third step in LRP answers the simple question: Where are we now9 For this, 
an objective assessment of the degree of success in accomplishing goals, on a day 
to day basis, is made. 

• In the fourth step, an attempt is made to find out the strong or weak spots in the 
company's programmes till date in the light of additional infonnation on sales, 
selling expenses, production targets, capital inflow, etc. The deficiencies are 
rectified promptly. 

• Now, a full blown programme of longer range planning is developed and approval 
is sought for its adoption. 

• The last step is concerned with placing LRP into work, to reduce ambiguity and 
achieve some measure of specificity. LRP is divided into action plans, that is, 
intermediate and short-term plans for the sake of convenience and easy 
implementation. 

Short-range Planning or Operational Planning 

Short-range p lanning covers a period of one to twelve months, depending on the 
nature of business and the traditions prevailing in the industry . . 

Short-range plans are otherwise called operational plans 

Short range plans are usually made in a specific and detailed manner. The emphasis is 
on flexible budgets, on goals and targets, expressed in a clear and precise language. 
The primary concern is efficiency (doing things right) rather than effectiveness (doing 
the right things). 

Operative plans provide content and form to long-range plans. In fact, short-range 
planning is an extension of long-range corporate plans. Market plans, production plans 
and financial plans are typical examples of operational planning. 

Long-range planning and short-range planning are expressions of the breadth of 
planning periods. The terms, short-term and long-tenn, sometimes present an 
erroneous picture because people generally associate short term with a narrow 
perspective and long term with a broad view. The time dimension of planning cannot 
be reduced to simplified expressions such as short-term or long-term. 

T he time span varies usually depending on the factors like industry characteristics, 
market demand, availability of resources and skills, environmental complexities, etc. 
What may appear to be long-range planning, in the case of one company may turn out 
to be short-range planning in the cases of other companies. 

Example: Short-term plans include getting a website up for the company, to a year, 
like expanding the customer base by 50 per cent or selling a certain amount of 
products each day, publishing a newsletter on a monthly basis and hiring new 
employees for marketing, etc. 
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3.8.2 Operational Planning YS. Strategic Planning 

The various differences between operational planning and stra1egic planning are given 
below: 

Basis for Comparison Strategic Planning Operational Planning 

Meaning The planning for achieving the Opern1ional Planni ng 1:,- a 
\'is ion of 1he organi?ation is proce,;, of deciding Ill advance 
S1ra1egic Planning. of "'lrn1 i, 10 he done to achieve 

the 1ac1ica l ohjcc1ives of 
bu, incss·> 

Time Horizon Long tenn planning Sho11 1cn11 p lanning 

Approach Ext r0\ erted Intro\ ertcd 

Modifications Generally the plan lasts longer. The p!nn clwngcs e\'ery year. 

Performed by Top level management Middle level management 

Scope Wide Narro\\' 

Emphasis on Planning of \·ision mi$sion and Planning the routine activ ities of 
ohjcctives. the company. 

Strategy refers to the idecls. plans and support that firms employ to compete 
successfully against their rivals. Strategy is meant to help finns ach ieve competitive 
advantage. Broadly speaking, competitive advantage is what allows a firm to gain an 
edge over its rivals (superior design skills, quality, distribution network, after sales 
service, low cost manufacturing, etc.). 

Unlike short-term planning, strategic planning involves an extended time frame, the 
deployment of a substantial percentage of organisational resources, a wide spectrum 
of activities, and a major eventual impact. Basically, strategic planning is planning 
that is conceptually and functionally long-term, wide ranging and critica l to 
organisational success, in tenns of costs of the resources it affects and of the outcomes 
it envisions. 

Example: 

Strategic Pursuits "ONGC" 

Company's long-term strategy focuses on strengthening the core Exploration and 
Production (E&P) activities in oil and gas. Improving Reserve Replacement Ratio by 
intensifying exploration is Company's first priority. Increasing production, arresting 
decline in matured fietds and expeditious development of discovered fields are the other 
priorities. The desired level of investment to create new infrastructure, to maintain the old 
ones to support enhanced levels of E&P activities are also on our strategic agenda. 
Company has taken structured initiatives in these priorities as detailed in the Director's 
Report. 

Deepwater oil and gas provinces hold lot of promise. Company made significant 
discoveries in deepwater and ultra-deepwater provinces in Krishna-Godavari (KG) and 
Mahanadi basins. These prospects have been assigned priority for expeditious develop­
ment. Technologically, ONGC has achieved a number of milestones in deepwater 
exploration, which have been adopted as standard by many global· operators. 

Besides its focus on Oi} & Gas E&P, Company, mandated to secure Energy Independence 
of India by diversifying sourcing of energy, is also investing to leverage the natural 
endowment of the country of having one of the largest Coal Reserves in the world. Pilots 
on Clean Coal Technologies like Coal Bed Methane (CBM). Underground Coal 
Gasification (UCG) are being run. It has also brought up ONGC Energy Centre Trust for 
holistic research on alternate energy sources. 

Con/d ... 



Company is committed to ,;.ourcing equiry Oil & Gas through its wholly -o,,·ned ,;ub~idiary 
ONGC Videsh Ltd. (0\"L). "hich is being seen as the growth ,ehicle of the 0:--.:GC Group. 
Currently OVl has 33 Oil and Gas projects in 18 countries and is one of the biggest Indian 
multinational with overseas investments of around 5 billion dollars. 

Capacity expansion of Mangalore Refinery Petrochemicals Ltd. (MRPL). a subsidiary of 
ONGC from 9.69 to 15 MMTPA (Million Tonne Per Annum) is under implementation and 
this expansion wi II further strengthen Company"s effort towards value-chain integration. 

Value-multiplier project:: in sectors like, Refining, Petrochemicals, LNG. SEZs, Power. 
have huge potential to,,ard:- inclusive and integrated growth for company. All these 
projects are in time and will be on stream soon, bringing additional revenue. Company. 
after detailed feasibility ~tudies, has decided to come out of the earlier proposed refinery 
and SEZ projects at Kakinada, Andhra Pradesh. 

3.9 TECHNIQUES OF PLANNING 

Some of the techniques which help planning team in coming up with proper plans 
include the following: 

• Brainstorming: Brainstorming is generally superior to conventional committee 
meetings for rapid generation of creative ideas. Suppose that an improvement goal 
has been defined. such as to increase the effectiveness of your agency's agro­
forestry program in brainstorming, team members make rapid suggestions on how 
to achieve this. Somebody writes down all of the suggestions (e.g., on a large 
sheet of paper) - even those that at first may seem strange or impractical. All id-eas 
are acceptable, and nobody is allowed to criticize another person's suggestion. 
Your aim is to quickly produce ideas which only later will be evaluated for 
feasibility, cost and other decision criteria. In the end, you will arrive at a smaller 
set of proposals after the initial ideas are modified, combined or eliminated. 

• Problem Statement Guidelines: Sometimes your improvement goals are vague 
and poorly defined. You apply problem statement guidelines to sharpen the 
definitions of any problem into its what, when, where, who, why and how 
dimensions. Each team member is asked to state the problem according to these 
guidelines. In a subsequent step, you compare these statements to make a final 
problem statement acceptable to the group as a whole. 

• Strengths and Weaknesses, Opportunities a11d Threats (SWOT): In relation to a. 
given goal or strategy, you want to take advantage of your strengths and 
opportunities. At the same time, you have to be aware of weaknesses and threats 
that will impede your progress. The SWOT framework helps you think about this 
in a direct and systematic way. 

• Problem Trees: For complex issues, you systematically identify causes and 
effects with the help of a problem tree. A problem tree is a diagram of boxes and 
arrows that showcases at a low level, leading to effects at a higher level. The 
causes are the roots of the tree and the effects are the fruits. Your team lists 
different problems, and then connects them with arrows to show linkages. You 
repeat this several times until your problem tree is complete and logical. The 
problem tree directs your attention to fundamental, deep-rooted explanations. 

• Logical Framework: The logical framework encourages planners to spec ify 
cause-and-effect relationships, and to explicitly state all assumptions. At the top of · 
the framework is a clearly defined goal. Lower levels of the framework specify 
the why, what and how to achieve this goal. For these linkages to be possible, the 
internal logic of planning must be sound, and your assumptions must be valid. 
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• Force-field Analysis: ~fost goals arc characterized by restraining forces that hold 
you back. and dri\·ing forces that push you forn·ard. In fo rce-field analysis, you 
identify these forces, and you assess your degree of influence to control them. l f 
you know which forces are holding you back and which can carry you forward, 
then your planning focuses on how to reduce the former and exploit the latter . 
You rate the different forces for both importance and the extent of your control 
over them. You concentrate your actions on the high-rated forces. 

• Comparison Matrix: Frequently, you need to rank several options in a systemat ic 
way to arrive at a single choice. The co111parison matrix does this through one-by­
one comparisons, indicating how any one option (Choice A) compares with all 
others (Choices B, C, ... Z). You construct a frequency table which shows how 
many times A, B, C and Z are rated superior to the other options. 

• Role Playing: You want members of your planning team to interpret problems 
and feel emotions in the same way as your actual interest groups. The use of role 
playing can be surprisingly effective for this. You assign different team members 
to "act" as if they are personalities among your interest groups. Role playing is 
never a substitute for genuine participation by these groups. But it can be used 
within the planning team to widen perceptions. compare options and prepare for 
comments by the real personalities. 

3.10 i\i1EANING OF DECISION-i.vlAKING 

Decision-making is the process by which individuals select a course of action among 
several alternatives to produce a desired result. You can call it as an important part of 
management process which covers every part of an enterprise. 

In fact, whatever a manager does, he does through decision-making only. 

Example: A manager has to decide: 

• what are the long-tenn objectives of the organisation; how to achieve these 
objectives; what strategies, policies, procedures to be adopted (planning); 

• how the jobs should be structured, what type of structure, how to match jobs with 
individuals ( organising); 

• how to motivate people to peak performance, which leadership style should be 
used, how to integrate effort and resolve c<:rnflicts (leading); 

• what activities should be controlled, how to control them, (controlling). 

Oecision-making is a central and important part of the process of managing. Managers 
11 1.: essentially decision makers. Al_most everything, managers do involves decision­
. ;aking. 

Thus you can say that making decision involves choosing between alternative courses 
Jf action. 

Example: In a labour-surplus, capital-hungry country like India managers cannot 
suddenly shut down plants, lop off divisions and extend the golden handshake to 
thousands of workers, in the face of intense competition. Thus here the manager needs 
to- take decision on future course of action on the basis of evaluation of different 
alternative courses of actions. 

It is for the manager to decide which course will be most appropriate for a given 
situation. Chester Barnard is correct when he defines decision-making largely as a 
1(·chnique for narrowing choices among the several available alternatives. Definitions 
)y some other management thinkers also emphasise on choosing between available 

.dternatives to achieve the desired results. 



Let us now observe some of these definit ions 10 understand the concept of dec ision­
making. These are given as under: 

According to Haynes and Masse, '·A decisio n is a course of action which is 
consciously chosen for achieving a desired result." 

According to Ray A. Killian, ·'A decisio n in its simplest form is a selection of 
alternatives." 

According to Trewartha & Newport , ·'Decision-making involves the selection of a 
course of action from among two or m o re possible alternatives in order to arrive at a 
solution for a given problem.·· 

According to Mary Cushing Niles, '"Dec ision-making takes place in adopting the 
objectives and choosing the means, and again when a change in the situation creates a 
necessity for adjustment." 

According to Donald J. Clough, "·The decision-making process involves a problem to 
be solved, a number of conflicting objectives to be reconciled, a number of possible 
alternative courses of action from which the ·best' has to be chosen and some way of 
measuring the value or payoff of alternative courses of action." 

3.10.1 Chief Characteristics of Decision-making 
From the definitions given above, you can list down the following characteristics of 
decision-making: 

• Decision-making implies a choice, choosing from among two or more alternative 
courses of action. 

• It is a continuous process that pervades all organisational activity. 

• The process of decision-making is human, i.e., a kind of intellectual activity. 

• The process of choice among two or more possible alternatives is aimed at a 
solution for a given problem. 

• The decision-making is not identical with problem solving. 

• The choice implies freedom to choose from among alternative courses of action 
without externally imposed coercion. 

It might be negative and may just be a decision not to decide. 

Example: A manager while hiring people may use different alternatives like merit 
rating, etc., and may also pick up candidates recommended by an influential pa11y, at 
times. Depending on the situational requirements, managers take suitable decisions 
using discretion and judgement. 

From the above example, it is clear that in hiring individuals for the organisation the 
manager uses a decision-makin-g process which involves choosing from among two or 
more alternative courses of action. It is aimed at a solution for a given· problem. It is a 
continuous process followed in all types of organisations. 1t is also different from 
problem solving. The manager in hiring workforce enjoys freedom of choice in 
choosing between different alternatives. a vailable. 

3.10.2 Decision-making and Problem Solving 

Problem solving is the process by which an individual or group attempts to make 
positive progress. on a particular task, whereas decision-making is an activity that 
takes place several times during the problem solving process. It refers to tools capable 
of helping the problem solving process. 

Example: The world's best and simplest problem solving model is: 

Step 1: Define the problem; 

Step 2: Generate alternatives; 
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Step 3: Evaluate and select an altemati\·e and 

Step 4: Implement and folio\\ up. 

Step one is about finding root causes. Step two is about suspending judgment in order 
to develop many viable possibilities. Step three is about evaluating options relative to 
the problem definition and the standards to be achieved. Step four is about getting 
value from the selection through proper introduction of the so lution into the 
workplace. 

The point is that when there is time and when the problem is particularly impor1ant, a 
more systematic approach to thinking through problem solving tends to be superior. 

In contrast, decision-making refers to a large array of tools one might use to 
successfully conclude one part of the problem-solving process in order to move on to 
the next part such as Pareto charts. matrices, decision trees, various types of statistical 
analysis, etc. 

3.11 TYPES OF DECISIONS 

The quality of decision-making skills is one of the critical factors in managerial 
success. Managers are evaluated by the decisions they make and, more often, by the 
results obtained from their decisions. So, it would be useful to distinguish between 
decisions made by managers, at different levels in the organisation. 

Basic and Romine Decisions 

Basic Decisions: These are decisions concerning unique problems or situations. They 
. are one-time decisions demanding large investments. They require creativeness, 
_intuition and good judgement, on the part of managers. 

Example: Decisions about launching a new product, or buying a more advanced 
computer system. 

Routine Decisions: They require little deliberation and are generally concerned with 
short-tenn commitments. Generally, lower-level managers look after such mechanical 
or operating decisions. 

Example: A supervisor can decide, whether an employee's absence is excused or 
unexcused, on the basis of personnel policy guidelines. Usually standard procedures 
are established to dispose of such repetitive problems quickly. 

Personal vs. Organisational Decisions 

Personal Decisions: Decisions can be divided on the basis of the environment 111 

which they are made. They affect the organisation, in an indirect way. It can have an 
impact beyond the immediate system on whose behalf they were made. 

Examples: 

J. A personal decision to purchase a Maruti rather than an Ambassador indirectly 
helps one firm due to the sale and hurts another because of the lost sale. 

2. The sudden decision of a popular singer to seek premature retirement may affect 
the fi lm industry badly. 

Organisational Decisions: Organisational decisions are made by managers, in their 
official or formal capacity as controllers and allocators of organisational resources. 
These decisions are aimed at furthering the interests of the organisation. Results of 
their decisions are open for public view (subordinates, stockholders, customers, 
general public, etc.) and such results are generally measured in terms of the firm's 
earnings, welfare of the employees and the economic health of the community. 



In other words. managerial decisions have impact on a greater number of peopk. 

In order to sun i,e and progress, managers are forced 10 m a ke professional decisions, 
as well as the dee is ions that are based on rationality, j udgement and experience. 

Example: A manager who abhors unethical practices may tolerate deceptive product 
messages in company advertisements to ward off competitive pressures. To survive, 
the manager must be a professional decision maker. 

Programmed and :Von-programmed Decisions 

Programmed Decisions: A programmed decision is a routine a nd repetitive decision. 
Rules and policies are established well in advance to so lve recurring problems 
quickly. These dec isions are usually made by lower level personnel in organisations in 
which the market and technology are relatively stable, and many routine, highly 
structured problems must be solved. 

Examples: 

I. In banks and insurance companies, the market and technology are relatively stable 
and usua lly routine problems confront operating personnel. 

2. A hospital establishes a procedure for admitting new patients, a supervisor 
administers disciplinary actions against workers reporting late for work, a store 
clerk orders requisition for additional supplies, as soon as the existing stock drops 
below a specified level. 

Non-programmed Decisions: Non-programmed decisions deal with unique/unusual 
problems. The decision maker has to make a decision, in a poorly structured situation­
one in which there are no pre-existing, cut-and-dried solutions. These decisions often 
involve broad, long-range consequences for the organisation; they are made by higher­
level personnel only. 

Non-programmed decisions are quite common in research and development firms 
where situations are poorly s tructured and decisions being made are non-routine and 
complex. 

Managers need to be creative when solving the infrequent problem; and such 
situations have to be treated newly each time they occur. · 

Example: Deciding whether to take over a sick unit, how to restructure an 
organisation to improve efficiency, where to locate a new company warehouse, whom 
to promote to the vacant position of Regional Manager at one of the company's plants 
are examples of non-programmed decisions. 

3.12 DECISION-MAKING PROCESS 

Effective and successful decisions make profit to the company and unsuccessful ones 
make losses. Therefore, corporate decision-making process is the most critical process 
in any organisation. In the decision-making process, we choose one course of action 
from a few possible alternatives. In the process of decision-making, we may use many 
tools, techniques and perceptions. In addition, we may make our own private decisions 
or may prefer a collective decision. 

Usually, decision-making is hard. Majority of corporate decis ions involve some level 
of dissatisfaction o r conflict with another party. Following are the important steps of 
the decision- making process. Each step may be supported by d ifferent tools and 
techniques. 
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Decision-making process\\ hich I$ $ ]W\\ n in Figure 3.3 is as follows: 

Step 1: Jdentificatio11 of the Purpose of the Dech;ion 

In this step, the problem is thoroughly analysed. There are a couple of questions one 
should ask when it comes to identifying the purpose of the decision. 

• What exactly is the problem? 

• Why the problem should be solved? 

• Who are the affected parties of tile problem? 

• Does the problem have a dead line or a specific time-line9 

Step 2: information Gathering 

A problem of an organisation wil l have many stakeholders. In addition, there can be 
dozens of factors involved and affected by the problem. 

In the process of solving the problem. you will have to gather as much as infonnation 
related to the factors and stakeholders involved in the problem. For the process of 
information gathering, tools such as 'Check Sheets' can be effectively used. 

Step 3: Principles for Judging the A /Jem alh•es 

In this step, the baseline criteria for judging the a lternatives should be set up. When it 
comes to defining the criteria, organisational goa ls as well as the corporate cu lture 
si1ould be taken into consideration. 

Identification of the 
purpose of rhe decision 

lnfonnation 
garhering 

Principles for judging 
rhe altemarives 

Brai nsrorm and analyse 
different choices 

E"alua1ion of 
ailernarives 

Sekct the best 
alternative 

Execure rhe 
decision 

Evaluare rhe 
resulrs 

Source: hnp://www.tutorinlspoint . .:om;management_conceptsiJecision_making_proce$S.htm 

Figure 33: Oecisiou-making Process 



Example: As an example. profit is one of the main concerns in e\"ery decision-nrnking 
process. Companies usually do not make decisions that reduce profits. unless it is an 
exceptional case. Likewise, baseline principles should be identified related 10 the 
problem in hand. 

Step 4: Brainstorm and Analyse the Different Choices 

For this step, brainstonning 10 list down all the ideas is the best option. Before the idea 
generation step, ii is vital to understand the causes of the problem and prioritisation of 
causes. 

For this, you can make use of Cause-and-Effect diagrams and Pareto Chart too l. 
Cause-and-Effect diagram helps you to identify all possible causes of the problem a nd 
Pareto chart helps you to priori I ise and identify the causes with highest effect. 

Then, you can move on generating all possible solutions (alternatives) for the problem 
in hand. 

Step 5: Evaluation of Alternatives 

Use your judgement principles and decision-making criteria to evaluate each 
alternative. In this step, experience and effectiveness of the judgement principles come 
into play. You need to compare each alternative for their positives and negatives. 

Step 6: Select the Best Alternative 

Once you go through from Step I to Step 5, this step is easy. In addition, the selection 
of the best alternative is an informed decision since you have already followed a 
methodology to derive and select the best alternative. 

Step 7: Execute the Decision 

Convert your decision into a p lan or a sequet1ce of activities. Execute your plan by 
yourselfor with the help of subordinates. 

Step 8: Evaluate the Results 

Evaluate the outcome of your decision. See whether there is anything you should learn 
and then correct in future decision-making. This is one of the best practices that will 
improve your decision-making skills. 

Further you need to understand that when it comes to making decisions, one should 
always weigh the positive and negative business consequences and should favour the 
positive outcomes. This avoids the possible losses to the organisation and keeps the 
company running with a sustained growth. 

Making the decisions and accepting its consequences is the only way to stay in 
control of your corporate life and time. 

3.13 DECISION-MAKING TOOLS 

Managers use a number of tools that relate more specifically to decision-making than 
to planning. Two commonly used decision-making tools are payoff matrices and 
decision trees. These decision-making tools are explained below: 

3.13.1 Decision Tree 

The quantitative techniques are increasingly being used by managers in decision­
making. Decision tree is one of such techniques, where the number of future chance 
events which may aflect a decision. In a decision tree, a set of values is arrived at for 
predicted outcomes of each possible decision. The highest value indicates the course 
most likely to produce the greatest return. 
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The tree is usually horizontal and the base of th~ tree is the present decision point 
(sho\\'n as a square): it is here that the alternative courses of action present themselves. 
Branches begin at the fost chance event (shown as circles); each chance event produces 
two or more possible effects, some of which may lead to other chance events and 
subsequent decision points. 

The values of the tree are based upon research which provides possibilities that certain 
chance events will occur, showing predicted payo ut or cash-flow estimates for each 
possible outcome as affected by possible chance events. 

Example: Let us look at the following illustrative deci::;io n tree: 

{
0.7 x 3=~2.lml 
0.3 X 2 = ~ 0.6m ~2.7m 

As shown in the above diagram A and B are chance events effecting the decision -
either to continue with regional distribution or have national distribution ofa product? 

Supposing national distribution is considered and research has sl10wn that if there is a 
large national demand it will be ~ 5 million and the probability of this is 70 per cent 
(i.e., 0.7). There is a 30 per cent chance demand will be limited; this may realise~ 1.5 
million. 

Further suppose the regional di"stribution is considered and national demand is large, 
the finn could realise~ 3 million. The regional distribution is considered, if national 
demand is limited -firm could realise~ 2 million. 

The result can be shown in decision tree. A decision to expand national distribution 
may give the highest results. 

Other quantitative techniques which are becoming popular with managers are linear 
programming, queuing theory, game theory, probability theory, etc. 

It may be observed that quantitative techniques of decision-making by themselves can 
do nothing. Their contribution will ultimately depend upo n the attitude of managers 
who provide guidelines for their application. 

3.13.2 Payoff Matrices 
A payoff matrix specifies the probable value of different alternatives, depending on 
different possible outcomes associated with each. The use of a payoff matrix requires 
that several alternatives be available, that several different events could occur, and that 



the consequences depend on which alternati,·e is selected and on which e,·ent or set of 
events occurs. 

An important concept in understanding the payoff matrix is probability. 

A probability is the likelihood, expressed as a percentage. that a particular event will 
or will not occur. 

Example: If we believe that a particular event will occur seventy-five times out of one 
hundred. ,,e can say that the probability of its occurring is 75 per cent, or .75. 

Probabi lities range in value from 0 (no chance of occurrence) to 1.00 (certain 
occuITence-also referred to as I 00 per cent). In the business world, there are few 
probabilities of either 0 or 1.00. Most probabi lities that managers use are based on 
subject ive judgment, intuition and historical data. 

The expected va lue of an alternative course of action is the sum of all possible values 
of outcomes from that action mult iplied by their respective probabilities. 

Example: A venture capitalist is considering investing in a new company. If he 
believes there is a .40 probability of making ~ 100,000, a .30 probability of making 
~ 30,000, and a .30 probability of losing ~ 20,000. the expected value (EV) of this 
alternative is 

EV = .40( I 00,000) + .30(30,000) + .30(- 20,000) 

EV = 40,000 + 9,000 - 6,000 

EV = ~ 43,000 

Other potential uses for payoff matrices include determining optimal order quantities, 
deciding whether to repair or replace broken machinery and deciding which of several 
new products to introduce. 

The real key to using payoff matrices effectively is making accurate estimates of the 
relevant probabilities. 

3.14 QUANTITATIVE APPROACHES OF DECISION­
MAKING 

The quantitative approaches of decision-making can be discussed as under: 

I. Payback Analysis: Payback analysis refers if a manager needs to decide whether 
to purchase a piece of equipment. 

Example: A manager is purchasing cars for a rental car company. Although a less­
expensive car may take less time to pay off, some clients may want more 
luxurious models. To decide which cars to purchase, a manager should consider 
some factors, such as the expected useful life of the car, its warranty and repair 
record, its cost of insurance, and, of course, the rental demand for the car. 

Based on the information gathered, a manager can then rank alternatives based on 
the cost of each car. A higher-priced car may be more appropriate because of its 
longer life and customer rental demand. The strategy, of course, is for the manager 
to choose the a lternative that has the quickest payback of the initial cost 

2. Queuing Theory: It is a technique of balancing the cos.I of lost sales against the 
cost of addi tional faciti ties. It is based on the assumption that delays are costly. 
Thus, it is a quantitative technique useful for determining the optimum number of 
service fac ilities. 

Example: Customers waiting for service at a sales counter, ptane waiting to land at 
an airport, machines waiting to be repaired, workers waiting for parts and finished 
products waiting to be inspected problems can be solved through this technique. 
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J. Linear Programming: Linear programming is very important in various f ields of 
life especially in managerial decision-making. The reason is that it helps the 
company in minimising the costs and maximising the profits. Through linear 
programming, managers can calculate the prices and the sales units which can 
maximise the profits of the company. 

Example.· Issues like costs and prices which company incurs too ls li ke linear 

programming can help the managers in decision-making progress. 

4. Game Theory: It is a lso a useful tool which is useful in the so lu tion 01· husiness 
problems involving competitive situations. It provides a basis for determining 
under certain specitic conditions, the strategy that will result in maximum gain (or 
minimum loss) no matter what the competitors do. This theory is based on these 
assumptions that at least two people are involved and one person wins exactly 
what the other loses. 

Example: A number of retail outlets are each varying for business from a common 
finite catchment area. Each has to decide whether or not to reduce prices. without 
knowing what the others have decided. Assuming that turnover increase s when 
prices are dropped. various strategic combinations result in gains or losses for 
some of the retailers, but if one retailer gains customers, other must lose them. So 
here the retailers need to conceal their intentions from each other. 

5. Probability Theory: It is also an important statistical device •. :.:v:. :v -v~,: '..;:, 
Operations Research experts. It is based upon the inference from experience that 
certain things are likely to happen in accordance with a predictable pattern. 

Example: A dea ler of a perishable commodity does not know the demand in 
advance. The commodity gets spoiled if it is not sold by end of the day. He is not 
sure about the demand pattern, yet he must decide in advance how many units to 
stock. 

6. Simulation: Simulation is a systematic trial and error procedure for solving 
complex problems. In business, there are many problems which a re so complex 
and dynamic that they cannot be solved with the help of mathematical analysis. It 
is a technique to simulate the probable outcomes before taking action. 

Example: Inventory control and development of a new product line are areas 
where simulation technique works well. 

7. Monte Carlo Method: Monte Carlo simulations are used to predict a range of 
different outcomes fro m a given set of decisions. The decisions are held constant, 
but the outcomes are allowed to vary depending on changes in some key 
influence, such as sa les volume, interest rates, market volatility, and so on. lt can 
be used in decision-making to provide potential solutions to complex problems. 

Example: The owner of a rolling hot dog stand earns an average of~ 75 in profit 
per day. He sells hot dogs for ~ 3 each, and expects daily sales to vary between 
I 00 and 200 hot dogs. All hot dogs that do not sell spoil and are a tota I loss, and 
he puts 200 hot dogs in his stand each morning just in case he has a big day. 

Using Monte Carlo ana lysis techniques, the owner could study the effects of 
various business decisions based on the performance of a key indicator, such as 
daily profit. He could t«:!st the profit impact of the decision to start each day with 
only 175 hot dogs in his cart. He could then generate a series of random numbers 
to represent daily hot dog sales over a given period to determine his average daily 
profits. He may find, for instance, that profits rise when he starts out with only 
l 75 hot dogs, despite the fact that he will run out of hot dogs on some days. 



3.15 DECISION MODELS 

The success of any organisation depends on managers' abilities to 1nake effective 
decisions. An effective decision is a timely decision that meets a desired objective and 
is acceptable to those individuals affected by it. 

The models of decision-making are: 

J. Rational Economic Model 

2. Bounded Rationality Model or Satisficing Model 

3. Optimising Decision-making Model 

4. Garbage Can Model 

5. Implicit Favourite Model 

6. Intuitive Model 

Let us now discuss these models one by one. 

l . Rational Economic lv/odel: Rationality refers to a logical, step-by-step approach 
to decision-making, with a thorough analysis of alternatives and their cones­
quences. The term "rationality" implies a consistent and value-maximising choice 
with certain limits. It means that the decision maker, as an economic being, tries 
to select the best alternative for achieving the optimum solution to a problem. 

According to this model, the decision maker is assumed to make decisions that 
would maximise his or her advantage by searching and evaluating all possible 
alternatives. · 

The rational model of decision-making comes from classic economic . theory and 
contends that the decision maker is completely rational in his or her approach. The 
rational model has the following important assumptions: 

(a) The outcome will be completely rational. 

(b) The decision maker has a consistent system of preferences, which is used to 
choose the best alternative. 

( c) The decision maker is aware of all the possible alternatives. 

(d) The decision maker can calculate the probability of success for each 
alternative. 

In the rational model, the decision maker strives to optimise, that is, to select the 
best possible alternative. However, many factors intervene with being perfectly 
rational. These factors are as follows: 

(a) It is impossible to state the problem accurately. 

(b) The decision maker is not fully aware of the problems. 

(c) It is too simplistic to assume that the decision maker has perfect knowledge 
regarding all alternatives, the probabilities of their occurrence, and their 
consequences. 

( d) Limited time and resources. 

The rational model is thus an ideal that managers strive for in making decisions.. It 
captures the way a decision should be made but does not reflect the reality of 
managerial decision-making. 

2 . Bounde,i Rationality and Satisjicing Model: Recognising the deficiencies of the 
rational model, Herbert Simon suggested that there are limits. upon how rational a 
decision maker can actually be. 
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Herbert Simo1,·s d~c1sion theory. 1he bo(Jnded rnl1onality model , earned him a 
:,;obel Prize in 1978. 

The essence of th~ bouuderl rarionAlity and ~atisficing mod.el is. thut, wher. ta=ed 
with complex. problems decision makers respond by reduc.uJg the prob ems 10 .;, 
kv.el at wflich they can he readily underslOt)d. This is because the infonnation 
processing ca,pability of human t>cings makes il impossible to assimilate an(i 
understand all the infonuation ncce~sary to optimise. Since the capacity of the 
h,nnan mind for formulating .tnd st>Jviog simplex problems is far too small to 
meet all the requirements t'or ft,l1 r~Hona;_,ry. individuals 0pcratc within 11:e 
confines of bounded ra1ionali1y. 

S'imon·s model - also ~ferred to as 1he .. Administrative Man" theory- re;cs on the 
idea that lhere arc CMS\raims that force a dccis,011 maker to be less th~n 
completely ra1iom,J . The bc>uode(I r~1ionality model hus fm:r assumptions; 

(a) Mana¥ers ~elect 1he·firs1 abema1ive 11,at is $atisfacto,y. 

(b) Managers recognisc\M11heir conc;;ption oflhe wurJd is simple. 

(c) Managers are comfonable makil\g decisions without de1ermining a;I the 
allema.ivcs. 

(d) :\{aoager~ make decisions hy rules cf thumb or heuristics. 

Figure 3.4 il!uMrate~, the sa1isficiog model. 
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Hmr does Bounded Rationalirv 1rork(o,- the T1pic:ul l11,/i1·iduur' 

Once the problem is identified, 1he search for criteria and al1erna1ives begins. But 
1he lis1 of criteria is likely to be far from exhaustive. The decision maker will 
iden1ify a limi1ed lis1 made up of the more conspicuous choices. Once this limited 
se1 of alternatives is idenlified, the decision maker will begin reviewing them. 

But lhe review will not be comprehensive. That is, nol all ahernatives will be 
carefully evaluated. The decision maker proceeds 10 review alternatives only until 
he or she identifies an alternative that satisfies - one that is satisfactory and 
sufficient. So the satisfier settles for the first solution tha1 is "good enough", rather 
than continuing to search for the optimum. The firs1 alternative to meet the 'good 
enough' criterion ends 1he search. 

Bounded rationality assumes that managers satisfice; that is, 1hey select the firs t 
alternative that is "good enough", because the costs of optimising in tenns of time 
and effort are too great. Further, the theory assumes 1ha1 managers develop 
shortcuts called heuristics, to make decisions in order to save mental activily. 
Heuristics are rules of thumb that allow manager to make decisions based on what 
has worked in past experiences. According to March and Simon, ii is often too 
inefficient or too costly to make optimal decisions in organisations. 

Example: While selecting a new employee, the organisa1ion can just hire the first 
applicant who meets all the minimum requirements inslead of wasting time and 
effort looking for an ideal personality. 

According to Hitt, Middlemist and Mathis, satisficing can occur for various 
reasons: 

(a) Time ·pressure. 

(b) A desire to sit through a problem quickly and switch to other matters. 

( c) A dislike for detailed analysis that demands more refined techniques. 

( d) To avoid failure and mistakes that could affect their future in a negative way. 

Satisficing decisions make progress towards objectives, and this progress can be 
made while continuing to search fo r the better decision. In other words, 
satisficiog, by recognising the internal as well as external limitations under which 
decision makers operate, provides a flexible approach where objeclives can be 
achieved more easily. 

lnfonnation External Factors I Time and Cost 

Processing limits (Internal) 

Abilities 

~ , ) 
\ 

Personal DECISION 
Organisational MAKER Faclors 

Objectives -

Satisficing 
Decisions 

Figure 3.5: Factors Leading to Bounded Rationality and Satisficing Decisions 
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Eral11ario11: Does the bounded rationality model more realistically portray the 
managerial d ecision process'> Research indicates that it does. One of the reasons 
that managers face limits to their rationality is because they rnust mi:!ke decisions 
under risk and time pressure. 

The situation they find themselves in is highly uncertain and the probability of 
success is not known. The model also highlights the importance of looking into 
the behavioural aspects in the decision-making process. This knowledge certainly 
helps in understanding how and why managerial decisions have been made. 

3. Optimising Decisio11-111aki11g Model: While making a decision under this model, 
an individual should follow the following six steps: 

isl Step - Ascerroin the need for a Decision: The first step requires recognition 
that a decision needs to be made. A decision needs to be made when there exist a 
problem. In other words, there is a disparity between some desired state and the 
actual conditions and the decision maker recognise this. 

2nd Step - Jdenrify rlre Decision Criteria: Once an individual has detennined the 
need for a decision, the criteria that will be important in making the decision must 
be identified. The second step is important because it identifies only those criteria 
the decision maker considers relevant. If a criterion is omitted from this list, we 
treat it as irrelevant to the decision maker. 

3rd Step - Allocate Weights to the Criteria: The criteria li s ted in the previous step 
are not all equally important. II is necessary, therefore to weigh the factors listed 
in the above-mentioned step in order to prioritise their importance in the decision. 
All the criteria are relevant, but some are more relevant than others. How does the 
decision maker weigh criteria? A simple approach would merely be to give the 
most important criteria a number - say IO - and then assign weights to the rest of 
lhe criteria against this standard. 

4th Step - Develop the Alternatives: This step requires the decision maker to list 
all the viable alternatives that could possibly succeed in resolving the problem. No 
attempt is made in this step to appraise the alternatives, only to I ist them. ~ 

5th Step - Evaluate the Alternatives: Once the alternatives have been identified, 
the decision maker must critically evaluate each one. The strengths and weakness 
of each alternative will become evident when they are compared againsl the 
criteria and weights established in Steps 2 and 3. 

6th Step - Select the Best Alternative: The finaJ step in the optimising decision 
model is the selection of the best alternative from among those enumerated and 
evaluated. Since best is defined in terms of highest tota l score, the selection is 
quite simple. The decision maker merely chooses the allernative that generated the 
largest total score in Step 5. 

Assumptions of the Optimising Model 

The steps in the optimising model contain a number of assumptions. They are 
given below: 

(a) The optimising model assumes there is no conflict over the goal. 

(b) It is assumed the decision maker can identify all the relevant criteria and can 
list a I I viable alternatives. 

(c) Under the optimising model, the criteria and alternatives can be assigned 
numerical values and ranked in a preferential order. 

( d) It is assumed that the specific decision criteria are constant and the weights 
assigned to them are stable over time. 

(e) Under the optimising model. the decision maker wil I choose the alternative 
that rates highes t. 



Predicrions_ti-om the Optimising .\lode/ 

From the abo,·e mentioned assumptions, we would predic1 that the individual 
decision maker would: 

(a) Have a clear-cut and specific goal. 

(b) Have a ful ly comprehensive set of criteria that determine the relevant factors 
in the decision. 

(c} Precisely rank the criteria, which will be stable over time. 

(d) Select the a lternative that scores highest after all options have been evaluated. 

4. Garbage Ca11 Model: ln the garbage can model, decisions are random and 
unsystematic. In this model, the organisation is a garbage can in which problems, 
solutions, participants and choice opportunities are floating around randomly. If 
the four factors happen to connect, a decision is made. The quality of the decision 
depends on timing. The right participants must fmd the right solution to the right 
problem at the right time. 

The Garbage Can Model illustrates the idea that not all organisational decisions 
are made in a s tep-by-step, systematic fashion. Especially under conditions of 
high uncertainty, the decision process may be chaotic. Some decisions appear to 
happen out of sheer luck. 

5. Implicit Favourite Model: The implicit Favourite Model is_ a decision-making 
model where the decision maker implicitly selects a preferred alternative early in 
the decision process and biases the evaluation of all other choices. 

If the implicit Favourite Model is at work, the search for new alternatives ends 
well before the decis ion maker is willing to admit having made his or her 
decision. Considerable evidence suggests that individuals frequently make an 
early commitment to one alternative and don't eva luate the strengths and 
weaknesses of the various alternatives until after having made their final choice. 

6. Intuitive Model: Intuitive decision-making is an unconscious p rocess created out 
of distilled experience. It does not necessarily operate independently of rational 
analysis; rather; the two complement each other. The intuitive decision-making 
model may be considered a fonn of extra sensory power o r sixth sense. 

Intuitive decision-making, has recently come _out of the closet and into some 
respectability. Experts no longer automatically assume that using intuition to 
make decisions is irrational or ineffective. There is growing recognition that 
rational analysis has been overemphasised and that, in certain cases, relying on 
intuition can improve decision-making. 

According to W. H. Agor, intuitive decision-making are more likely to be used in 
the following circumstances: 

(a) When a high level of uncertainty exists. 

(b) When there is little precedent to draw on. 

(c) When variables are less scientifically predictable. 

(d) When "facts" are limited. 

(e) When facts don't clearly point the way to go. 

(f) When analytical data are of little use. 
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lg) \\"hen there are several plausible alternative solutions to choose from, with 
good arguments for each; and 

. (h) When time is limited and there is pressure to come up with the right decision. 

ls there a standard model that people follow when using intuition? 

According to W. H. Agor, individuals follow two approaches: 

(a) Fro111 £11d of the Decisio11-111oki11g Process: When intuition is used at the front 
end. the decision maker tries to avoid systematically analysing the problem. 
but instead gives intuition free rein. 

(b) Back End of the Deci~·/011-nwking Process: A back-end approach to using 
intuition relies on rational ana lysis to identify and allocate weights to decision 
criteria, as well as to develop and evaluate alternatives. Once this is done, the 
decision maker stops the analytical process in order to "sleep on the decision" 
for a day or two before making the final choice. 

3.15.I Break-even Analysis as a Decision-making Aid 

Break-even analysis is a powerful management tool, and one that is critical in 
planning, decision-making and expense control. Break-even analysis can be 
invaluable in determining whether to buy o r lease, expand into a new area, build a new 
plant, and many other such considerations. 

Brea k-even analysis can also show the impact on your business of changing your price 
structure. As the price goes down (your gross margin goes down), break-even shoots 
up, usually very rapidly. Break-even analysis will not force a decision, of course, but 
it will provide you with additional insights into the effects of important business 
decis ions on your bottom line. 

Break-even analysis is an important aid within a firm for managers making decisions 
on such issues as the impact of a changing environment (alterations to cost or price) 
on the profitability of the business or deciding whether or not to accep!~n order for 
products at prices different from those normally charged. It determines the effects that 
financial plans such as bank loans would have a change in the level of production or 
see if a business plan would be viable. These are the main uses of a break-even 
analysis. 

The impo,rtant thing to remember when evaluating the use of break-even analysis as a 
decision-making aid is to remember that it is purely an aid. 

Break-even analysis is useful, not for its use as a major decision-making tool but more 
for its use as a simplistic way in which firms can collaborate a clear and effective 
method of analysis. 

Break-even refers 10 the level of sales necessary to cover all of the fixed and variable 
costs. Fixed costs are those costs or expenses that are expected to remain fairly 
constant over a reasonable period of time. These costs are relatively unaffected by 
changes in output or sa les up to the point where the level of operation reaches the 
capacity of the existing fac ilities. At that point, major changes would have to be made, 
such as the expansion of existing plant and equipment or the conslruction of new 
facilities. Such actions would increase the fixed costs. However, under normal 
operating conditions, the fixed costs (also referred to as indirect costs, overhead or 
burden) will remain constant. 

Example: Some examples of fixed costs include rent or mortgage payments, interes t 
on Joans, executive and office salaries, and general office expenses. 



Variable costs are 1hose cos1s or expenses that Ya'> or change direclly wi1h ou1pu1. 
These costs are associated with produc1ion and-'or selling and are frequently ident ified 
as "costs of goods sold." As compared wi1h the fixed costs, which co11tinue whether 
the firm is doing business or not, variable costs do not exist if the firm is not doing 
business. Thus, by definition, variable costs are zero when no outpul is being 
produced. Al that time, fixed costs are 1he only costs that wil l be incurred. 

Example: Variable cos1s include cos1 of goods sold. fac tory labour and sales 
commissions. 

Break-even analysis wil I provide a sales objective th al can be expressed in ei1 her 
rupees or units of production or sales. or whatever else is relevant. If 1he breakeven 
point is known, it can be a defin ite targel 10 be reached and exceeded by carefully 
reasoned steps. 

The basic break-even equation is 

Bl [ = FC + VC 

Where 

FC = Fixed cos1s in rupees 

VC = Variable costs in rupees 

Variations on this basic fonnula which can be used when different combinations of the 
basic factors are known, such as: 

Where 

BIE = FC/( I - VC/S) 

FC = Total fixed costs in rupees 

Ve = Total variable costs in rupees 

S ::: Total sales in rupees 

It is also possible to calculate your break-even point when you do not know what your 
total variable cost will be, but you know your gross margin. The gross margin is the 
percentage of gross profit to sales (gross profit divided by sales). 

The gross profit is the amount remaining once lhe variable costs have been subtracted 
from sales. 

This equation is: 

B/E= FC/GM 

and 

GM =GPIS 

Where 

FC = Total fixed costs in rupees 

GP = Gross profit (or sales minus variable costs) 

S = Total sales in rupees 

Another way to calculate break-even sa les level is by using a break-even chart. In 
constructing a break-even chart, the vertical axis represents total rupees of activity, 
and the horizontal axis represents rupees or unit sales or some other measu re of 
activity. Fixed costs are shown as a horizontal line, and variable costs are shown rising 
from the intersection of the fixed cost line with the vertical axis. 
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. .\s long J5 the sales price is greater than the variable costs. the sa les line will 
eventua ll y cross the variable cost line. The point of intersection of the sales line and 
the variable cost line represents the break-even point. Many people find a break-even 
chart more useful than the more accurate number method used above, simply because 
of the visual aspect. 

However, ei ther way, the relationships between the clements can be directly examined 
and experimented with to provide a better understanding of how lhe business works. 
Any close decision will probably be affected by other fac tors in addition to these 
calculations nnyway. 

Once you know the level of sales you have to reach before making a profit, you can 
evaluate the reasonableness of this target. What are tile odds of reaching this 
break-even sa Jes level? One way to test this is to convert the gross rupees sales needed 
for break-even into some other unit which can then be compared against the ,capacity 
of the business or the size of the market. 

If the break-even occurs at or near the capacity of the business, or if your analysis 
shows that you must capture all (or more than all) of the available target market, the 
feasibility of your concept is suspect, and the odds of business success are loaded 
against you. 

Another way to use break-even analysis is to change the variables in the equation. If 
fixed or variable expenses can be reduced, the break-even point will go down. If 
prices can be increased without hurting sales (without increasing costs), the 
break-even point will go down. This is an excellent way to experiment with different 
altema ti ves. 

Clearly, this is a subjective process - but then, so is the rest of business analysis. The 
purpose is to make your business decision-making as reasonable as possible. 
Break-even analysis can be one of the most valuable tools at your disposal for this 
purpose. 

Check Your Pro0 ress 

Fill in the blanks: 

I. Planning is to be realistic and intelligible and is to be based on the 
organisational ____ _ 

2, One of the major purposes of premises is to facilitate the planning process 
by guiding, directing, simplifying and reducing the degree of 

in it. - - ---
3. Short range plans are usually made in a specific and _ _ _ _ manner. 

4. ___ _ __ is a diagram of boxes and arrows that shows causes at a 
low level, leading to effects at a higher level. 

3.16 LET US SUM UP 

Planning involves deciding in advance what is to be clone, where, how and by whom it 
is to be done and how results are to be evaluated. Management planning involves the 
development of forecast, objectives, policies, programmes, procedures, schedules and 
budgets. The planning function in business includes setting objectives, laying down 
policies, formulating procedures and rules, strategies and programmes, budgeting, 
forecasting and decision-making. Management by Objectives (MBO) first appeared in 
literature as a way of building teamwork. According. to view on MBO the Business 
enterprise must build team-efforts, must all pull in the same direction. contributions 
must fit together to produce a whole - without gnps, without friction, without 



UIU1ecessary duplication of effort. Business performance. 1 herefore, requires that each 
job be directed to,,ards the objecti,·e of whole business 

Planning premises means systemic and logical estimate for the future factors affecting 
plans. They can be classified as ' Internal' and 'External' premises, 'Tangible' and 
·Intangible' premises, 'Controllable', 'Semi-controllahle· and 'Uncontrollable', 
'Constant' and ·variable' premises and ·foreseeable· a nd ·unforeseeable' premises. 
Planning is useful in all organisations. It reduces random and haphazard activity, 
promotes internal coordination, faci litates control, leads to overall efficiency in the 
organisat ion. and helps in taking core of fu1ure activity etc . 

Although planning is pervasive and primary function of management and has many 
advantages for the organisation, in actual pract ice. there are many barriers and 
limitations of planning. In actual planning, the manager will have many constraints on 
his dee ision-making powers. Therefore, he should not regard planning as simple 
process. A !so. he should not regard planning as a panacea for all the ills of his 
organisation. Planning in a business enterprise usually involves the steps of 
establishing clear-cut objectives, identifying and defining the real problem, collections 
of facts and data, establishing the planning premises, identifying alternative courses of 
action, evaluation of alternative courses of action, choice of a course of action and 
finally pre paring the derivative plans. 

There are many fonns and varieties of planning. One useful way of looking at the 
whole aspect is to distinguish between long-range planning and short-range planning 
or strategic planning and operational planning. Decision-making is the process by 
which individuals select a course of action among several alternatives, to produce a 
desired result. A decision is a course of action which is consciously chosen for 

· achieving a desired result. Problem solving is the process =by which an individual or 
-group attempts to make positive progress on a pa11icular task whereas decision­
making refers to tools capable of helping the problem solving process. The quality of 
decision-making skills is one of the critical factors in managerial success. Managers 
are evaluated by the decisions they make and, more often, by the results obtained from 
their decisions. So, it would be useful to distinguish between decisions made by 
managers, at different levels in the organisation. 

3.17 LESSON END ACTIVITY 

You are working as operations manager in a manufacturing organisation. Your top 
management wishes to improve the quality of decision that they are taking. For this 
purpose, you arc required to prepare a presentation on the different tools and 
techniques which are available at their disposal. Discuss what all tools you will 
suggest to improve the decision-making process of your management. 

3.18 KEYWORDS 
Composite Approach: Jn this approach, a middle path is chosen to facilitate the 
smooth implementation of the plans. 

Formal Plan: A formal plan is a written record of what the organisation intends to do 
within a time frame. 

Long-range Planning: Long-range planning covers a relatively long period of time 
(anything over a five-year period), and affects many departments/divisions of the 
organisation. 

Management by Objectives (MBO): It is a systematic and organised approach that 
allows management to focus on achievable goals and to attain the best possible results 
from available resources. 
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Pla1111i11g: Planning is deciding in advance what to do, how to do it, when to do it and 
who is to do it. 

Short-range Planning: Short-range planning covers a period of one to twelve months, 
depending on the nature of business and the traditions prevai ling in the industry. 

Co-operation: Co-operation is the process of working or acting together, willingness 
to cooperate, to help out or get invo lved, including others, encouraging, sha ring and 
working together. 

Coordination: Coordination i~ the act of organising, making different people or things 
work together for a goal or effect to fulfil desired goals in an organisation. 

Decision Tree: A decision tree is a decision support tool that uses a tree - like graph 
or model of decisions and their possible consequences, includ ing chance event 
outcomes, resource costs and utility. 

Decision-making: The thought process of selecting a logiqJ choice from the ava ilable 
options. 

3.19 QUESTIONS FOR DJSCUSSION 

I. What is planning? Write down the characteristics of planning. 

2. ;,A plan is a determined course of action''. Elucidate. 

3. Explain the characteristic s a nd components of planning. 

4. "Profit cannot be the sole objective of a business concern." Discuss. 

5. Write down the meaning of Management by Objectives. What are the maJor 
advantages of a "Manage.men! by Objectives" programme? Are there any 
limitations to MBO? 

6. " Planning is the essence of management." Elucidate. 

7. "All managers plan whether they are at the top, middle or bottom of the 
organisation structure." Comment. · 

8. Discuss the concept of 'management by objectives'. How does it differ from the 
traditional management? A lso explain how setting objectives is a multis tage 
process. 

9. State the nature of planning premise. Give examples of tangible and intangible 
premises. 

10. "Management involves coordination and integration of all resources, to 
accomplish specific resu lts". Ex plain. 

11. 'Coordination is the o utcome of information and co-operation'. Discuss. 

12. 'Whatever a manager does, he does through decision-making'. Critically examine 
the statement. 

J 3. What are the difference decisions made by managers at different levels in the 
organisation? 

14. 'Coordination is the very essence of management'. Do you agree9 Give reasons. 

Check Your Progress: :Model Answer 

l. Objectives 

2. Uncertainty 

3. Detailed 

4. Problem tree 
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4.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Explain the different definitions of organ isation a nd its nature 

• Discuss the concept of organisation as a process or simply organising 

• Describe the meaning and principles of organisation structure 

• Define span of control 

• Elucidate the concept and types of departmentation 

4.1 INTRODUCTION 

In the previous lesson, you studied the concept of decision making, its characteristics, 
the difference between decision making and problem solving, different types of 



decisions taken by a manager in an organisa1io11. the process of decision-making, etc. 
You also gained kno\\'ledge about the different tools, approaches and models used in 
dee ision-making process. 

As you know that organisations are group of incl ividua Is who under direction of leader 
work in coordination for accomplishment of ci common goal or objective. The concept 
of organisation includes achievement of certain objectives by division of work, fixing 
of authority and responsibility and coordinating the ac1ivities of people of an 
enterprise. 

Organisation as a process encompasses the funct ion of organising. Span of Control has 
also needs to be determined to know the total numbers of individuals a manager can 
effectively supervise and control. More over departmenta tion has 10 be done to group 
different activities of an enterprise into units and sub-units for purposes of 
administration. These administrative units and sub-units are then designated as 
divisions, units, branches, sections,jobs etc. 

In this lesson, you will study the concept of organisation, its nature, organisation as a 
process. meaning of organisation structure and its related principles and areas, the 
meaning and determination of span of control, departmentarion and its various types. 

4.2 ORGANISATION: DEFINITION AND NATURE 

Organisation can be defined as the structure or form of an enterprise and the 
arrangement of all parts thereof in a manner suitable for the use of services. 

Let us now observe some of the leading definitions of the tenn organisation that are 
quoted below: 

According to Barnard, An organisation is a system of consciously coordinated 
activities or forces of two or more persons. 

Ralph C. Davis has defined the term organisation as a group of people who are 
cooperating under the direction of leadership for the accomplishment of a common 
end. 

Oliver Sheldon has defined the tenn organisation as the process of combining the 
work which individuals or group have to perfonn with the facilities necessary for the 
execution, that the duties so perfonned, provide the best channels for the efficient, 
systematic, positive and coorqinated application of the available effort. 

According to Pfinner and Sherwood, Organisation is the pattern of ways in which 
large number of people, of a size too great to have intimate face-to-face contact and 
engaged in complexity of tasks, relate themselves to each other in conscious, 
systematic establishment and accomplishment of mutually agreed purposes. 

The authors have given the following assumptions of this definition: 

I. Organisations are large and do not permit face-to-face leadership. 

2. Organisations are complex. 

3. Organisations are attempts at "conscious rationality" . 

4. Organisations must have a purpose, though may be mundane, such as.survival. 

5. Organisations as such are universal and would include an oil company, a 
university, a hospital, an ocean liner and innumerable other human enterprises. 

According to Hodge and Johnson, An organisation can be thought of as a complex of 
relationships among human and physical resources and work, cemented together inlo a 
network of systems. 
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According to Johnson. Kast and Rosenzweig. The organisation is an assemblage of 
people. materials. machines and other resources geared to task accomplishments 
through a series of interaction and integrated into a social system. 

According to James D. Mooney, Organisation is the form of every human association 
for attainment of n common purpose. 

Joseph L. Massie defines organisation as, "The structure and process by which a 
cooperative group of human beings allocates its tasks among its members, identifies 
relationship and integrates its activities towards common objectives--. 

Gerald G. Fisch defines organisation as, ·'The product of all the fo rces that mould the 
actions of an enterprise and produce the final result'-. 

M.A. Cameron defines organisation as, ''The framework of duties and responsi-bilities 
through which an undertaking works". 

Urwick defines the term organisation as "Dividing up of the activities which are 
necessary to any purpose and arranging them in groups which are assigned to 
individuals'·. 

According lo Amitai Etzioni, Organisations are social units (or human groupings) 
deliberately constructed and reconstructed to seek specific goals. 

According to W. Richard Scott, " .... Organisations are defined as collectivities .... that 
have been established for the pursuit of relatively specific objectives on a more or less 
continuous basis". 

Robert V. Presthus defines orgainsation as, "A system of structural interpersonal 
relations ...... individuals are differentiated in terms of authority, status and role with the 
result that personal interaction is prescribed .... Anticipated reactions lend lo occur, 
while ambiguity and spontaneity are decreased". 

Therefore a careful study of the above definitions makes it clear to you that different 
scholars look upon organisation from different angles. Some regard it as a mechanism 
to achieve certain objectives by division of work, authority and responsi bility among 
its members and coordinating their activities. Some scholars regard it as a network 
comprising human relationship in group activity. There are others who regard it as a 
system. 

Example: The following example is built around a small company structured as 
shown in the following organisational chart: 

Burd 

• ceo 
· do 
• coo 

The sales department (Sales) features a head of sales (head-sales) and 
2 sales teams (Sales Team A and Sales Team B). Each sales team consists of 2 sales 
reps. (e.g., Sales Team A consists of safes-repA I and sufes-repA]). Similarly, there is 



an accounting dep.:inrncnt (.-\ccounting) \\"ith a head of accounting (head-accounting) 
and an acco11nto11t \,·ho is the only member of the team Accounting Team. The 
structure of the production department is identical to the structure of the accounting 
department. The company has a board (Board) with three members: CEO, CFO and 
COO. 

4.2.1 Nature of an Organisation 

As mentioned above_ the term 'organisation' is used in many ways. JI means different 
things to different peorle. Currently, the following uses of the term are popular: 

l. A group of people united by a common purpose. 

2. An entity, an ongoing business unit engaged in utilising resources 10 create a 
result. 

3. A structure of relationships bet\veen various positions in an enterprise. 

4. A process by which employees, facilities and tasks are related to each other, with 
a view to achieve specific goals. 

The static (as a structure) and dynamic (as a process) interpretations of the term 
organisation are quite commonly used and these are explained in the following 
sections of this lesson. 

4.3 PURPOSE OF ORGANISATION 

The purpose of a sound organisation for any enterprise can hardly be 
over-emphasised. It is the edifice of managerial success. An organ isation is definitely 
the backbone of management through which operations of an enterprise are run. It sets 
the relationship be tween people, work and resources to get productive results. Without 
good organisation, a one-man enterprise cannot successfully grow beyond the limits of 
the owner's strength and ability. As a matter of fact, a good organisation can 
contribute greatly to the continuity and success of an enterprise. A good organisation ~ 
brings in functions, encourages specialisation, motivates the workers and makes ways 
through internal friction and lost friction and lost motion; it fails to retain and develop 
good men and invite into its membership new men of high quality. 

Kenneth C. Towe opines, ·'A sound form of an organisation is the answer to every 
business problem; that a poor organisation could run a good product into the ground 
and that a good organisation with a poor product could run a good product to the 
market." 

Purpose of the organisation in any institution may be discussed as below: 

• It facilitates admiuistration and management: An organisation is an important 
and the only tool to achieve enterprise goals set by administration and explained 
by management. A sound organisation helps the management in a number of 
ways. It increases their efficiency, avoids delay and duplication of work, increases 
managerial efficiency, in<:reases promptness, and motivates employees to perfonn 
their responsibiJity . That 's why in advanced and modern business units, an 
Organisation Analysis Unit is established separately in order to improve the 
organisational structure of the enterprise. 

• It helps in the growth of a11 enterprise: Without an organisation, an enterprise is 
just like a man without a body, leaving head and mind (Management & 
Administration) only. Good organisation contributes greatly to the continuity and 
success of the enterprise. It contributes to the growth, expansion and diversi­
fication of the enterprise. All such programmes can be successful to the extent the 
organisation structure permits. 
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• It ensures optimum use of hunwn resources: It establishes persons with different 
interests' skills, knowledge and viewpoints. A sound organisation brings harmony 
in their efforts, places right persons in the right positions, improves the 
communication network and motivates the employees to contribute their best to 
the goals of the enterprise. 

• It stimulates creativity: A sound and well-conceived organisation structure is the 
source of creative thinking and initiation of new ideas. Delegation of authority 
provides sufficient freedom to the supervisors at different levels. It develops n 
sense of responsibility in them and provides recognition of their competence and 
expertise. 

• Use of improved technology: A good organisation provides for optimum use of 
technological improvements. It accommodates new ideas in respect of organi­
sational relationships while reta ining its basic structure. Jt provides for the use of 
new automatic techniques of production, control devices and data processing, etc. 

• Coordi11atio11 in the enterprise: In a good organisation, the different departments 
perfonn their functions in a closely related manner. Different jobs and positions 
are welded together by structural relationship of the organisation, the organisatio­
nal pressures exert their due and ha lanced emphasis on the coordination of various 
activities. 

• Executive development: The patte rn of an organisation structure has strong 
influence on the development of executives. Managers at different levels are 
continuously trained, developed and tested for assuming greater responsibilities 
and meeting new challenges of managerial positions. If an organisation is to 
survive beyond the life of its existing managers, there is bound to be proper 
management development programme in the enterprise. 

• It ensures co-operation among workers: A good organisation promotes mutual 
goodwill and co-operation among workers also. ]t disposes of conflict between 
individuals and the enterprise, enterprise and the economy as a whole. It gives 
proper recognition to the contributiori of each individual, values their 
co-operation, hence gaining their sincerity and loyalty. Good organisation 
removes red-tapism and corruption, prevents duplication of work, makes 
communication easier, and provides a sound basis for workers participation in 
management. 

Thus, we see that the organisation helps to improve the operations of the business as a 
whole. It is not simply an organising function of management, it is more than that. To 
sum up, it is the only means to carry out the policies and programmes of the 
enterprise. That is why, it is generally said that the organisation is the machinery of 
management for its achievement of the ends determiAed by administration. 

4.4 PRINCIPLES OF ORGANISATION 

In organising an enterprise, it is necessa ry to adhere to certain basic principles of 
organisation, which should serve as guidelines for action. These are as follows: 

1. Principle of unity of objective: An enterprise must have a clearly defined 
objective (or objectives). It must be realised that an enterprise is a means to an 
end, and not an end in itself. As a corollary, each unit in the enterprise must have 
an objective which should logically be related to the overall objective (its 
contribution to the common goal). 

An organisation structure is effective if it faci litates the contribution made by all 
individuals in the enterprise to the attainment of the objectives of enterprise. 
All should contribute harmoniously to the achievement of the common goal of the 



business and also of the good of the individual members of the business . The 
common goal includes primary objectives such as, producing, sel ling or protit­
making .and secondary objectives like job satisfaction. payment of wages, having 
good communication, joint consultation, etc. 

2. Principle of coordination: People working towards a common objective mus t 
coordinate their efforts. In a typical organisation, a manager will have: 

(a) a boss; 

(b) subordin;ites. often 4 to 6 in number and 

(c) colleagues, often of his own s tatus. 

The strucrure within a department is often called a chain of command, e.g., A is 
the boss, Bis his subordinate, C is B ' s subordinate, D is C's subordinate and so 
on. Each superior (or boss) in the chain of command is responsible for 
coordinating the work of those under him and his own efforts. The work of o thers 
on his level is in tum coordinated by their common superior. 

One of the essentials of coordination is good communication flow, vertically and 
laterally. e.g., from superior to subordinate and to people of the same level 
throughout the enterprise. Coordination committees are usually fonned for this 
purpose (e.g., General Management Committee, Budget Coordination 
Committee, Planning Committee, etc.). 

3. Principle of efficiency: T he organisation should be planned so that the objective 
can be attained with the lowest possible cost, which may be either money cost or 
human costs or both. 

4. Principle of unity of direction: There should be one head (or chief person) and 
one plan of action for each group of activities having a common objective and 
everyone must work in accordance with the plan towards the objective in one 
common direction. 

5. Principle of unity of command: Each person should receive orders from only one 
superior and be accountable only to him, i.e., he should have only one boss. If a 
person receives orders from more than one boss, the orders may conflict, thereby 
confusing him and often leading to conflicts arising from divided loyalties. 

6. Principle of specialisation: As far as possible, the work of each person should be 
confined to a single function. In other words, he should not be a "jack of all 
trades.r. Since this is not always possible to achieve, it is generally held that 
related functions should be grouped together under a common superior. 

7. Scalar principle: The organisation must have a supreme authority and a clear line 
of authority should run from that person (or group) down through the hierarchy, 
e.g., from the Chainnan--the Managing Director-Plant Manager-Production 
Manager- Foreman-rank and file of employees. The more clear the line of 
authority (from the ultimate authority for management to every subord inate 
position) the more effective will be the responsible decision-making and 
organisation communication. This is usually called the scalar principle because 
the hieran:hy is like a scale. The resulting hierarchy is known as the "Chain of 
Command." 

8. Short chain of command: If the chain of command is short, it will enable better 
communication at various levels w ithin the enterprise and cause fewer delays and 
bring the top decision-maker to grass root levels (i.e., the operating personnel). 
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9. Authori~1· and responsibility: Should commensurate with each other, i.e., a man 
must ha\'e sufficient authority to fulfill his responsibilities. Conversely, if a man 
has the authority, he should be willing to take the responsibility for the results. 

10. Print:iple of delegation: Decision should be made at the lowest competent level. 
For this purpose, authority (or powers for decision-making) should be delegated as 
far down the line as possible. 

11. Principle of balance: There are various parts of an enterprise (e.g., Sales, 
Production. Accounts. Personnel, etc.) which functions in close coordination to 
meet the objec tives of the enterprise A continuous survey should be made 10 

ensure tha t there is a reasonable balance, the size of the various parts should be in 
balance and none of the functions should be given undue emphasis at the expense 
of others. A continuous survey should be made to ensure that there is a reasonable 
balance in the size of the various departmerits, between standardisation of 
procedures and flexibility, and between centralisation a nd decentralisation. 
Imbalances between departments occur as a result of new teclmology, new 
products, new marketing plans, etc. 

There should also be a balance between the principle of the span of control and 
the principle of short chain of command. The application of principles and 
techniques must be balanced in the light of overall effectiveness of the structure of 
the enterprise in meeting its objectives. 

12. Principle of change: Change is one unchanging characteristics of an organisation. 
In other words, an organisation should be flexible and capable of adjusting to 
change, it cannot be rigid. II has to be flex ible to take care of changing 
circumstances. 

13. Federal principle of an organisation: The enterprise after it has reached a certain 
position may well be split up into a series of separate semi-autonomous 
enterprises, to each of which responsibility is delegated. 

- ' 
4.5 ORGANISATIONS AS A PROCESS (ORGANISING) 

You can define organising as the process by which employees, fac il ities and tasks are 
related to each other, with a view to achieve specific goals. It refers to the way; work 
is arranged and allocated among members of the organisation, so as to achieve the 
goals. As a process, organisation refers to one of the important functions of 
management, i.e., organising. 

According to A llen, organising is the process of identifying and grouping the work to 
be performed, defining and delegating responsibility and authority and establishing 
relationships for the purpose of enabling people to work most effectively together in 
accomplishing objectives. 

The process of organising, thus, involves the following steps: 

I. Identifying the work: We organise to achieve objectives. So, it is essential to 
identify the total work necessary to achieve the goals. The work must be classified 
in a systematic way so that each person in the organisation gets a separate and 
distinct task. Work must be divided and distributed because no one can handle the 
total work in an organisation single-handedly. Identifica tion and classlfication of 
work enables managers to concentrate on important activities, avoiding 
urrnecessary duplications, overlapping and wastage of efforts. 

2. Grouping the work: Division of work creates the need for coordination. In order 
to provide for a smooth flow of work all closely rela ted and similar activities must 



be grouped together. Thus, departments and divisions arc created under the 
direction of a manager. 

3. Estab/islti11g relationships: In order to secure comp! iance to organisational 
directives. reporting relationships must be specified. Once formal relationships are 
established. it would help individuals know what must be done, how it must be 
done, to whom the matters must be referred and how particular jobs relate to one 
another, etc . Without formal relationships, it would be difficult to process the total 
work because there is no way to know how the work is progressing, who is 
supposed to handle the work, where the work has to be coordinated so as to 
achieve enterprise objectives. 

4. Delegating (futhority: Authority is the right to act, to issue orders and exact 
obedience from others. Without authority, a manager may not be able to perform 
the tasks with confidence and show results. While assigning duties, the manager 
should clearly specify authority and responsibility limits, so that the subordinate 
knows well in advance as to what type of work is expected of him by the superior. 

5. Providing for coordi11atio11 and control: The interrelationships between various 
positions must be specified clearly. The activities and efforts of various 
individuals must be coordinated. The performance must be measured, evaluated 
and controlled at frequent intervals. If deviations occur, they must be spotted early 
and appropriate remedial steps taken immediately. 

4.6 ORGANISATION STRUCTURE 

Let us now understand the concept of organisation structure. You can say that a 
manager's responsibility in designing his organisation structure is, to an extent, similar 
to that of an architect who designs a building. 

Buildings have structures in the form of beams, interior walls, passageways, roofs and 
so on. The structures are laid to facilitate movement of people and to provide decent 
living space or office accommodation with pleasant environment or space for 
installing plants and machines for manufacturing certain goods and services. 
Architects have to see the type and size of the land, environment, technology and 
materia Is to be used and various other factors in designing the building to serve the 
specific objective. 

Similarly when a manager has to design his organisation, he too is concerned with the 
size and types of operations, technology and environment. But the analogy cannot go 
very far. The organisations are made of human beings who interact with each other in 
a manner which may not always be predict.able, while a building consists of the 
objects which remain in their fixed relationships for a long t ime. Manager's job as 
designer of a structure is much more difficult as compared to an architect's job. 

Example: Standardisation of Operations: McDonald 

McDonald has a well-defined organisation structure to enforce standardisation of 
operations. 

Its field service managers and inspectors v1s.1t each store regularly to assure 
compliance with standard operating procedures. 

Jobs at McDonald have been broken down to smallest steps and have then automated 
the entire process to assure that individual workers would not get creative what fixings 
should go on a big Mac. 

Assistant managers are assigned to cover each shift and crew leaders are responsible 
for certain time periods such as breakfast or lunch. Each employee knows what 
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114 exactly to do. Trainers are assigned to teach each new worker precisely how to 
perform their assigned tasks. 

There is provision for standardised services in such areas as advertising, public 
relations and operations. 

4.6.1 Principles of Formal Organisation 

There are certain principles which a manager has to keep in view when he designs the 
organisation structure. 

I. Accomplishment of objeuives: !\n organisation structure is only a means to an 
end, i.e., it exists to achieve the goals of the organisation. The objectives of a 
government department, for instance, may be different from a business enterprise. 
Structural differences are, therefore, bound to be there in the two types of 
organisations. 

2. Efficiency of operation: Cost is an important factor in business. The organisation 
structure should facilitate production, distribution and other functions of an 
enterprise on the minimum cost to ensure adequate return on investment. 

3. Functional similarity: The work centres, departments, divisions and sections are 
created in an organisation on the basis of grouping similar functions together. 
Functions are assigned to the people who have necessary qualification in that line. 

4. Balance between authority and responsibility: Authority and responsibility often 
go together. 

5. Single accountability: An individual cannot be accountable directly to more than 
one officer. The single accountability principle ensures consistent and coordinated 
action. 

6. Unity of command: The subordinate should receive instructions only from authority. 
This principle is related with the preceding one and it ensures feeling of personal 
responsibility to one superior for re;;ults. 

?. Functional growth: As the organisation expands, functions also increase. These 
may not be strictly downward. The outward growth may create new functions in 
the organisation. 

Example: When business is small and confined in a local area, publicity through 
press or radio may not be needed. But when the business expands and new markets 
are required, publicity may become essential. The structure should provide scope 
for expansion. 

8. Span of control: Unlimited number of persons cannot be controlled by one 
officer. The effective limit in business is considered to be between 6 to 8 persons 
under one superior. 

9. Functional balance: Activities of all divisions should be coordinated to maintain 
a balance. The line and staff officers, for instance, must strive together towards 
one goal, i.e., the achievement of organisational objective. If their relations are not 
good, the organisation will suffer. 

l 0. Flexibility: The structure of organisation must be responsive to the changes within 
and outside the organisation. The rigid structures do not suit business enterprise. 

11. Stability: This refers to the long- term perspective. The structure should be able to 
withstand changes. 



4.6.2 Organisational Charts and Manuals 

Once an organisational structure is determined, the same can be shown 111 a s imple 
way with the help of a chart. 

Terry defines chart as "A cliagrammatical form which shows important a spects of an 
organisation inc luding the m ajor functions and their respective relationships, the 
channels of supervision, and the relative authority of each employee who is in-charge 
of each respective function'·. The various functional groups or departme nts which 
have been established to accomplish the business objective are thus depicted in the 
chart. 

Also the principal level s o f authority (top management, middle management and 
supervisory management) and the relative authority within each level are indicated on 
the chart. It shows who is 10 do what work and who is to direct and supervise the 
efforts of those who do 1he work. The span of management that each supervisor or 
manager exercises is also reflected. In other words, the main line of communications, 
1he downward flow of authority and the upward flow of responsibi li ty in an 
organisation are depicted in a chart. The organisation chart is thus a useful static 
model of showing both the horizontal and vertical dimensions of the o rganisation 
structure. In addition, it reflects the relationships intended. 

McFarland has rightly describes an organisational chart as a type of record, showing 
the formal organisational relationships v. :1ich executives intend should p re va il. 

Types of Charts 

The organisational charts may be classified either as, (i) vertical, horizontal and 
concentric or as (ii) master and supplementary charts. 

A vertical char/ shows the organisational structure in the form of a pyramid, the lines 
of command proceeding from top to bottom in vertical lines. This form is popular with 
companies. 

A horizontal chart shows the organ isational structure in the fonn of a pyramid, which 
lies horizontally. In other words, the line of command moves from left to right 
showing top management at the left and each successive subordinate management at 
the right. There is not much of a difference between a vertical and horizonta l chart, but 
the latter are not very common. 

A concentric or circular chart shows the pivotal position of the top executive in the 
centre of concentric circ les. It also reflects the positions of successive echelons of 
subordinates extend in all d irections outward from the centre. Thus, the flow of formal 
authority from the centre to all d irections is clearly dep icted. 

A master chart shows the entire organisational structure without the necessary details. 
The basic pattern of the structure with its major units and lines offonna l authority are 
portrayed, but a detailed picture of the organisation structure is not given. 

A departmental chart is a supplement to the master chart. A departmental chart is 
devoted exclusively to a department and gives details as to relationships, authority and 
responsibility within the department. Thus, one master chart may be supplemented by 
several departmenta~ charts to indicate the picture of the organisation as a whole. 
There may be many departmenta l charts, depending upon the size of the orga nisation. 

Organisational Manual 

An organisational manual is designed to promote understanding of basic organisatio­
nal structure by means of descriptions of the various jobs that may be listed only by 
title on the charts. Thus, it is a useful supplement to organisational charts. 1t is usuc1lty 
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in 1he form of book or bookle1 aJJd contains otber useful infonrn, tion, such as 1he 
o rg.,.111iS!ilion chart, a bric( descrip1[011 of 11w ,overall compan.y objec1ive~. policies, 
prac1.ces and _procedures. 

Example: Ot!(Mi.fation Str11cture: lClCl Bank 

i[)rga11isation st.rnctun; .~ designed to Ii¢ flt>X ible and \:Ustomer-focused. Al the sacnc 
Jime, we $eel; to erisurc e:recrive control and supcr,,ision aJ1d e.onsiste11cy in ~randards 
acro~s the orgari,sari'oo. J'l1e organis.ati()n is s1ruc1un;d into the following principal 
g.1·011 ps: 

l. J{,:caij Hanking Group, comprising the retail liat,ililre,1 re1a ll asseis an<! small 
en«crprises bU$iness1:s. 

2. Rural, Micro-b-dnking an<l Agri~business G roup, comprising 1,!Je rural and 
ag,iculiural lending and other baiddng businc~se.~, 

3. Wholesale flanking Group, .comprising the· corporate ·qnd investment bankini;, 
project finance and government banking busi11esses. 

4. lllternationa.l Banking Gri.H•p, compt·i~ing lhe Bm1k's 11itemational operations, 
tncluding operations in vari<1us oven,eas markcLs as wc(l as products aml services 
for NRJs, international trade firumce, eorresJJondet\1 bank.i1\g and wholesale 
re!;ourc..: mobilisation. 

5. Global Market~ GJ'oup, comprising our global client-centric treasury operations. 

6. Corporate Centre, compri~ing financial reporting; planning and strategy; asset 
liabH\ty ·ntanagemenr; itwestoe relations; secretarial; .:orporatt communieations; 
rJ~k mana,gerrrcm; comphance; imermfl audit; lei;al; financial crimeprcvenlion and 
teputation r,sk management,; and jl:ie'Bank's pmpriel.ary trading operations across 
various markets. 

7. Human Resources Manag,;mcnt Group, which is responsible for lht> Uank's 
rccrui tment, training, Jea~ship dcvelopmcll l an<l other per,o.nnel managenienl 
function.s and initiatives. 

&. Global Operations und Middli: Olfil'..e Grc;ups, which a~ respo11,ible for back­
office operations, controls anti monitoiing for our domesti1; and ovcrscus 
c;per.ali.ons. 

9, 0r.gan,sa!Jonal 11xcellence Group, which is res1>onsible for enterprise-wide quality 
and process improvemen\ in.itiative. 

.I 0. Technology Mat1111lement GroUjl, which is responsible for mtcrprise-w ide 
technology initiatives, '!'Jlh dedi"~ted teams serving imliv.idual busincs} grovps 
an,I ma11~ging infon11a1ion security and shared infrastruc.ture. 

) 1. Glob.al lnfrlls\roclllre & Adminisltstion Group, whicl1 is responsible for nuuiage­
m.;nt of co!J)OOlle f!leiliti~; 3nd adminlstrativc ,;upport functions. 

4.7 SPAN OF' CONTROJ, 

Span of Control can bt, delined as the total numbers of individual~ i.e., the em11loyees 
QT loo subc;rdinates that a manager can effectively supe,rvise and control. A ma11ug, r 
can supet·vise only a l\mited number of s.ubonJinalcs and should therefore Ix: assignll<l 
an authority tu hijndle only .few of them. Aecordiug to mcm management experL~, ~t 

the (Op level of manage,,,eut, (he span of control. , hould 11c;t be more than I :6 while at 
the lower level o'f marlilgement, the span of conJst\l should not be more than 1,20, 
Span Qf control depe41ds on many factors such as n ature; of work, abil [ty of superje,: 
"nd hi> ~ubocdin~. etc. 



Dt:fi11i1io11s of Span of Co11trol 

Louis Allen states that, "Span of control refers to I ill' number of people that a manager 
can supervise." 

Prof. Dimock believes that, "The span of control is the number and range of direct, 
habitua l communication contacts between the Chier Executive of an enterprise and his 
principal fellow officers." 

4. 7 . 1 factors Determining Span of Control or S pan of Management 

'J'hc followlllg factors determine the optimum span or management: 

Capacity and ability of J/,e exec111ive: The personal abilities and influence of the 
superior plays an important role in determining the number of subordinates that 
can be effectively supervised by him. If the super ior can comprehend problems 
quickly. can get a long well with people and command loyalty and respecttrom the 
subordinates then he can supervise a larger number of subordinates effectively. 

2 . Capacity a11d skj// of the subordinates: In case. the subordinates are competent, 
wel l trained and experienced, the manager wi ll be in a position to supervise a 
large number of subordinates. On the other hand, if the manager has no 
confidence in the capacity and calibre of his subordinates, then the span will be 
restricted. 

3. Nature am/ importa11ce of the work supervised: If the work is repetitive in nature, 
the span of management may be larger, as it does not require much attention and 
time on the part of the executive. On the other hand, where the executive's work 
involves complicated decision making, direct ion or coordination, the number of 
persons under his supervision should be sma 11. 

4 . Clarity ofpla11s and responsibility: 1f plans are c learly laid down and responsi­
bility is definite, then subordinates need not go to the superior frequently for 
orders, instructions or guidance. As a result, a large number of subordinates can be 
effectively supervised by an executive in such si tuations. On t~e other hand, in the 
absence of standing plans and defined responsibility, the executive will be over­
burdened with details, queries and problems, and to that extent span of 
management will be limited. 

S. Degree of decen1ralisatio11: If an executive is not to take too many decisions 
)1imself due to decentralisation, he can successfuJ ly supervise a large number of 
subordinates. On the other hand, an executive with centralised authority has to 
make many of the decisions himself and will be able to spare less time for 
supervising the work of his subordinates. He will, therefore, have to work with a 
nanow span of management. 

4.7.2 Advantages of Selecting an Appropriate Span of Control 

The span of control must not be too narrow or too wide. Jf the span is too wide, then 
the individual supervision is tough and the control wi ll be fruitless. On the other hand, 
if the span is too narrow, then there wi ll be extreme supervision of employees which 
will affect their perfonnance. 

An appropriate spao of control results in the fo llowing benefits: 

l . Improved supervision and control: 1f there is an appropriate span of control, then 
the superior will have a limited number of subordin<1tes under him. This will result 
in better supervision and control. 

2. Superiors can concentrate on important W()r/i: If there is an approp1iate span of 
control, then the superior will get time to concentrate on important work. 
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On contrary. if the span of control is very wide. then the superior will have 10 

spend most of his rime on supervising and controlling his subordinates. 

3. Higher efficiency: An appropriate span of control results in better superv ision and 
control. This increases the efficiency, productivity and profitability of the 
organisation. 

4. Enhancement in ~oorlwi/1: An appropriate span of control increases the efficiency 
of the organisation. Therefore, they distribute good quality goods and services at 
fair prices to the customers. They also give high rate of d ividend to the 
shareholders. A 11 this increases the goodwill of the organisation. 

5. Good professio11al re/Mions: If there is an appropriate span of control, then the 
superiors and subordinates will get time to develop close and good professional 
relations between thernsel ves. 

6. Team spirit and morale: An appropriate span of control creates good relations 
between superiors and subordinates. This improves the team spirit and mora le of 
the employees. 

7. Effective comm1111icatio11 and coordination: If there is an appropriate span of 
control, then superiors will get time to communicate wi th every single 
subordinate. This will improve the communication in the organisation. Effective 
communication results in proper coordination. Therefore, an appropriate span of 
control resul:s in effecti ve communication and coordination. 

8. Facilitates quick action: An appropriate span of control results in good 
professional relations, better communication and coordination. This faci litates 
quick action in the organisation. 

9. Fewer labour absenteeism and turnover: -An appropriate span of control helps to 
decrease the labour absenteeism and turnover in the organisation. 

l 0. Advances discipline and mutual trust: An appropriate span of control helps to 
develop discipline and mutual trust. 

4.8 DEPARTMENT ATION 

Departmentation may be defined as the process of grouping activities into units and 
sub-units for purposes of administration. The administrative units and sub-units so 
created may be designated as divisions, units, branches, sections, jobs, etc. The 
process of depar1mentation takes place at all levels in the organisation. 

The chief executive groups act in major divisions, such as production, sa les, finance, 
etc. These divisions are administered by senior executives who report directly to the 
chief executive. The senior executives further, assign duties to their juniors. 

Example: The sales manager may divide his activities in relation to different products 
sold, area or customers served or on the basis of activities like advertising, marketing 
research, customer service. and so on. At the lower level. there may be Sales 
Assistants, Sales Representatives, etc. 

Thus, in tenns of the level of management at which departmentation may be done, the 
whole process may be divided into the following three stages: 

I. Primary ,tepartme11tatio11: Initial break-up of functions into basic activities. 

2. Jntennediate departme11tatio11: Creating departments in the middle levels of the 
organisation. 

3. Ultimate depart111e11tatio11: Dividing activities into separate units at the lower 
levels. 



4.8.1 Bottom-up and Top-down Approaches 

There are two approaches to Departmentation. In the top-down approach, activities are 
divided step by step downward from the chief executive·s job to the operating jobs. 
On the other hand, in the bottom-up approach, the division of activities is carried on in 
a reverse order. 

The organisation can be worked from the bottom to the top, instead of following the 
conventional system of orga nising from the top to the bottom. T hus, tasks at the lower 
level may be groupe d into individual jobs; the jobs grouped into administrative units 
and the units grouped into larger units so as to establish the top level m anagement. In 
practice both the approaches are used. 

4.8.2 Patterns of Departmentation 

There are some basic patterns or methods of departmentation within an organisation 
structure discussed below: 

Departmelllation by Functions 

It refers to grouping activities of the enterprise into major functional d e partments. An 
enterprise may have separate divisions for production, sales and purchases, accounts 
and personnel. These primary functional departments can further be divided to form 
secondary departments. 

Example: As the enterprise grows in size, sales department may be replaced by a 
marketing department. The marketing department may further be divided into 
marketing research, advertising and promotion and sales departments. 

Thus departmentation by function is the most popular basis of departmentation and is 
found in almost every enterprise at some level or the other. 

The following charts show organisations structured on the basis of functional 
divisions: 

Chief Executive 

I 
I I I I 

Production Sales Personnel 

I 
Finance 

Manager Manager Manager Manager 

Figure 4.1: Organisation Chart showing Major Departments 

Head Office 

I 
I I I I I I 

Raw Material Ginning Spinning Weaving Finishing Packing 
Purchase Department Department Department Department & Sales 
Division Department 

Figure 4.2: Organisation Plan of a Textile Mauufacturing Company 
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Marketing Manager 

- - - - - - - Research 
Officer 

I I 
Sales I Advertising and I 

Manager Promotion Manager 

Figure 4.3: Marketing Set-up of a Company 

Merits of Functional Organisation Structure 

The functional form of organisation structure has many advantages: 

I. It can employ experts in various functional areas. 

2. ft represents a very natural and logical way of grouping activities of the enterprise. 

3. lt can achieve specialisation easily as time and energy can be devoted on similar 
groups of activities. 

4. It is simple and easy to understand. 

5. It facilitates coordination both with the function and at the inter-departmental 
level. It is easier for an executive of a· particular department to coordinate 
activities of the persons in his department, rather than to coordinate activities 
pertaining to different functions. 

6. It is a time-proved method and can easily be justified by the management. 

7. As the organisation grows, the functiona I structure provides scope for expansion. 

Demerits of Functional Organisation Structure 

This fonn of departmentation has certain disadvantages which are given below: 

1. Narrow outlook: A functional manager tends to create boundaries around his own 
department and thinks only in tenns of his own department. He may fail to see the 
business as a whole. 

2. Difficulty in coordination: The loss of overall perspective results in internal 
frictions among various ftinctional managers and the advantage of coordination 
becomes its shortcoming. The coordination between different functional areas 
becomes more difficult. 

3. Delay in decision making and relaying them to the lower level: With the growth 
of the enterprise, centralisation tends to become excessive and it causes delay in 
decision making and flow of information. Decision on major problems only can 
be made at the top of the organisation. Communicating decisions to the bottom of 
the organisation pyramid further delays the process of decision making and its 
implementation. 

4. Promotion prospects reduced: The enterprise cannot offer comprehensive training 
for all promotable managers. A manager supervising a particular function is 
treated as an expert in handling problems of that pa11icular function only. 

5. Other difficulties: This type is unsuitable where either geographical centralisation 
is required or emphasis on product lines is called for. 



Departme11tation by Products or Services 

This type of departmentation is very popu lar with large organisations having different 
types of products. Here product lines arc segregated and special product managers are 
put in charge of each line. 

Example: An electronic company may have different departments dealing with light 
bulbs, fluorescent tubes, electric generators. household electric appliances, etc. 

Thus, each product department may be responsible for manufacturing, selling and 
further developing one distinct product Jin<::. The Head Office can establish objectives 
of tile various divisions in terms which arc s ignificant for the enterprise as a whole and 
the performance of each department can be judged accordingly. 

Extmtple: A simple diagram of product departmentation of an enterprise 
manufacturing different products - A, Band C would appear as follows: 

Chief Executive 

General Manager (Product ·A') General Manager (Product 'B') 

+ + 
Chief Sales Accounts Personnel Chief Sales 

Engineer Officer Officer Officer Engineer Officer 

Chief 
Engineer 

General Manager (Product 'C') 

Sales 
Officer 

-+ 

Accounts 
Officer 

Personnel 
Officer · 

Figure 4.4: Departmentation by Products or Services 

Personnel 
Officer 

It is clear from the above diagram that the manager-in-charge of a department enjoys 
authority over manufacturing, sales, accounts and personnel functions relating to the 
particular product. Such a departmentation is known as multifunctional product 
departmentation because each department handles a II the functions concerning it. 

Departmentation by Product (Matrix Structure) 

In some cases, departmentation by product, as discussed above may not be advisable. 
In an organisation, many products may use the same equipment or be sold by the same 
sales peFSons or distributed through the same marketing channels. In such cases, 
departmentation by product (matrix structure) has been suggested. 

The following chart shows this type of structure. 

Chief Executive 

Production Division Accounting Division Marketing Division 

Product Manager '/!I. 

Product Manager ·s· 

Product Manager ·c· 

Figure 4.5: Depsn-tmentation by Product 
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In depanmen tation, product managers do not have line authority over the persons in 
the production, accounts and marketing departments. 

Meri ls of Dc:porlmenlation by Product 

I. Product departmentation enjoys the advantage of specia I ised product knowledge. 

2. It is eas ier to ascerta in the performance of each product line and therefore, an 
unprofitable line can be dropped. 

3. The ma113ge r-in-charge of the product is motivated for expansion, improvement 
and diversification of the product, as responsibility for performance for a 
par1icula r product is entrusted to him. 

4. Top management gets detailed and intimate information regarding the markets in 
relation to the specific products. 

5. The problem of coordination present in the Functional Departmentation is 
removed here. The functions of manufacturing, selling, etc., of different products 
are performe d by different executive-in-charge, and therefore, the chief executive 
has not to bother much about coordination. So far as coordination of different 
activities connected with a particular product is concerned , that is looked after by 
the particular executive in-charge. 

6. It makes c0ntrol effective because accounts are maintained ~eparately for each 
department. 

7. It is helpful in the development of all-round managers because a product 
department manager has the knowledge of each function to be performed in that 
department. 

8. It is not at all difficult to add a new division by merely extending the line and 
having an executive in-charge and staff for the new p roduct. The existing 
operations are in no way dislocated. 

9. Jt is most suitable where product lines are complex and diverse and require 
specialised knowledge for selling and marketing as weJI as salesmen with 
specialised knowledge. 

Example: When a company has the divisions shown in the chart below it may be 
advantageous to have departmentation by products. 

Head Office 

I 
I I I I I I 

Agricultural Chemical Engineering General Leather Textiles 
Products Products Ware 
Division Division Division Divisioo Division 

Division 

Departmentation by Products 

Demerils o(Deparlmentation by Products 

I. The product departmentation may sometime lead to difficulties in coordination. 
Executive-in-charge of a product who has been successfu l in running his 
departme nt may well be prompted to acquire more pow er for himself and thus 
pose a problem of coordination for the chief executive. This may lead to a 
' functional d ece ntralisation'. The drawback of functional decentralisation can be 
remedied through centralisation of certain key activities and major policy 
decisions a t the top of the enterprise. 



2. It involves extra costs of maintaining separate sales forces for each product group. 
This may a lso lead to duplication of certain costs such as travelling expenses. Also 
it may cause customer annoyance and confusion when two or more salesmen call 
on the same customer. However, this drawback will not affect adversely when the 
product lines are complex and diverse requiring salesmen with special knowledge. 

Example: An enterprise selling both consumer and industria l goods may find it 
advantageous to have separate sales organisations for them. 

The Hindustan Unilever and the Delhi Cloth and General Mills are the glaring 
examples. Also. big department stores in big cities are organised on th is pattern. 

Departmentation by Project Team (Matrix Strucl/lres) 

In some organisations, departmentation by project-teams has been successful. A team 
may be set up within an existing organisation for the purpose of conducting a study of 
the particular geographic region, or design and produce a new product or industrial 
machinery or complete a specific assignment in time and within an estimated cost. 

A project manager may be appointed to analyse the activities that must be performed 
to achieve established goa ls and manage the project. He is drawn from the 
management ranks of the organisation. He may select personnel from different 
functional departments involved in the project. When the project is completed, people 
may return to their origini'tl departments; or if a new project is taken, they mi'ty work 
on it. The departmentation by project team, in its form, is similar to the 
departmentation by product (matrix structure). 

The manager has to give full attention to the progress of that project or product in both 
departmentation by product and departmentation by project. 

However, there are some differences between the product and project depart­
mentation. The product departments are usually permanent, project department is 
usually temporary, even though it may last for several months. In a product manager's 
office, only a few persons are engaged to coordinate the efforts of line departments 
whereas in a project manager's office, number of people employed may be larger as 
they are required not only for coordination but also for performing actual work. 

Production 
Division 

Head Office 

Engineering 
Design Division 

Marketing 
Division 

Project A Project A Accounts 
1-------t-----;---1 A 

Manager 

Project B 
Manager 

Project C 
Manager 

Engg. ···········-·--·-------------·-----··------- __ Market 
Design B 

Engg. 
Desi n C 

Figure 4.6: Departmentation by Project Team 
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Combined Type 

Many business enterprises adopt composite pattern of departmentation, i.e.. a 
combination of functional and product departmentation. Finance and personnel 
functions may be perfonned in separate departments. Remaining functions may be 
performed under the respective product departments. 

Thus, the advantages of both the functional and product departmentation may be 
enjoyed by an enterprise. However, a clear distinction has to be made between the line 
and functional authority. 

Example: In the Figure below, managers of Finance and Personnel Departments wil l 
report direct to the chief executive. 

Chief Executive 

Production Manager Finance Manager Personnel Manager 

Manager Manager 
(Product 'A' Division) (Product 'B' Division) 

Chief Engineer Sales Officer 

Manager 
(Product ·c· Division) 

Research Officer 

The above s tructure shows tha t the Finance and Personnel Departments have only 
functional authority but no line au thority. 

Departmentation by Territory/ A re a/Location 

Territorial divisions may be created where activities are widely dispersed. Activities 
may be grouped area-wise and assigned to the executive in-charge of the respective 
areas. 

For instance, production activity may be grouped area-wise by establishing separate 
plants in eacti area of operation to assemble, refine and manufacture the same product 
in each area. 

The economies of local operation can be achieved in this way. Local plant can enjoy 
the goodwill of the local people some of whom are recruited as labourers. This may 
ensure lower transportation cost and quick delivery of the products to the customers in 
different areas. 

Example: Sales activities of an enterprise can be organised area-wise. This is because 
adaptation to local situations and understanding of customer needs peculiar to a given 
area are facilita ted under this type of departmentation. The sales managers can appoint 
local people as salesmen. These salesmen will naturally be familiar with the consumer 
preferences and language of the people. There will be no communication barrier. 

Zonal Sales 
Manager (North) 

I 
Sales Ofticer (North-East) 

Chief Marketing Manager 

Zonal Sales 
Manager {South) 

Sales Officer (North-West) 

Zonal Sales 
Manager (Central) 

ln the above chart, the market area is broken up to into three sales territories. Each 
territory is under the supervision of a manager. These territories may be referred to as 



Zones. Districts, Divisions or Regions. The Head Office helps in long-range planning, 
coordina1ion and specialised staff services such as research and advertising. 

I.a some cases, especially in case of comp I icated products, specialists are even attached 
to territorial offices. 

Pure territorial departmentarion is seldom adopted in practice. In some cases, it is not 
advisable to group an activity area-w,ise, for instance, finance, personnel, purchasing. 
etc. Jt may not be worthwhile to ha ve area-wise finance departments. Also, it may be 
advantageous to have a central personnel department. 

Merits o/Depurtmentation hy Area/Loco/ion 

I . It ensures full attention to different customer groups and thus helps build 
company's image and goodwill. 

2. It is most suitable where the major emphasis is J5laced on better services to 
specialised types of customers using the company's products or services. This 
becomes possible as under this type, customers are divided into identifiable 
groups. 

3. lt helps managers in taking quick decisions and prompt acLion as they are aware or 
local conditions. 

DemerilS of Oepartme11tatio11 by A;·eu/Lucatiu11 

l. ll involves higher cost in operation and control due to duplicalion of activities in 
different product divisions. 

2. fl requires large number of·personnel to task positions in different areas. 

3. The relations between head office and zonal offices may not be very smooth ii 
staff departments do not have complete understanding. 

Departmentation by Customers 

An enterprise may be divided into a number of departments on the basis of the 
customers that il serves. Thus, a marketing or sales department may be sub-divided on 
the basis of customers. 

The sub-division can be on any one of the following basis: 

• Large and small customers 

• Rich and poor customers 

• Government and Non-government customers 

• Industrial and ultimate buyers 

• Age (child. adult) 

• Sex 

• Income 

• Taste, etc. 

This type of departmentation may be particularly useful in case of compani'es that 
render specialised services or turnkey operations. 
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The following chart illustrates the point: 

I Manager Defence 
l!...=rvices Division 

Sales Manager (computers) 

Manager Govt. Deptts. Manager Educational 
Division Institutions Division 

Figure 4.7: Departmentation by C us to mers 

Manager Industrial 
Customers Division 

Jn practice, majority of organisations have mixed type of departmentation. The organi­
sation s tructure is a combination of functional, product and service, locational and 
project de partments. 

Example: Organisation Structure ofTISCO 

A brief analysis of the organisation structure of Tata Iron and Steel Company Ltd. 
( 'TISCO') wo uld testify to this phenomenon. 

Ta ta lron and Steel Company Ltd. (TISCO), owns the biggest private sector steel plant 
in India. It a lso owns several mines and collieries. The Managing Director of the 
Company is the Chief Executive. He is assisted by: 

I. Deputy Managing Director who is in-charge of manufacturing operations, 
research and development and projects. 

2. Genera l M anager (Services) and Director who looks after purchase, planning, 
socia I, aviation and general services. 

3. Director of Industria l Relations who looks after negotiations with labour, joint 
management councils, wages and salaries, etc. 

4. Divisional Managers (3) who are in-charge of collieries, Adityapur Complex and 
mines separate ly. 

5. D irector of Finance and Accounts who controls the accounts and manages 
cofl).pany's finances. 

6. Internal Audit Officer, and 

7. Director of Marketing and Sales, who is in-charge of marketing func tion. 

The organisation structure of the company is a combination of different types of 
departments. Most of the divisions are fonned on functional basis. Some d ivisions are 
on product basis. Then there are departments wh ich are looking after certain services. 
There is a full- fledged project department also. Departme nts o n terri torial basis under 
zonal managers or officers are also there. 

Functional · departments: Manufacturing opera tions, research and development, 
industrial relations, finance and marketing etc., are the functional divisions. R&D is 
looked after by a Director. The General Manager is in-charge of manufacturing 
operations. Industrial re lations d ivision is headed by a D irector. Similarly, the finance 
and marketing functions are also looked after by separa te D irectors. 

Product n11d service departments: The General Manager ( operation) is assisted by 
Ma nager (Management Services), General Superinte ndent and Chief Personnel 
Manager. The Division Manager (Collieries) js assisted by Assistant Development 
Manager (Project), Chief Administrative Manager and Chief Mining Engineers. It 
wou ld appear from the structure of the above two divisions, viz., Operations and 
Coll ieries that they are having independent departments under them for certain 
services. For example, the Chief Personnel Manager under General Manager 
(Operations) has nothing to do with the personnel problems of Collieries where 
personnel and welfare office rs are under the Chief Ad m inistrative Manager who report 



directly lo the Divisional Manager (Collieries). Similarly the Assistant Development 
Manager ( Projec ts) reports directly lo Divisional Manager (Collieries), and not to the 
Director of Projects who has a full-fledged divis ion of his own under the Deputy 
Managi ng Director. 

The serv ices departments are under General Manager (Services) and Director; social, 
aviation a nd general services such as town administration, hospitals. etc. are looked 
after by thi s division. In addition, the purchase func tion o f the organisation is also 
within its j urisdiction. These departments thus provide common services to other 
divi sions 01' the organisation. 

Territnrial departments: Sales operntions are spread throughout the co untry. There 
a re lhree Assistant Sales Managers, four Zonal Managers, and two Senior Branch 
Managers and twelve Branch Managers who are organising sales in different parts of 
the counlry. Con troller of Purchase and Stores has an office at Kolkata also where 
Manager Pu rchase is in-charge. Mines at differei1t places are loo ked after by 
Agent/Superintendents. 

Project departments: There is a full-fledged project department under Deputy 
Manag ing Director. The department is headed by Director of Projects who is assisted 
by the Chief Inspection Engineer and Joint Director of Projects. Collieries have their 
own project divis ion headed by an Assistant Development Manager. T~e project 
div isions have specialists and engineers to assist the management. 

The s truc ture is overall decentralised which is a must for operational flexibility in a 
large organisar.ion. The number of senior executives (Deputy Managing Director, 
Direc tors and Divisional Managers and General Manager) ,directly reporting to the 
C hief Executive, the Managing Director of the company, is eight which may be 
considered ideal for a company of the size of Tata Iron and Steel Company Limited. 

Production 
Division 

Project A 
Manager 

Project B 
Manager 

Product 
A 

Head Office 

Engineering 
Design Dfvision 

Engg, 
Design B 

Accounts 
Division 

Accounts 
A 

Market 
Plan A 

Accounts 
B 

Marketing 
Division 

Market 
Plan B 

Project C .... . ... .... ..... . 
Manager ' 

Engg. 
Design C Market Plan G 

Figure 4.8: Organisation Chart of TlSCO 

Check Your Prooress 

Fil I in the blanks: 

1. An organisation is definitely the _____ __ of management through 
which operations of an enterprise are run. 

2. The paltem of an organisation s'lructure bas s trong influence on Lhe 
development of _____ _ 

Cn111rl. 

127 
()~:inisif1.!! 



128 
Principh::-- ()r i\.1c111;1g.\.~lllt'l1I 

3. A continuous __ should be made to ensure that there is a 
reasonable balance, the size of the various parts should be in balance and 
none of the functions should be given undue emphasis at the expense of 
others. 

4. Product departmentation enjoys the advantage of _ _ ____ .,-roduct 
knowledge. 

4.9 LET US SUM UP 

An organisation can be defined as a group of people who are cooperating under the 
direction of leadership for the accomplishment of a common end. Organising is the 
process of identifying and grouping the work to be performed, defining and delegating 
responsibility and authority and establishing relationships for the purpose of enabling 
people to work most effectively together in accomplishing objectives. The principles 
which a manager has to keep in view when he designs the organisation structure are 
accomplishment of objectives, efficiency of operation, functional similarity, balance 
between authority and responsibility, single accountability, unity of command, 
functional growth, span of control, flexibility, stability, etc. 

Once an organisational structure is determined, the same can be shown in a simple 
way with the help of a chart. It shows important aspects of an organisation including 
the major functions and their respective relationships, the channels of supervision, and 
the relative authority of each employee who is in-charge of each respective function. 
Span of Control can be defined as the total numbers of individuals i.e., the employees 
or the subordinates that a manager can effectively supervise and control.. 
Departmentation may be defined as the process of grouping activities jnto un its and 
sub-units for purposes of administration. The adminis~rative units and sub-units so 
created may be designated as divisions, units, branches, sections, jobs, etc. 
Departmentation can be done on the basis of Functions, by Products or Services, by 
Project Team, or a combination of both, by Territory or Area or Location, by 
C\lstomers, etc. 

4.10 LESSON END ACTIVITIES 

I. Take any two companies of your choice and conduct a comparative analysis on 
the organising process followed by them. 

2. Prepare a magazine-size article of the different types of organisation structure that 
you see in any particular industry of your choice. Also, mention in your article 
how these structures have changed overtime. 

4.11 KEYWORDS 

A,ithority: Authority is the right to act, to issue orders and exact obedience from 
others. 

Departmentation: Departmentation refers to the organisational tool of classifying the 
activities or operations of an undertaking into functionalised categories. 

Job Enlargement: Job enlargement is a job design technique wherein there is an 
increase in the number of tasks assoc iated with a certain job. 

Narrow Span of Control: Narrow span of control means a single manager or 
supervisor oversees few subordinates. 

Organisation Chatt: Charts reflect the organisational game plan for division of work; 
they give a complete and intelligent guide to company organisation. 



Orga11isi11g: Organising i .~ the process by which employees, fac ilities and tasks are 
related to each other. with c1 view to achieve specific goals. 

Span of Co11lrol: A span o!' control is the number of people who report to one 
manager in a hierarchy. 

Strategy: A method or pl :i 11 chosen to bring about a desired future, such as 
achievement of a goa l or St>lutit>n to a problem. 

Wide Span of Control: Wide span of control means a single manager or supervisor 
oversees a large number nl' sub1,)rdi11ates. 

4.12 QUESTIONS FOR DISCUSSION 

I. Elucidate "Organisation as a Group''. 

2. What are the factors to b~ considered in the· establishment of an organisation? 

3. Suggest the various bases for departmenlation in a business enterprise. 

4. Examine the factors that govern the choice of any particular basis of depar1-
mentation. 

5. Distinguish between the departmentation by functions and departmentation by 
products. 

6. Mention the cases where depar1mentation by territory can be useful. 

7. What is meant by (i) formal and (ii) informal organisation structure? Do you think 
that both are needed? 

8. Discuss the advantages and disadvantages of functionaJ, product, territorial and 
customer-wise departmentation. 

9. Whal is departrnentation? State the important principles ofdepartmentation. 

10. State factors which affect ·depaJ1mentation' . It is generally conceived that autho­
rity to command and power to enforce should be fully decentralised throughout an 
organisation. Explain how they are made effective in a company in which 'bottom 
up' is an established policy. 

Check Your Progress: Model Answer 

I , Backbone 

2. Executives 

3. Survey 

4. Specialised 
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5.0 AIMS AND OBJECTIVES 
After studying this lesson, you should be able to: 

. • Discuss the authority relationships 

• Elaborate the line and staff organisation 
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• Illustrate the meaning and features of delegation of authority 

• Discuss about centralisation and decentralisation 

• Define committee organisatio n 

• Identify the recent trends in organisation structures 

5.1 INTRODUCTION 

In the previous lesson, you have learnt the meaning and basic concepts o f organising. 
You have also studied the structure of organisation in the last lesson. Further in the 
last lesson, you have read about the concept of departmentation a nd its basis for 
categorisation. Now in this lesson, you will study about the authority relat ionships. 

Authority is the right to perfonn or command. It allows its holder to act in certain 
designated ways and to directly influence the actions of others through orders. In this 
lesson, we will discuss about the delegation of authority and principles of delegation. 
Delegation is probably the most important of all the skills a manager must possess. It 
is a process followed by managers for dividing his work, entrusting part of it to his 
subordinates and establishing the conditions that will enable him to hold them 
accountable for performance. Then you will be introduced with the concepts of 
centralisation and decentralisation. 

The study of this lesson will confine with the concept of committee organisation. In 
business enterprises, the board of directors constitutes the committee at the highest 
level. The purpose of such committees is to discuss various problems and recommend 
solutions to the management. It is generally found to co-exist with line and s taff type 
of organisation. 

5.2 AUTHORITY RELATIONSHIPS 

Managerial Authority is the right to act or direct the action of others in the attainment 
of organisational goa Is. Thus, the executive makes various decisions regarding the 
affairs ofa company because he has been authorised to do so. 

According to Henry Fayol, "Authority is the right to give orders and the power to 
exact obedience". 

In the words of Koontz and O 'Donnell, " Applied to the managerial job, authority is 
the power to command others to act or not to act in a manner deemed by the possessor 
of the authority to further enterprise or departmental purpose". 

Herbert Simon regards authority as, "The power to make decision which guides the 
actions of others". 

From the above definitions, it is obvious that the term authority denotes: 

• The superior' s capacity on the basis of his formal position; 

• The superior's right to make decisions affecting the behaviour of subordinates; 

• The superior's right to issue orders and ensure compliance thereof by the 
subordinates; 

• Subordinates' acceptance of the superior's right to issue orders. 

Example: A Manager says: All people in Department "Y" shou ld obey the new 
Department Head. 



Louis A. Allen has defined authority, "As the sum of the powers and rights entrusted 
to make possible the pe rformance of the work delegated". He has classified authority 
into three categories. name ly: 

(i) Authority of knowledge, 

(ii) Authority of position, and 

(iii)Legal authority. 

According to him. ,1uthority of knowledge is possessed generally by the staff 
specialists appointed hy the company. They often influence the ac1ions of persons in 
line by virtue of their knowledge. Some persons have authority by virtue of their 
position in the orgnnisnt ion. Legal authority is the authority which is entrusted to a 
person by the law of the land. For instance, a company is a legal person and has a right 
10 sue others according 10 the provisions of the Companies Act. 

5.2.J Sources of Authority 

There are three different schools of thought about the sources of authority which are 
discussed below: 

Formal Authority Theory 

According to this theory, all authority originates in the formal structure of an 
organisation. The u ltimate authority in a joint stock company lies with the 
shareholders. Shareholders entrust the management of the company to the Board of 
Directors and delegate to it most of their authority. The Board of Directors delegates 
authority to the chief executive and chief executive in tum to the departmental 
managers and so on. Every manager or executive possesses authority because of his 
organisational posi tion and this authority is known as formal authority. Authority 
conferred by Jaw is also regarded as formal authority. Subordinates accept the formal 
authority of a manager because of his position in the organisation. The subordinates 
are aware of the fact that i( they disregard the formal authority they will be p unished 
according to the rules and regulations of the company. The formal authority theory 
further states that 1he superiors have the right to delegate their authority. Thus, formal 
authority always fl ows from top to bottom. 

Acceptance Theory 

This theory states that authority is the power that is accepted by others. Fonnal 
authority is reduced to nominal authority if it is not accepted by the subordinates. The 
subordinates accept the authority if the advantages to be derived by its acceptance 
exceed the d isadvantages resulting from its refusal. The subordinates give obedience 
to the managers because they visualise the following advantages: 

• Receipt of financial incentives 

• Contribution in attaining the objectives of the enterprise 

• Fulfilment of responsibilities 

• Appreciation from colleagues 

• Setting of an example for olhers 

• Responsibil i1y to leadership of superior 

• Moral obligation because of regard for old age, experience, competence, etc. 

According to acceptance theory, authority flows from bottom to top. A manager has 
authority if he gets obedience from the subordinates. Subordinates obey the manager 
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because of the fear of losing financial rewards. This theory emphasises sanctions that 
a manager can use and overlook the influence o f social institutions like trade unions. 

Competence Theory 

The supporters of this view assert that an individual derives authority because of his 
personal qualities and technical competence. Many persons derive mformal authority 
because of their competence. For instance, if a person possesses expert knowledge in a 
particular subject people will go to him for guidance, even though he does not have 
formal authority. 

5.3 LINE AND STAFF RELATIONSHIP 

Line and staff are two terms that are often used in ways that are loose and unclear. 
Attempts have been made in some organisation to dispense with them, and thus 
''operating" is frequently substituted for line and ··auxiliary" and service is common 
substitutes for "staff." Clarification will be achieved if we examine the terms in the light 
of work done and authority exercised. 

5.3.1 Line Organisation 

A line or operating organisation u nit is one that is actually doing the work that 
represents the primary mission of the larger organisation unit of which it is a part. 

Each department has got responsib il ities and is working as self-supporting unit. 

Sa Jes Manager 

Foreman 
M / Cshop 

I 
Workers 

General Manager 

Plan! Manager 

Foreman 
Assembly shop 

I 
Wo rkers 

Finance Manager 

Foreman 
Reducing and supplying 

I 
Workers 

Figure 5.1: Line Organisation 

A business controlled under the line form of organisation may act more quickly and 
effectively in changing its direction and policy than any other form of organisation. 
Authority is passed down from the owners through a board to directors to a general 
manager, to whom the heads of the various departments respond as shown in Figure 
5.1. Each department in importance, is a complete self-sustaining unit, its head being 
responsible for the perfonnance of its particu lar process, product or function. This 
means that the foreman must-( I) Direct its techniques, (2) Formulate the necessary 
work specifications, (3) Sometimes purchase materials, ( 4) Plan and schedule the 
work, (5) the necessary materials handling and (6) Keep the necessary shop cost and 

· production records. The procedure would be repeated in all other departments with 
complete control centred in each head subject only to the will of the general manager, 
whatever little research, planning or central record keeping is required fall upon 
general manager. 

Example: An assembly department in the manufacturing division or a sel ling branch 
in the sales division. 

5.3.2 Line and Staff Organisation 

A staff or service organisation unit is any unit which is helping to do its work, or 
making it possible for the line to do its work, but is not actually engaged in the work 



itself. Today most of the industries in India and abroad are using this form of 
organisation. Individual industry may bring certain changes in the above said 
organisation system depending on the size of the industry and the situation. 

Basically it is the form of Jine organisation where some experts are introduced a t 
different levels in the line organ isation as shown in the Figure 5.2. These experts help 
in carrying out the work of line executives and thus their work is lightened. 

General Manager 

Product 
Control 

Engineering Plant 
Manager 

~~-~I 

Foreman Foreman Foreman 
M/c lhop Assemry shop I 

Workers Workers Workers 

Personnel 
Manager 

Sourct: hnp:/!www .scribd.comldoc/24970602/ Aul horit y-R elationship 

Figure 5.2: Line and Staff Organisation 

Finance Quality 
Manager Control 

It is very difficult to express the relationship between the line executives and staff 
executives, but in a very simple way the concept of the duties can be expressed. Line 
executives do while the staff executives advise how it is to be done. In any 
organisation, the staff executives offer four types of services. 

I. Advice 

2. Control 

3. Service 

4. Coordination 

The whole idea of this system is that the specialised work in connection with analysis, 
research, labour, standardising, costing, material, equipment, etc., should be left to 
experts who can solve the problem of high technical standard and thus the 
departmental managers are free to organise, control and supervise the productive 
activities. 

Example: A purchasing unit, a time study unit, a payroll preparation unit, in service 
training unit, etc. 

5.3.3 Wbeu Line, When Staff? 

Misunderstandings arise from failure to realise that whether an activity is "line" 
(operating} or "staff' (service) depends upon whose shoes you are putting on and 
when you are looking at the operation. Thus, the total organisation headed up by a 
controller render service to an of the other organisation units in the entire company_ 
Those other wiits therefore look upon this organisation unit as staff or service. The 
controller however, looking at his own operations can consider the various units 
within his ~nising units as far as he is concerned. He may, however, within his own 
organisation, set up staff units (perhaps an economist to advise him or a specia l 
analysis devoted solely to improving procedures in his own department}. 
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5.3.4 Organisational Relations and Lines of Authority 

It is frequently said that a member of a staff uni1 cannot tel I a manager or a member of 
line unit to do anything rather he can only inform or suggest or advise or offer his 
specific services. This is largely true, but there are exceptions. 

Example: A safety engineer may shut down a line activity as quality inspector. 

Similarly it is often said that a line manager cannot issue direct orders to staff or 
service man. 

This is an over simplification. Following are seven dis tinct types of line and staff 
relationships: 

I. Advisory: Here the staff unit is one that offers advisory help, only an operating 
manager may or may not avail himself of it. He may request it, but the staff unit 
cannot foist itself from him. However, the staff unit may volunteer suggestions on 
the basis of observations made, even though uninvited. 

2. Services requestetl: This relationship is similar to the above, but involves services 
rather than advice or sugges tions. The relationship of the staff personnel is similar 
to that of an outside contractors personnel - their "boss .. is their own staff unit 
head. Staff services rendered to an organisation unit as part of fulfilling the units 
mission supplied on a programmed basis. 

Example: Thei-e may be certain periodic specialised technical services rendered by 
headquarter engineering unit to customers served regularly by the customers' 
service department working out of a branch plant. Thei:e should be no question 
about lines of direct supervision - the direct chain of command of these specialists 
or technicians is to the head of the central staff unit, and the latter is responsible 
for the quality of their service and their mode of operating. The head of the 
customers' service department at the branch cannot attempt to supervise the 
specialists, but he can communicate directly with the head of the central staff unit 
if he questions 1he quality of their work, their adherence to schedule, etc. At the 
same time, the head of the central staff unit cannot dictate the degree of utilisation 
of the services since this is stipulated by an overall programme previously 
authorised al a higher level. 

3. Auxiliary services necessary to operations, regularly supplied: The supplying 
organisation unit has the right to insist that the operating organisation follow 
officially specified rules having to do with reporting, requisitions or other 
information necessary to rendering the service. 

Example: Accounting and procurements. 

If established procedures are not complied with, personnel of the service unit 
(after normal courtesies in the form of requests to the operating personnel) have 
the right to insist to the operating supervisor that corrective action be taken. 
Personnel of the using organisation unit can communicate directly w ith the 
supplying unit to request service_or information about service as long as specified 
initiating or confinning paper work is executed. 

4. Functional relationship between a central staff unit and personnel in a counterpart 
staff unit attached to an operating organisation unit. 

Example: A central quality control department which operates through a quality 
control department at each plant, and a central personnel department which 
operates through a personnel department at each plant. 

5 Relationship between a department head and personnel assigned to them by a staff 
unit-specialised personnel are often assigned 10 an operating unit by a staff unit 
which is responsible for the ir training and for the quality of their professional 



work. They are considered as being pennanently attached t◊ their home staff unit, 
even !hough their assignment may be of relatively long duration. But they are 
under the administrative command of the head of the operating unit and for 
accounting purposes may be on the operating unit ' s pay-roll. They are under the 
professional command of the head of their staff unit. Professional command 
means that the staff unit head and not the operating unit head lays down the 
procedures and sets the standards with respect to their professional work. 

6. Relationship between an operating executive and an advisory or service staff 
person or unit directly reporting to hxim and relat ionship between the staff 
personne l and other personnel in the organisation units under the operating 
executives. 

The staff man or unit only supplies information and advice, and recommends. The 
operating e xecutive is the one who must make the decisions and take action. The staff 
unit can act only in the name of that executive - it cannot tell other employees what 
they must do or must not do. 

5.4 DELEGATION OF AUTHORITY 
Every manager must delegate some tasks or duties to subordinates, since management 
means getting work done through others. Organisation becomes operational through 
delegation only. Effective managers will normally delegate as many operating tasks as 
possible to subordinates and concentrate their efforts on (exceptional) management 
tasks. Theoretically speaking, to delegate means to grant or confer; hence the manager 
grants or confers on others, certain duties in the form of work and authority. It is an 
authorisation to a subordinate manager to act in a certain manner independently. 

According to F.C. Moore, "Delegation means assigning work to the oth~rs and giving 
them authority to do so." 

According to O .S. Miner, "Delegation takes place when one person gives another the 
right to perfom1 work on his behalf and in his name and the second person accepts a 
corresponding duty or obligation to do that is required of him." 

According to Louis Allen, "Delegation is the dynamics of management, it is the 
process a manager follows in dividing the work assigned to him so that he performs 
that part which only he, because of his unique organisational placement, can perform 
effectively, and so that he can get others to help him with what remains." 

In short, delegation is the entrustment of responsibility and authority to another and 
the creation of accountability for performance. 

5.4.1 Features of Delegation 

Some of the important features of delegation may be listed as follows: 

I. Two-sided relationship: Delegation is a two-sided relationship. It is a demanding 
function; it requires sacrifices from both the assignor and the assignee. The 
superior must be willing to sacrifice a portion of his authority and the subordinate 
must be prepared to shoulder additional responsibilities. 

2. Act of trust: Delegation is an act of trust, an expression of confidence that the 
individua} to whom duties are assigned will discharge them in a manner which 
satisfies the intention of the assignor. This also involves an assumption on the part 
of the assignor that the individual to whom duties are assigned possesses the 
necessary skill and strength to be able to discharge those duties and that he 
possesses the requisite application and dedication to duty to be willing to 
discharge them. 
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3. Freedom to think and act: Delegation is a state of mind. A manager who indulges 
in second guessing, in being ultra-critical when mistakes are made. or in retaining 
inflexible and elaborate controls is virtually defeating delegation. Delegation 
means freedom of action sufficient to get the tasks accomplished. It means 
freedom to make decisions, freedom to make mistake s and freedom to use one·s 
full capacities. This does not mean that the manager leaves the subordinate on his 
own to sink or swim. Nor does it mean that he gives him a life preserver. It does 
mean that the manager assumes the role of a coach. 

4. Dependency relationship: Unfortunately, delegation creates a relationship of 
dependency between the superior and the subordinate. The subordinate is 
dependent on his superior for continued favour and for consistent support. to back 
him up if he runs into trouble, while sitting through the tasks entrusted to him. His 
conduct tends to be determined by the personal contacts and sentiments he fonns 
towards his superior. In effect. his behaviour over the course of time becomes 
similar to that of his superior. 

5. A challenging task: Delegation of authority is a courageous act. The fear of being 
ultimately responsible compels many managers to indulge in under-delegation. In 
fact, delegation poses an interesting paradox; the delegator gives and retains 
authority simultaneously and creates responsibility, yet does not escape ultimate 
authority. 

On the other hand, lhe manager is expected to adopt an attitude of hands off, once 
the grant of authority is made. Additionally he must create such an administrative 
structure where the freedom of different persons does not clash and where orderly 
relationships prosper. 

6. Forward-thinking principle: Delegation, from a behavi9ural point of view, is the 
'most forward-thinking principle'. It opens a new chapter in superior subordinate 
relationships. The granting of freedom to act by the superior is evidence of 
confidence in the subordinate. The subordinate responds by developing a 
constructive sense of responsibility. He is cognisant of the fact that he is an end in 
himself, and not simply a means towards the ends of his superior. The acceptance 
of responsibility by the subordinate means changed responsibilities for the 
superior, and each finds himself playing a new dynamic role. 

5.4.2 Limitations of Delegation 

Delegation of authority does not imply the complete surrender of power. The capacity 
of the personnel who is being delegated must also be looked into. If delegation leads 
to too much concentration of work then it should be withdrawn as soon as possible to 
avoid the futility of delegation. Delegation is needed when the volume of work to be 
done is in excess of an individual's physical and mental capacity. 

Following are the restrictions on the process of delegation: 

• The extent of delegation is limited by laws, constitution other political institutions. 

• Quantity of delegation depends upon the intellectual capacity and calibre of the 
personnel to be delegated. 

• In the event of crisis, or in the starting periods of a new organisation, the daily 
routine powers may not be delegated. 

• Frequent changes in the conditions of work also limit the extent of delegation. 

• The size of the organisation and its geographical situation also act as limiting 
factor to the extent of delegation. 



• System of communication a lso acts as a factor of the extent to which authority is 
de legated 

• Degree of coordination required for the organisation at the various levels also acts 
as a restricting factor. 

5.4.3 Elements of Delegation 

I . Authority: With relation to a business organisation, authority can be described as 
the power and right of a person to use and a llot the resources effective ly. to take 
dec isions and to pass orders so as to attain the organisational goals. Authority 
must be well-defined . All people who have the authority should be aware what is 
the scope of their authority and they shouldn't misuse it. Authority is the right to 
pass commands, orders and get the things conducted. The top level management 
has h ighest authority. Authority always passes from top to bonom. It describes 
how a superior gets work conducted from his subordinate by obviously explaining 
what is anticipated of him and how he should go about it. Authority should be 
escorted with an equal degree of responsibility. Delegating the authority to 
someone else doesn't infer escaping from accountability. Accountability still lies 
with the person having the greatest authority. 

2. Responsibility: It is the obligation of the person to finish the task allocated to him. 
A person who is provided the responsibility should make sure that he 
accomplishes the tasks allocated to him. If the tasks for which he was held 
accountable are not finished, then he should not offer explanations or excuses. 
Responsibility without sufficient authority results in discontent and dissatisfaction 
among the persons. Responsibility passes from bottom to top. The middle level as 
well as lower level management holds more responsibility. The person held 
responsible for .a job is answ€rable for it. If he conducts the tasks allocated as 
anticipated, he is bound for praises. While in case he doesn't attain tasks assigned 
as anticipated, then also be is answerable for that. 

3. Accountability: It depicts giving explanations for any variance in the real 
performance from the a nticipations set. Accountability cannot be alloca ted. 

Example: lf 'A' is given a task with sufficient authority, and 'A' delegates this task to 
'B ' and asks him to ensure that task is done well, responsibility rest with 'B', but 
accountability still rest with 'A'. The top level management is most accountable. 
Being accountable means being innovative as the person will think beyond his scope 
of job. Accountability, in short, means being answerable for the end result. 
Accountability can't be escaped. It arises from responsibility. 

5.4.4 Process of.Delegation 

The process of delegation of authority comprises the fo llowing three components: 

l. Entrustment of responsibility (duties of work) to the subordinate for perfonnance. 

2. Granting of authority to make use of resources, take necessary decisions and so on 
for carrying out the responsibility. 

3. Creation of an obligati on or accountability on the part of the person accepting the 
authority to perform in tem1s of the standards established. 

Delegation of authority is the base of superior-subordinate relationship, it includes 
following steps: 

1. Assignment of Duties: The delegator first attempts to define the task as well as 
duties to the subordinate. He also has to identify the result anticipated from the 
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2. 

3. 

subo rdinates. Clarity of duty as well as outcome expected has to be the initial s1ep 
in delegation. 

Granting of Authority: Sub-division of authority occurs when a superior divides 
as well as shares his authority wi1h the subordinate. It is for this purpose, every 
subordinate should be offered sufficienl independence to conduc1 the !ask offered 
to h im by his superiors. The managers a1 all levels assign authority and power 
which is linked to their job positions. The subdivision of powers is very vital 10 
get effective outcomes. 

Creating Re.,ponsibility and Accountability: Responsibili1y is said 10 be the fac1or 
or duty of an individual to conduct his duties in best of his capability as per the 
directions of superior. Hence, it is !hat which offers effec1iveness to authority. 
Simultaneously, responsibility is absolute and cannot be moved. Accountability, 
on the contrary, is the duty of the individual to conduct his duties according to the 
slandards of performance. Accountabili1y comes o ut of responsibility and 
responsibility comes out of authority. Hence, it becomes vital that with every 
a u1hority position an equal as well as opposite responsibility should be linked. 
Therefore, it is said that authority is delega1ed, responsibility is created and 
accountability is imposed. 

5_5 CENTRALISATION AND DECENTRALISATION 

As the organisation becomes more complex in terms of increasing size, 
interdependence of work flow, complexity of tasks and spatial- physical barriers within 
and among groups, a functional requisile for efficiency is to move decisions to the 
operating level (Melcher). Managers, if overworked, will prove to be wasteful and 
unproductive; a liability for the organisation. To avoid such an unfortunate situation, it 
is necessary for the manager to delegate part of his work to others and allow them to 
take decisions independently on various matters. 

Decentralisation actually refers to the degree to which authority is delegated to lower 
levels. Decentralisation is an extension of the concept (more appropriately, a 
refinement) of delegation and cannot exist unless authority is delegated. In 
decentralisation, a great deal of authority is delegated and more decisions are made at 
lower levels. It gives added responsibility to managers at all levels below the top. 
Centralisation is the opposite action. Authority and responsibility are tightly held by 
upper levels of the organisation and are not delegated. As Fayol stated, 'everything 
which g oes to increase the subordinate's role is decentralisation, everything which 
goes to reduce it is centralisation'. 

5.5.1 Centralisation 

According to Allen, centralisation is the systematic and consistent reservation of 
authority at central points within the organisation. In central isation, little delegation of 
authority is the rule; power and discretion are concentrated at the lop levels. Control 
and decision making reside at the top levels of the management. The more highly 
centralised the organisation, the more control and decision making reside at the top. 
However, absolute centralisation is untenable because it would mean that subordinates 
have no duties, power, or authority. Most organisations start with centralisation of 
authority initially. Such an arrangement helps the manager to be in touch with all 
operations and facilitates quick decision-making. 

Example: In a business concem, the father and son being the owners decide about the 
important matters and all the rest of functions like product, finance, marketing, 
personnel, are ca1Tied out by the department heads and they have to act as per 



instruction and orders of the two people. Therefore in this case, decision-making 
power remain in the hands of father and son. 

There are certain special circumstances forcing managers to reserve authority and 
cen trn I ise decision-making power: 

I. To j(,cilitnte personal leadership: Centralisation generally works well in the early 
stages of organisational growth. Working under a talented and dynamic leader, a 
smal l firm can derive advantages in the fonn of quick decisions, enterprising and 
imaginative action, and high flexibility. Centralisation enables a small 
o rganisat ion to capitalise on the loyalties, ability and experience of its most 
talented top management people. Under this arrangement, the manager is in touch 
with all operations, makes all decisions and g ives all instructions. Thus, 
centralisation can project the personality and skills of one outstanding leader more 
meaningfully: 

2. To provide for integration: Under centralisation, the organisation moves like one 
unit. lt keeps all parts of the organisation moving together harmoniously towards a 
common goal. It assures unifonnity of standards and policies among 
o rga nisational units. The danger of actions drifting and getting off course is 
m inimised. The manager acts like a unifying force and provides direction to 
enterprise activities. In the process, duplication of effort and activity are also 
avoided. To see that all units do the same thing in the same way or at the same 
time without wasteful activity, centralisation is essential. 

3. To handle emergencies: Centralisation is highly suitable in times of emergency. 
The resources and information can be mobilised quickly and efficiently. Quite 
often, emergency situations like declining sa les, introduction of a highly 
sophisticated competitive product, government policy changes may force the 
organisation to cut down costs, maintain inventories at an optimum level, utilise 
resources effectively and instantaneously. Centralisation of decision-making 
ensures prompt action necessary to meet the emergencies. 

However, centralisation makes it extremely difficult for managers to process the 
bund les of data regarding products, markets, costs, finances, people, etc., quickly and, 
take decisions in an appropriate manner. The managers are burdened with a great 
amount of detailed and exhaustive work; they have to work for painfully long hours 
and take a s tuffed briefcase (of problems) home with them. Centralisation forces top 
management to possess a broad view that may be beyond their capacity. The vast 
c1mount of power given to a few people may be abused (power corrupts absolutely, 
and may be used as a 'whip'). More dangerously, the fortunes of the organisation 
depend on the health and vitality of top management people. The organisation is 
highly vulnerable to what happens to its dynamic and talented top management 
people. Centralisation floods communication lines to a few individuals at the top of 
the organ isation. As a result, the speed of upward communications and decisions 
processes are s low. Lastly, centralisation kills the initiative, self-reliance and judgment 
of lower level personnel. lt inhibits the development of operating personnel. 

Advantages of Centralisation 

I. Improved quality of work is possible because of standardised procedure, better 
supervision and use of improved-machinery. 

2. Centra lisation encourages and pennits persona l leadership. 

3. Direct control and supervision are facili tated which results in less likelihood of 
conflict of authority and duplication of work. 
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4. The standardised procedure and method helps in considerably reduction of office 
cost. 

5. Specialisation of work as well as process and handling of the work by the staff 
that has specialised in the work he is handling are a few of the meaningful 
advantages of specialisation. 

Disadvantages of Centralisa1io11 

1. Centralisation creates loss of man-hours and delay in performance of work. 

2. ln centralisation, there is no subordinate's initiative in work because they are 
required to do such works which they were asked for. Workers work like machine 
which results in no involvement in work and absence of zeal. All these factors 
stand as barrier in the development of loyalty 10 work. 

3. Secrecy is not possible in centralised set up organisation because here orders and 
decisions flow from one place and is conveyed 10 all. 

4. Bureaucracy leads to red-tapism. 

5.5.2 Decentralisation 

Decentralisation is the sys tematic effort to delegate to the lowest levels all authority 
except that which can be exercised at central points. It is the pushing down of 
authority and power of decision-making to the lower levels of the organisation. The 
centres of decision-making are dispersed throughout the organisation. However, the 
essence of decentralisation is the transference of authority from a higher level to a 
lower level. Decentralisation, in recent years, has come to be accepted as a ' golden 
calf of management philosophy. It has come to be associated as a fundamenta l 
principle of democratic management where each individual is respected for his 
inherent worth and constitution. 

Example: The general manager of a company is responsible for receiving the leave 
application for the whole of the concern. The general manager delegates this work to 
the personnel manager who is now responsible for receiving the leave applicants. In 
this situation delegation of authority has taken place. On the other hand, on the request 
of the personnel manager, if the general manager delegates this power to all the 
departmental heads at all level, in this situation decentralisation has taken place. 

Generally speaking, decentralisation is said to be greater: 

• When more decisions are made at lower levels. 

• When more important decisions are made at lower levels. 

• When more functions are affected by decisions made at lower levels. 

• When the checking on the decisions made at lower levels is minimal. 

Types of Decentralisation 

There are three approaches to assign authority and responsibility to lower level people 
in an organisation. It is quite possible to provide for decentralisation in varying 
degrees among various departments in the organisation. 

Three types of decentralisation are discussed below: 

I. Profit centres (called as a responsibility centre): Under profit centre decentrali­
sation, the organisation is first divisionalised on a product basis; each division is 
given the management and physical tools, facilities it needs to operate as an 
integrated and self-contained unit called as a responsibility centre. Each division 
operates on a competitive basis; orders its own materials, schedules its operations 



and negotiates the sale of its finished products. It is accountab le for the profit it 
earns or the loss it sustains. 

2. Cost/Expense Centres: Where it is difficult to find out revenue w ith a un it but is 
relatively easy to determine the costs of operation, cost centres are established. In 
the case of corpora te legal staff or accounting staff, it may be quite difficult 10 

determine how much revenue is generated but it can be a cost centre since we can 
determine the costs necessary to run it. In a cost centre, a manager would be 
responsible for using resources within the overall cost or budgetary limitations. By 
keeping the costs under specified limitations, he incurs an additional responsibility 
to provide required support to the rest of the organisation. 

3. Investment Centres: Investment centres are quite common in the case of multi­
product enterprises. 

Example:-Genera1 Motors, General Electric, Hindustan Lever Ltd. etc. 

In order to measure product performance, decentralisation by investment centres 
is usually advocated and the managerial response-obligations would include 
responsibilities for the 'acquisition, use, and disposition of fixed-use resources. ' 
Here, budgetary performance is judged on the basis of return on investment. 

Advantages of Decentralisation 

I . Increased motivation a nd morale. 

2. Decentralisation gives emphasis on care, caution and enthusiastic approach to the 
work which in turn results in increased efficiency and output. 

3. It helps in diversification of activities. 

4. The various operations and activities are co-coordinated in a decentralised set up. 

5. It enables to maintain secrecy without much cost and unnecessary trouble. 

Dijatfvantages of Decentralisation 

1. It is costly because it encourages duplication of functions and equipment. 

2. Specialisation suffers in decentralisation because everyone becomes jack-of-all­
trades but master of none. So, specialisation is affected. 

3. More specialists are needed. 

4. It becomes difficult to distribute workload equitably among different employees. 

5.6 COMMITTEE ORGANISATION 

Committee is a group of persons to which the group is committed for a purpose. It is 
appointed by an authority wi th some delegated powers. It brings into decision-making 
the experience and expertise of two or more persons. In corporate enterprise 
committees have become popular to an extent that the companies are described as a 
hierarchy of committee. At the apex is the Board of Directors - the h ighest policy­
making body of the company. The Board appoints various s.ub-<:ommittees to go into 
specific proolems. Management Committees are fonned fo r project planning, 
budgeting, deciding disputes, solving specific problems and review and reporting 
purposes. 

Most boards of directors have executive committees made up of the three or four 
highest-ranking leaders on the board, such as president, vice president and treasurer. 
The same can hold true for other committees. For a committee to func tion effectively 
there must be a clear l ine of command. 
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Example: If the President misses a meeting. the Vice President should lead the 
meeting. The executive committee often meets bet\\'een regular committee meetings to 
set the agenda for the next comminee meeting and discuss any outstanding issues or 
projects. 

5.6.1 The Board 

The Board of Directors is the most important commi11ee in any organisation. It is 
responsible for the whole organisation and has power to approve basic policies, 
recommend dividends and approve capital expenditure. The Board acts as a trustee for 
shareholders. It manages the company on behalf of shareholders and is accountable to 
them. The main functions of the board are to: 

I. Decide about company objectives, 

2. Plan for long-term stability and achievement of goals of the organisation, 

3. Recruit senior executives and managers and fix their responsibilities, 

4. Approve company budget and accounts, 

5. Check on plans and results and 

6. Decide about the distribution of earnings. 

The effectiveness of the board depends upon the attitude and interest of members in 
managing the organisation, the type of managers it recruits and the leadership it 
provides to the organisation. It is rightly said that the board serves as a mirror in which 
management views, preens and disciplines itself. The board lays down guidelines for 
management. Working of the different departments, divisions and the senior managers 
are reviewed by it. The managers get encouraged or discouraged to follow a po.licy or 
course of an action by observing the reaction of the board to it. 

The board is not effective when it does not direct properly. The fallacies in board 
decision-making may arise for several reasons: 

l. Directors may have their own biases and prejudices. They may overlook the facts 
and ignore the advice of experts and decide on their own whims and fancies. 

2. There may be false polarisation in board. Some members may stick to a position 
which may not be in the best interest of the organisation. 

3. Issues may be decided on the basis of parallelism, i.e., what some other 
organisation has done in similar situations although it may not be relevant to the 
specific problem. 

4. Compromises may be made in board meetings at the points which may not be in 
the interest of the o rganisation. 

5. The problems are not seen in a realistic manner; instead the board members 
indulge into hypothetical questions. 

6. Authoritative statements may be made by directors, but the same may be 
erroneous. The managers may lack courage to point out the facts and may accept 
and act on such statements. 

7. If the board members are incompetent to lead, managers may exercise the powers 
of the boards indirectly. They may put board in dark about the happenings in the 
organisation and thus lead them to make wrong decisions. 



5.6.2 Management Committees 

The top executive may appoint committees consisting of line officers, line and staff 
officers or staff officers to deliberate on specified matters. These commillees may be 
entrusted such jobs as investigating into certain incidents, finding facts and figures 
relating to a proposed project, negotiation with some outside agency, deciding some 
dispute and coordinate and control the activities of different divisions or departments. 
When the problem may be of technical nalure and line people are involved, the 
committee may consist of line managers and experts. When the issue relates to various 
departments, the selected line and staff managers may form the committee. The 
management commillee may also consist of staff officers when the object is to seek 
some advice on matters which may not be of direct concern to the line managers. 

Among the managerial functions which cal I for group thinking and committee 
deliberatjons, policy formulation is the most important one. 

The findings of a recent survey by AMA (American Management Association) on 
effectiveness of individual and committee action in functional activities given below 
confirm this view. 

Table S.J: Effectiveness of Individual and Committee Actions 
in Management Functions 

Management Can be Can be exercised Individual initiative Individual 
Function exercised by by Committee bul essential, may be action 

Committee more effectively supplemented by essential, 
effectively by individual Committee committee 

inefrective 
Planning 20 20 25 35 
Control 25 20 25 30 
Fonnula1ing 35 35 10 20 
Objectives 

Organisation 5 25 20 50 

Jurisdictional 90 10 - -
Queslions 

Leadership - - 10 20 
Adminis1ration 20 25 25 JO 
Execution 10 I 5 10 65 

lnnova1ion JO 20 20 30 
Communication 20 15 35 30 
Advice 15 25 35 25 
Decision• 10 30 10 so 
making 

Notes: Figures in per cent 

The survey shows that committees are most useful in deciding about the jurisdiction 
questions. They are also helpful in formulating objectives, planning, control, 
communication, etc. In all managerial functions, the superiority of individual action is 
recognised. 

5.6.3 Merits and Demerits of Committee 

Committees facilitate group deliberations and judgement. Various interests and view­
points are represented on it. It helps in democratising the internal administration of the 
o rganisation and motivates people by providing them opportunity to express 
themselves in committee meetings. The committees are also an effective instrument of 
communication in any organisation. II can serve as a link between the authority which 
appoints it and the level of personnel whose problems c1re investigated by it. 
Sometimes committees are also used to postpone an issue successfully. 

145 
Organisational Relationship,; 

and Procnse:-



146 
Principle~\ · 

But then, the other side of the picture is not that bright. Com111i11ees may suffer from 
indecision. The matter may be unnecessarily dragged and delayed in committee 
meetings. The minority interests may be ignored by the members in majority. 
1 :ompromises may be made on the last common denominator which may be harmful 
!or the organisation. The committee members may shirk from responsibility on the 
plea that the decision is of the group and they have no choice. Over and above all this, 
committees incur cost which may at times be heavier than the gain from the 
committee deliberations. 

In spite of some of the obvious limitations discussed above. committee is an effective 
fnrm of organisation and is widely used in business. 

5.7 RECENT TRENDS IN ORGANISATION STRUCTURES 

In any organisation, the different people and functions do not operate completely 
independently. To a greater or lesser degree, all parts of the organisation need each 
,ither. Important developments in organisational design in the last few decades of the 
twentieth century and in the early part of the twenty-first century have been taken 
place to understand the nature of interdependence and improve the functioning of 
organisations in respect to this factor. One approach is to flatten the organisation, to 
develop the horizontal connections and de-emphasise vertical reporting relationships. 
,\t times, this involves s imply eliminating layers of middle management. 

Example: Some Japanese companies-even very large manufacturing firms-have only 
four levels of management: top management, plant management, department 
management and section management. Some U.S. companies also have drastically 
reduced the number of managers as part of a downsizing strategy; not just to reduce 
salary expense, but also to streamline the organisation in order to improve 
communication and decision making. 

l11 a virtual sense, tecfinology is another means of flattening the organisation. The use 
of computer networks and software designed to facilitate group work within an 
organisation can speed communications and decision making. Even more effective is 
the use of intra nets to make company information readily accessible throughout the 
~>rganisation. The rapid rise of such technology has made virtual organisations and 
boundary less organisations possible, where managers, technicians, suppliers, 
distributors, and customers connect digitally rather than physically. 

A different perspective on the issue of interdependence can be seen by comparing the 
nrganic model of organisation with the mechanistic model. · The traditional, 
mechanistic structure is characterised as highly complex because of its emphasis on 
j,,b specialisation, highly formalised emphasis on definite procedures and protocols, 

11d centralised authority and accountability. Yet, despite the advantages of 
coordination that these structures present, they may hinder tasks that are 
· .. terdependent. In contrast, the organic model of organisation is relatively simple 
t,ccause it de-emphasises job specialisation, is relatively informal , and decentralises 
authority. Decision-making and goal-setting processes are shared at all levels, and 
communication ideally flows more freely throughout the organisation. 

A common way that modem business organisations move towards the organic model 
is by the implementation of various kinds of teams. Some organisations establish 
self-directed work teams as the basic production group. 

Example: Production cells in a manufacturing firm or customer service teams in an 
insurance company. 

At other organisational levels. cross-functional teams may be established, either on an 
.1d hoc basis (e.g. , for problem solving) or on a permanent basis as the regular means 



of conducting the organisation's work. Aid Association fo r Lutherans is a large 
insurance organisation that has adopted the self-directed work team approach. Part of 
the impetus towards the organic model is the belief that this k ind of structure is more 
effective for employee motivation. Various studies have suggested that steps such as 
expanding the scope of jobs, involving workers in problem solving and planning, and 
fostering open communications bring greater job satisfaction and better perfonnance. 

Example: Saturn Corporation, a subsidiary of General Motors (GM), emphasises 
horizontal organisation. It was started with a "clean sheet of paper," with the intention 
to team and incorporate the best in business practices in order to be a successful U.S. 
auto manufacturer. The organisational structure that it adopted is described as a set of 
nested circles, rather than a pyramid. At the centre is the self-directed production cell, 
called a Work Un~t. These teams make most, if not all, decisions that affect only team 
members. Several such teams make up a wider circle called a Work Uni t Module. 
Representatives from each team fonn the decision circle of the module, which makes 
decisions affecting more than one team or other modules. A number of modules fom1 
a Business Team, of which there are three in manufacturing. Leaders from the 
modules form the decision circle of the Business Team. Representatives of each 
Business Team fonn the Manufacturing Action Council , which oversees 
manufacturing. At all levels, decision making is done on a consensus basis, at least in 
theory. The President of Saturn, finally, reports to GM headquarters. 

Check Your Progress 

Fill in the blanks: 

I. ____ entrust the management of the company to the Board of 
Directors and delegate to it most of their authority. 

2. Delegation is the entrustment of responsibility and authority to another 
and the creation of _ _____ for performance. 

3. Sub-division of authority occurs when a superior divides as well as shares 
his authority with the ______ _ 

4. _ ____ creates loss of man-hours and delay in perfonnance of work. 

5.8 LET US SUM UP 

Authority being the sum of the powers and rights entrusted to make possible the 
performance of the work delegated. It also presented the concepts of centralisation and 
decentralisatio n along with their merits and demerits. Delegation is an authorisation to 
a subordinate manager to act in a certain manner independently. According to 
classicists, the delegation process involves three related steps: assignment of duties to 
subordinates, granti ng requisite authority to carry out assigned work and making them 
responsible for doing a good job. 

In line and staff organisation, the staff members offer advice to line people and line 
people bear the fi nal responsibility for achieving the enterprise objectives. T he role of 
staff is quite clear; it provides service to the line and it is devoid of the right to 
command. H owever, in actual practice, drawing the curtain between line and staff is 
not easy. The policing duties of staff oflen clash with the help duties. There are other 
tension points too. Demarcation between line and staff may be possible at the initial 
stage of the organisation, but when it grows, the initial stage of the organisation and its 
functions become more and more complex, the demarcation between line and staff 
functions becomes progressively fuzzier. 
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Think of a few instances when a delegat ion of authority may not be necessary and 
give a presentation on it. 

5.10 KEYWORDS 
Authority: It means assigning a certain task to other person providing proper 
authorisation keeping in mind it shou ld be effective and result oriented. 

Centralisation: Centralisation is the process by which the activities of an organisation, 
particularly those regarding planning and decision-making, become concentrated 
within a particular location and/or g roup. 

Decentralisation: Decentralisation is the -process of redistributing or dispersing 
functions, powers, people or things away from a central location or authority. 

Departmentation: Departmentation is a means of dividing a large and complex 
organisation into smaller, flexible administrative units. 

Line and Staff Organisation: Line and staff organisation is a modification of line 
organisation and it is more complex than line organisation. 

Line Organisation: A line organisation is an organisational structure in which 
authority rests with the top management and flows in a chain of command to the last 
person in the organisational hierarchy. 

5.11 QUESTIONS FOR DISCUSSION 

I. Define "delegation". Why is it essential for t_he ..smooth functioning of an 
enterprise? 

2. "T he matrix organisation design is complex and difficult to implement 
successfully". Why then, do so many organisations use it? 

3. Distinguish between "over-delega t ion and under-delegation." 

4. Define departmentation. What is the need for departmentation in present-day big 
organisations? 

5 . Give a critical analysis of line and staff organisation and how it combines the 
advantages of line as well as functional organisation. 

6. Mention a few evidences of conflict between line and staff officials. What can be 
done to develop them into an integrated team? 

7. What are the factors determining the effectiveness of committee fonn of an 
organisation? 

8. To what extent, in your opinion, is management by committee effective as a 
means to facilitate coordination and promote cooperation? 

9 . How do your account for the widespread use of committees in business concerns? 

I 0. Discuss the recent trends in organisation structures. 

Check Your Progress: Model Answer 

I. Shareholders 

2. Accountability 

3. Subordinate 

4. Centralisation 
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6.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Describe the concept of motivation 

• Highlight the importance of motivation 

• Explain the different determinants of motivation 

• Describe the theories of motivation 

• Discuss the techniques of motivation 

6.1 INTRODUCTION 

It can be noted that human resource of a company can make it or break it. They can 
produce results that are stunningly better than others. If properly motivated, ordinary 
people can deliver extraordinary results. And that is why every manager is rather 
compelled to pay close attention to the 'people management' question more closely. 
Thus for every manager it is impo rtant to know what is motivation and what are the 
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benefits that it will provide to an organisation. The theories and techniques of 
mo1ivation thus come as a rescue for managers of today. 

Keeping in mind the importance of motivation in an organization, this lesson has been 
designed to give you a proper understanding of the concept of motivation, importance 
of motivation to an organisation, the different determinants of motivation, theories and 
techniques of motivation. 

6.2 CONCEPT OF MOTIVATION 

Motivation is the set of forces that cause people to behave in certain ways. As rightly 
pointed out by Griffin, on any given day, an employee may choose to work as hard as 
possible at a job, to work just hard enough to avoid a reprimand, or to do as little as 
possible. 

The goal for the manager is to maximise the occurrence of the first outcome and 
minimise the occurrence of the last one. In this sense, you can say that motivation is 
the work a manager performs to inspire, encourage and impel people to take required 
action. 

According to Scoll, "Motivation is a process of stimulating people to action to 
accomplish desired goals". 

The process of motivation is characterised by the following: 

• Motivation is an internal feeling within individuals that drive them to behave in 
certain ways. 

• Motivation produces goal-directed behaviour. 

• Motivation contains systems orientation as it considers those forces in the 
individuals and in their surrounding environments that provides feedback to the 
individuals either to reinforce the intensity of their drive or to dissuade them from 
their cause of action and redirect their efforts. 

• Motivation can be either positive or negative. 

Example: The examples of Positive motivation or the carrot approach includes 
additional pay, incentives, praise, etc., for satisfactory perfonnance. 

Examples of Negative motivation or stick approach include penalties while 
controlling performance like reprimands, threat of demotion, etc. 

• Motivation means bargaining as it focuses on workers and organisations 
endeavouring to find what payouts (inducements) to workers in exchange for what 
degree of cooperation (contributions) from workers will be satisfactory to both 
parties. 

• Motivation is a complete process as: 

❖ First, motive is a hypothetical construct. It cannot be seen. 

Example: You might have observed individuals putting a great deal of 
overtime. You cannot definitely state whether they are doing it because of 
additional income they receive or simply because they enjoy their work. 
Individual may have a host of needs that are continuously changing, and, 
sometimes, in conflict with each other. It becomes exceedingly difficult to 
observe or measure motivation with certainty. 

❖ People satisfy their needs in many different ways. 

Example: A salesperson may work hard to earn money; a second salesperson 
may be spurred by his achievement motive and so on. 



❖ By simply observing individuals in action. ii 1s no! easy 10 differentiate 
between lhese groups. 

❖ Promoting an employee to a new and more challenging 1ask may intensify 1he 
drive to work harder in anticipation of the next promo1ion. 

❖ Finally, goal directed behaviour does not always lead to need sa1isfaction. 

• Jl1otivation is different from Job Sati.'-faction as motivation is the drive to satisfy 
a want or goal bu! satisfaction refers to the contentment experiences when a wan! 
is sat isfied. 

- -
Need Behaviour Goal 

- Results in action~ to fulti II - Satisfy n~s: int.rinsic or Cr~a1es desir~ to fullill needs needs ~xtrinsic rewards 

I Tension I 
I I 

Figure 6.1: A Simple Model of Motivation 

The motivation framework in !he above Figure 6 . 1 i"s a good starting point for 
understanding how motivated behaviour occurs. 

Example: A worker feels that he is underpaid; he experiences a deficiency and a need 
for more income (Tension). ln response to this need, the worker searches for ways to 
satisfy it, such as working harder to get a raise in pay or seeking a new job. 

Next, he chooses an option to pursue. After working harder (the chosen option in this 
case) for a reasonable period of time, he then evaluates his success. If his hard work 
resulted in a pay raise, he continues to work hard (Tension reduction). If no raise has 
been offered, he is likely to try another option. 

A need, thus, is a strong feeling of deficiency in some aspect in a person's life that 
creates an uncomfortable tension. The deficiency compels the person to take actions to 
satisfy the need, reduce the tension and diminish the intensity of the motivating force. 
When a need is satisfied, it is no longer a motivator of behaviour. 

6.3 IMPORTANCE OF MOTIVATION 

The following points bring out the importance of motivation in modem organisations: 

I. Productive use of resources: The utilisation of physical and financial resources of 
an organisation depends on the willingness of people to work. Motivation enables 
people to convert physical and financial resources into useful products. It helps 
management to get the best out of human as wel l as non-human resources. 

2. Increased efficiency and output: Motivation enables people to work enthusiasti­
cally. Motivation bridges the gap between the ability lo work and the willingness 
to perfonn wholeheartedly and thereby increases the overall efficiency and output. 
This, ultimately, he lps in reducing the cost of operations. 

3 . AcJu'evement of goals: Motivation causes people to move in a desired direction 
and earn rewards. In organisations, where managers try to understand the needs of 
employees and institute appropriate incentive systems, accomplishment of goals is 
fairly easy. If employees are not properly motivated. no useful purpose can be 
served by planning, organising and staffing functions. 

1~5 
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4 . Deve/opmem of frie11d~1· relationships: The needs of employees are met lluough 
allractive rewards. promotional opportunities. etc. Employees begin to take more 
interest in organisational work. They begin to think that the enterprise belongs to 
them and there is no difference between the interests of the enterprise and their 
own interests. This eventually helps in developing cordial relations between 
management and workers. 

5. Stability in workforce: Attractive motivational schemes satisfy the need of 
employees. As a result. their commitment to organisational work inc reases 
Employees do their tasks loyally and enthusiastical ly . Further. employees 
attend to their work regularly and sincerely so as to earn rewards. The 
organisation benefits because it is able to maintain a stable workforce. The 
skill and compe tence of employees continue to be available to the 
organisation. Th is enhances the image of the firm and helps it to secure the 
services of competent people. 

6.4 DETER.t'1INANTS OF MOTIVATION 

It is true to say that a man works to fulfil a variety of needs. Three types of forces 
generally influence human behaviour: 

1. Forces operating within the individual, 

2. Forces operating within the organisation, and 

3. Forces operating in the environment. 

Let us now discuss these deten ninants of motivation one by one. 

l. Individ11al: Human needs are both numerous and complex. Some of these needs 
cannot be described and identified, because people hide their real needs under the 
cover of socially accepted behaviour. 

Further, each person is different and a variety of items may prove to be 
motivating: depending upon the needs of the individual, the situation the 
individual is in, and what rewards the individual expects for the work done. 

It is the duty of the manager to match individual needs and expectations to the 
type of rewards available in the job setting. 

Example: Some employees might feel motivated due to financial rewards, status, 
praise and acknowledgment and others might work more productively due to 
factors like competition, job security, fear, perfectionism, etc. 

2 . Organisation: The climate in the organisation must be conducive to human 
performance. Climate plays an important part in determining worker' s motivation. 
The climate in an organisation is determined by a number of variables such as its 
leadership style, autonomy enjoyed by members, growth prospects, emotional 
support from members, reward structure, etc. 

Ex.ample: 

Employee Motivation "INFOSYS" 

Infosys has three-pronged approach when it comes to ensuring employee 
motivation. 

(a) Leaming Va lue - add through opportunities for continuous learning and 
exposure to technology and assignments as Infosys partners with clients in 
Transforming their business. 



(b) Financial Value - add through competitive salaries, valuap le pay philosophy. 
asset generation o ppor1unities. 

(c) Emotional Value - add th.rough a fair and rewarding work environment and a 
culture that has been b ui It in Infosys through various initiatives and systems. 

3. Environment: On-the-job experiences and off-the-job experiences of an employee 
are inextricably interwoven and cannot be separated into water-tight 
compartments. Culture. nonns, customs, images and attributes accorded by 
society to particular jobs, professions and occupations and the worker's home 
life- all play a strong motivat ional role. 

Example: An ind ividual may prefer to do the job of an officer (because it has 
social status and g ives lot of power) rather than serve as a college teacher 
(powerless position). Factors such as individual needs, organisation climate, social 
sta~us and social acceptance play an important role in shaping the motivations of 
people. 

6.5 THEORJES OF MOTIVATION 

Three kinds of theories have evolved, over the years, to capture the essence of these 
approaches: namely, content theories, reinforcement theories and process theories. 

These are explained below in a sequential order: 

6.5.1 Content Theories 

Content theories offer insight into the needs of people in organisat ions and help 
managers understand how needs can be satisfied in the workplace. 

Let us now understand t11e different content theories. 

Maslow's Hierarchy of Needs Theory 

Maslow's Hierarchy of needs theory proposes that people are motivated by multiple 
needs and that these needs exist in a hierarchical order. 

Maslow identified five general types o f motivating needs in order of ascendance, as 
illustrated in Figure 6.2. 

Self­
actualisation 

Esteem 

Social 

Safety 

Physiological 

Figure 6.2: Maslow's Hierarchy of Needs 

I:' -
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The five general types of motivating needs in order of ascendance gi\en by \lasl◊\\. 
can be sta ted as under: 

I. Physiological 11eeds: Physiological needs are the biological needs required to 
preserve human life; these needs include needs for food, clothing and shelter. 

2. Safety needs: Once physiological needs become relatively well gratified, the 
safety needs begin to manifest themselves and dominate human behaviour. T hese 
include (i) protection from physiologica l dangers (fire, acc ident); (ii) economic 
security (fringe benefits. health, insurance programmes); (i ii) desire for an orderly, 
predictable environment; and (iv) the desire to know the limits of acceptable 
behaviour. Maslow stressed emotional as wel1 as physical safety. 

Example: Organisations can influence these security needs either positive ly -
through pension schemes, insurance plans - or negatively by arousing fears of 
being fired or laid off. Safety needs are motivational only if they are unsatisfied . 
T hey have finite limits. 

3. Social/Higher order needs/Love needs: After the lower order needs have been 
satisfied, the social or love needs become important motivators of behaviour. It 
includes need to belong, to associate, to gain acceptance from associates, to give 
and receive friendship and affection. Social needs tend to be stronger for some 
people than for others and stronger in certain situations. 

4. Esteem 11eeds: Esteem needs are two fold in nature: self-esteem and esteem of 
others. Self-esteem needs include those for self-confidence, achievement, 
competence, self-respect, knowledge and for independence and freedom. 

The second group of esteem needs is those that relate to one's reputation: needs 
for status, recognition, appreciation and the deserved respect of one's fellows/ 
associates. 

5. Self-actualisation needs: These are the needs for realising one's own potentialities 
for continued self-development, for being creative in the broadest sense of that 
term. Self-ful fi lling people are rare individuals who come close to living up to 
their full potential for being realistic, accomplishing things, enjoying life and 
generally exemplifying classic human v irtues. 

Self-actual isation is the desire to become what one is capable of becoming. 
Self-actual isation is a 'growth' need. 

Example: A musician must compose m usic, a poet must write, a general must win 
battles, a painter must paint, a teacher must teach- ifhe is to be ultimately happy. 

Self-actualisation is a 'growth' need. 

Alderfer's ERG Model 

Clayton Alderfer's modified need hierarchy collapses Maslow's five hierarchical levels 
into three: Existence, Relatedness and Growth (ERG). 

Table 6.1: Alderfer's Need Hierarchy Model 

Physiological and Existence 11eeds: Needs requi red to preserve human life. They include all of 
Safety Needs that Maslow tenned as physiological needs relat-ing to material safety. 

Social Needs Relatedness needs: They refer to all socially intended needs, i.e .. how 

• people relate to the ir s urro unding social environment. These include the 
need for meaningful social and interpersonal relationships. 

Estcc.:m and Sdf- Growth 11eeds: They reflect the individual's desire to be self-confident. 
actualisation Needs productive and creat ive; the desire to engage in tasks that require the full 

utilisation of abilities and that develop additional capabilities/skills. 



Alderfer's ERG theory is a less restrictive model of the motivation process. 

Alderfer·s ERG Model represents a simplification of Maslow's need priority theory, 
not only by reducing the number of need categories but by removing the restriction 
about the activation of needs in any hierarchical order. 

Alderfer suggested that more than one need may be operative or activated at the same 
point of time. He argued that two or more sets of needs can be active at one time. 
When an individual is continuously frus trated in his attempts to appease his growth 
needs, relatedness needs may re-emerge as primary and the individual may redirect his 
efforts towards these lower level needs. 

Example: What will happen when one set of needs is suddenly threatened? 

A few years ago people were enjoying at a Boston Night Club called Coconut Grove 
when fire suddenly broke out. People rus hed to exit in a panic, only to find the doors 
opened inward than outward. The doors could not be opened due to panic and terrific 
rush. They literally clawed, fought with and trampled each other in their effort to 
escape flames. Relatedness gave way to the struggle for existence and the result was 
that hundreds of people died. 

Like Maslow, he proposed satisfaction progression, i.e., as you satisfy one need, you 
will move on to another need. In addition, he proposed . frustration regression 
ind icating downward movement in the hierarchy. 

Achievement Motivation Theory or Three-Need Theory 

According to McClelland the profounder of Achievement Motivation Theory, achieve­
ment, power and affiliation are three important needs that help to understand human 
motivation in organisational settings. He categorised needs for motivatio~ as: 

• Power n·eed is the need to dominate, influence and control people. Power speaks 
about the ability to manipulate or control the activities of others to suit one's own 
purposes. People with a high need for power look for positions of leadership. 
They like to set goals, make decisions and direct activities. 

• Affiliation need is a social need, for companionship and support, for developing 
meaningful relationships with people. Persons who have a high need for affiliation 
view the organisation as a chance to fo1m new and satisfying relationships. They 
are motivated by jobs that demand frequent interaction with co-workers. Such 
people are not likely to succeed wel l at tasks that force them to work in isolation. 

• Achievement need is the need for challenge, for personal accomplishment and 
success in competitive situations. 

McClelland's theory has significant implications for managers. If the needs of 
employees can be measured accurately, organisations can improve the selection and 
placement processes. 

Example: People with a high need for achievement may be placed on challenging, 
difficult jobs. 

People with a high need for power may be trained for leadership positions. 

According to McClelland, in addition to pumping achievement characteris.tics into 
jobs, people should be taught and offered training in achievement motivation. 

Hen,.berg's Two Factor Theory 

Frederick Herzberg of Case-Western Reserve University provided an interesting 
extension of Maslow's Need Hierarchy theory ancl developed a specific content theory 
of work motivation called "The Two factor Theory" . 

159 
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The two factor theory originally was derived by ;inalysing "critical incidents" ,niuen 
by 200 engineers and accountants in nine different companies in Pittsburgh Area, 
USA. 

Herzberg and his associates conducted extensive interviews with the professional 
subjects in the study and asked them what they liked or disliked about their work. 

The theory states that when people talk about feeling good or sat 1sfied they mentioned 
features intrins ic to the job and when people talk about feeling dissatisfied with the 
job they talk about factors extrinsic to the job. Herzberg called these. Motivation and 
Maintenance factors. respectively. 

Hygiene Factors (Mai11te11a11ce Factors) 

Hygiene factors represent the need to avoid pain in the environment. They are not an 
intrinsic part of a job, but they are related to the conditions under which a job is 
performed. They are environment-related factors - hygiene. Like physical hygiene, 
they do not lead to growth but only prevent deterioration. 

Maintaining a hygienic work environment will not improve motivation any more than 
garbage disposal or water purification. 

Example: Mr. XYZ who is in excellent health, will not become any healthier by 
eating food but if he does not eat food he may become sick and die. 

Hygiene factors produce no growth in worker output, but they prevent loss in 
performance caused by work restriction. 

Motivators 

Motivators are associated with positive.feelings of employees about the job. They are 
related to the content of the job. They make people satisfied with their job. If 
managers wish to increase motivation and performance above the average level, they 
must enrich the work and increase a person's freedom on the job. 

Motivators are necessary to keep job satisfaction and job performance high. On the 
other hand, if they are not present they do not prove highly satisfying. 

Thus to sum up, you can say that providing hygiene factors will eliminate employee 
satisfaction but will not motivate employees to high achievement levels. On the other 
hand, recognition, challenge, growth opportunities are powerful motivators and wi)l 

promote high satisfaction and performance. 

Table 6.2: Herzberg's Motivation-Maintenance Factors 

Hygiene Factors.. Motivators 

I. Company Policy and Administration 1. Achievement 

2. Relationship with Supervisor 2. Recognition 

3. Work Conditions 3. Work itself 

4. Salary 4. Responsibility 

5. Relationship with Peers 5. Advancement 

6. Persona I Li fc 6. Growth 

7. Relationship with Subordinates 

8. Status 

9. Secu1ity 

I 0. Supervision 



The manager· s role is to eliminate dissatisfies-that is. to provide hygiene factors 
sufficient to meet basic needs - and then use motivators to meet higher - order needs 
and propel employees towards greater achievement and satisfaction. 

McGrego,·'s Them:,· X and Theory Y 

Douglas McGrego r pro posed two distinct sets of assumptions about what motivates 
people-one basically negative, labelled Theory X; and the other, basically positive, 
labelled Theory Y. 

The assumptions or Theory X and Theory Y are mentioned below in the following 
Table 6.3. 

Table 6.3: Assumptions of Theory X and T heory Y 

Theory X Assumptions Theo1·y Y Assumptions 

Employee" i11hen:n1 ly di~like work and will 1ry Employees can ,·icw work as being as na1ural 

10 avoid it. as rest or play. 

Since employee:: di::like work, they must be People will exercise sel f-direction and self-
coerced. co n1rolkd and threa1ened with control ifthcy are commincd 10 the objectives. 
punishment 10 achieve goals. 

Employee:: w i ll "hirk responsibilities and seek Under proper condition,;. employees do not 
formal direction. whenever possible. avoid responsibili1y. 

Most employee~ W<lrlt security above-all m People want security bu1 also have other needs 

1heirwork and display l i1t le ambi1ion. such as self-actualis<1tion and esteem needs. 

TheoryX 

Theory X con tends that people have an inherent dislike of work and will avoid it 
whenever possible. Most people, being lazy, prefer to be directed, want to avoid 
responsibility and are relatively less ambitious. They must be coerced, controlled, 
directed or even threatened with punishment to get them to work towards 
organisational goals. 

External control is clearly appropriate for deal ing with such unreliable, irresponsible 
and immature people. Managers have to be strict and authoritarian if subordinates are 
to accomplish anything. 

Theory X thus, assumes that lower-order needs (Maslow) dominate human behaviour. 

Money, fringe benefits and threats of punishment play a great role in putting people on 
the right track under this classification scheme. 

Theory Y 

Theory Y presents a much more optimistic view of human nature. It assumes that 
people are not, by nature, lazy and unreliable. They will direct themselves towards 
objectives if their achievements are rewarded. 

If the organisational climate is conducive, people are eager to work; and they derive a 
great deal of satisfaction from work, and they are capable of doing a good job. 

Theory Y, thus, assumes that higher-order needs (Maslow) dominate human 
behaviour. In order to motivate people fuUy, McGregor proposed such ideas as 
participation in decision making, responsible and challenging jobs and good group 
relations in the workplace. 

t t' l 
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6.5.2 Process Theories 

Process theories focus on why people choose cenain behavioural options 10 sat isfy 
their needs and how they evaluate their satisfaction after they have satisfied these 
goals. 

These are explained in detail as follows: 

.I. Stacy Adam's Equity Theory 

Adam's Equity theory is one of the popular social exchange theories and is perhaps the 
most rigorously development statement of how individuals evaluate social exchange 
relationships. 

Basically, the theory points out that people are motivated to maintain fair relationships 
with others and will try to rectify unfair relationships by making them fair. 

This theory is based on two assumptions about human behaviour. 

l. Individuals make contributions (inputs) for which they expect cenain outcomes 
(rewards). 

Example: Inputs include such things as the person's past training and experience, 
special knowledge, personal characteristics, etc. Outcomes include pay, 
recognition, promotion, prestige, fringe benefits, etc. 

2. Individuals decide whether or not a particular exchange is satisfactory, by 
comparing their inputs and outcomes to those of others in the form of a ratio. 
Equity exists when an individual concludes that his/her own outcome/input ratio is 
equal to that of other people. 

The major components of Equity Theory are discussed in the Box 6.1 given below. 

Box 6.1: Major Components of Equity Theory 

l. Person: These are the people who perceive themselves in relation to other people. 

2. Other: These are the people that are the basis of the comparisons made. 

3. Inputs: These are the total of the individual's assets brought to the work environment. 
They include educational level, work experience, seniority, skills and talents. 

4. Outcomes: These are all the outcomes or rewards individuals derive from their jobs. 
They include pay, benefits; promotional opportunities and status. 

The major postulates of the theory are as follows: 

• Perceived inequity creates tension in the individual. 

• The amount of tension is proportional to the magnitude of the inequity. 

• The tension created in the individual will motivate him/her to reduce it. 

• The strength of the motivation to reduce inequity is proportional to the perceived 
inequity. 

In other words, the presence of inequity motivates the individual to change the 
situation through various means to return to a condition of equity. 

Equity theory generally argues that it is the perceived equity of the situation that 
stimulates behaviour and satisfaction. Employees' perception of the situation is more 
important here than objective 'reality'. 



Vroom 's Erpectancy Theory 

Victor Vroom presented the expectancy theory ( 1964) as an alternati\·e to content 
theories. Expectancy theory represents a comprehensive, valid and useful approach to 
understanding motivation. 

The features expectancy theory can be summarised as under: 

I. Expectancy theory is one of the most ambitious theories developed in the area of 
organisational behaviour. It accommodates a number of motivational determinants 
in its theoretical framework 

2. It is one of the most complete theories for detailing not only how people feel and 
behave but also why they react as they do. 

3. It is sufficiently general so as to be useful in a wide variety of situat ions. Jt 
considers employee needs, organisational rewards and task performances as wel l 
as their contingency relationships in particular work situations. 

4. It is a cognitive model, i.e. , based on conscious thoughts about the situation. 
Individuals are viewed as thinking reasoning beings, who have beliefs and 
anticipations concerning future events in their lives. 

5. It is a predictive theory of motivation, a heuristic decision tool to guide managers 
in dealing with the complexity o f employee motivation in organisations. 

6. It is a theory based on self-interest, wherein each individual seeks to maximise h is 
expected satisfaction. 

7. The expectancy model is a cho ice~based model, for the individual chooses to 
behave according to the expectancy process. 

The expectancy theory is bui lt around three concepts: Valence, Expectancy and 
Instrumentality. They can be explained below: 

• Valence: It refers to the personal value workers place on the rewards they believe 
they will receive for performing. It reflects the strength of a person's desire for or 
attraction to the outcome of a particular course of action. 

Example: Let us illustrate it taking a hypothetical example. An individual desires 
promotion and feels that superior performance is a strong factor in achieving that 
goal. His first level outcomes are then superior, average or poor performance. His 
second level outcome is promotion. The first level outcome of high performance 
thus acquires a positive valence by virtue of its expected relationship to the 
preferred second level outcome of promotion. 

According to this example, a person would be motivated towards superior 
perfonnance because of the preference to be promoted. The superior performance 
(first level outcome) is being seen as instrumental in getting promotion (second 
outcome). 

• Expectancy: Jt refers to the perceived relationship between a given level of effort 
and a given level of performance. It refers to the extent to which the person 
believes that his efforts will lead to the first level outcome, i.e., performance. 

• Instrumentality: Jt refers to the relationship between perfonnance and reward. It 
provides answer to such quest ions "Will I be rewarded ifl perform the job well?" 

If people perceive that their performance is adequately rewarded the 
perceived instrumentality w ill be positive. On the other hand, if they perceive that 
performance does not make a ny difference to their rewards, the instrumenta lity 
will be low. 

11-3 
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ExalJlple: In the example given above. instrumen1ality refers to 1he person's 
perception of the relationship between high performance {fi rst-le\·e\ outcome) and 
promotion tsecond-level outcome). 

On the basis of the concepts of expectancy, valence and instrumentality, it is possible 
to build the general model of behaviour as presented in Figure 6.3. 

Vroom's concept of force is essentially equivalent to motivation. Expectancy and 
valence combine multiplicatively to detennine motivation. If expectancy and valence 
are both equal to zero, motivation will also be zero. The model shows mo1iva1ion as 
the force and 111dividuals to expend effort. However, effort will be expended only if 
the individual believes or feels confident that effort will lead to some performance 
level ( perfornrnnce-outcome expectancy indicated by the arrow). The level of 
performance is highly important in obtaining desired outcomes. which have positive 
valences. 

Person Po5~e~~i11g PN"f<-r~nci:- among 
Various Ou1c0rncs: 

Act;on Accomplish<d by Probabilities of 
Actions L<ading 10 Various Outcomes 

Figure 6.3: Vroorn's Motivation Model 

As shown in Figure 6.3, the person would be motivated towards superior perfonnance 
because of the desire to obtain promotion. Here, superior performance is viewed as 
being instrumental in obtaining promotion. Thus, willingness to expend effort depends 
on the negative or positive valence attached to an outcome. Generally speaking, the 
more likely people feel that a perfonnance level will lead to desired outcomes; the 
more likely they will be to expend effort to perform at that level (effort-perfonnance 
expectancy). 

Expectancy Theory- The Porter and Lawler Model 

Porter ( 1968) and Lawler ( 1973) promoted the thesis that performance causes 
satisfaction. They tried to explore the complex relationship between motivation, 
satisfaction and performance and pointed out that effort does not directly lead to 
performance. 

Performance in organisation, according to Porter and Lawler, appears to be a function 
ofthree impo11ant fac tors, viz.: 

l. An employee must want to perform; the desire of the employee to do the assigned 
jobs. One must be motivated. 

2. Motivation alone will not ensure task perfonnance. A person must have the 
necessary abilities and skills. One must have necessary abilities or traits. 

3. Finally, a person must usually have an accurate knowledge of the requirements of 
the job if he is expected to devote his energies fully on the assigned tasks. One 
must have fairly clear role perceptions. 



Value of 
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Figure 6.4: The Porter and Lawler's Model of Motivation 

The key variables in the model of expectancy theory are d iscussed below: 

I. Motivation, satisfaction and performance: These are all separate variables. 

2. Effort: Effort will not directly lead to a specific level of perfonnance. Effort 
signifies the amount of energy exerted by an individual on a specified task. Effort 
is a result of the attractiveness of the reward and the way in which the individual 
perceives the linkage between effort and payoff. 

Example: If the employee places a high value on a reward and if he perceives a 
high probability that his effort will lead to this reward, then he will exert great 
quantity of effort. 

Motivation is seen as the force on the employee to expend effort. 

3. Performance: Perfonnance results from a combination of the effort that an 
individual puts forth and the level of ability which he has and the way he 
perceives the role he should take. Effort and performance cannot be equated and 
quite often a discrepancy between effort and performance may result. 

Example: Most of the students who burn the midnight oil fail to obtain a 
satisfactory grade due to a lack of ability to comprehend things properly or 
misdirected effort due to bad planning and eventually turn losers than winners. 

4. Rewards: The model clearly shows that performance leads to rewards - intrinsic 
and extrinsic. Jntrinsic rewards are given to a person by himself for good 
pe-rformance. 

Extrinsic rewards (pay, promotion, job-security, status) are given by organisation 
and are indicated by a wavy line because they are imperfectly related to 
performance. 

1n addi tion, the perceived equitable rewards vitalt-y affect the perfonnance­
satisfac tion relationship. This variable refers to the amount of rewards an 
individual feels he should receive as a result of his performance. 
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Example: If Ram and Rahim are paid~ 500 for sim_ilar jobs. but Ra m !'<!els 11la1 Ile 
does the job better than Rahim. then Ram may not be ,ery sati sfied \\ ith the 
rewards he is receiving from the organisation. 

Porter and Lawler viewed satisfaction as a deficiency measure. 

Where: 

Actual rewards>Perceived rewards= satisfaction results in 

Actual rewards <Perceived rewards= dissatisfaction resu lts in. 

5. Satisfactiou: Thus, satisfaction is only one of the variables and is der i\·cd from the 
extent to which actual rewards fa ll short, meet or exceed the person's perceived 
equitable level of rewards. 

Goal-setting Theory 

According to Edwin Locke, motivation is a result of rational and intentional 
behaviour. The direction of the behaviour is a function of the goals individuals set and 
their efforts towards achieving these goals. 

The theory suggests that managers and subordinates should establish goa ls for the 
individual on a regular basis. These goals should be moderately difficul t and very 
specific. Moreover, they should be of a type that the employee will accept and commit 
to accomplishing. 

Goal acceptance is simply the degree to which individuals accept goals as their own. 
Goal commitment is the dedicat ion which individuals extend towards reaching the set 
objective. Rewards should be linked d irectly to reaching the goals. 

Thus, the theory maintains that relevant and challenging goals which take care of 
individuals' capabilities should be developed. The task before managers becomes one 
of guiding employees in the development and attainment of goals which will provide 
satisfaction to both the employee and the organisation. 

This process is facilitated by the involvement of workers in organisational 
goal-setting, the setting of challenging and specific individual goals, the provision of 
continual performance feedback, and the establishment and implemen tation of 
appropriate rewards for describable performance. 

6.5.3 Reinforcement Theories 

Reinforcement theories focus on employee learning of desired behaviours. They argue 
that behaviour that results in rewarding consequences is likely to be repeated, whereas 
behaviour that results in punishing consequences is less likely to be repeated. 

Reinforcement theory is d iscussed as under: 

Reinforcement Theory and Behavio11r Modification 

Reinforcement theory states that behaviour results in rewarding consequences is likely 
to be repeated, whereas behaviour that results in punishing consequences is less likely 
to be repeated. 

Hence, four types of reinforcement strategies are generally used by managers to 
influence the behaviour of employees: 

1. Positive reinforcement: It is the administration of a pleasant and rewarding 
consequence fo llowing a des ired behaviour. 



Example: A good example of this is immediate praise for an employee who 
arrives on time and completes the assigned work. 'A pat on the back· on such 
occasions wiHspur the employee to repeat such behaviours ti.me and again. 

People generally will expend considerable energy to gain positive rewards (pay, 
bonuses, recognition , time off with pay, commendations. promise of raise, etc.), 
which they desired. Of course, for positive reinforcement to have the desired 
impact, feedback must be consistent and frequent. 

2. Negative reinforcemem: Sometimes termed as avoidance learning. negative 
reinforcement occurs when an unpleasant or undesirable situation is removed or 
withdrawn following some behaviour. 

Example: A supervisor. for example, may continually reprimand an employee 
until the employee beg ins performing a job correctly, at which point such actions 
stop. 

lf the employee continues to perform the job correctly in the future, then the 
removal of the unpleasant situation is said to have negatively reinforced effective 
job performance. 

3. Extinction: lt refers to non-reinforcement. lt is based on the princ iple that if a 
response is not reinforced, it will eventually disappear. 

Example: Let us understand the concept of extinction with the help of a student 
and teacher example. lf a teacher ignores a noisy student, the student may drop the 
attention-getting behaviour. 

Extinction is less painful than punishment because it does not involve the direct 
application of an aversive consequence. 

Example: Students who perform well are praised quite often by the teachers. lf 
they begin to slack off and tum out poor performance, the teacher may try to 
modify their behaviour by withholding praise. Here, the teacher is not trying to 
punish the students by imposing fines or rebuking openly in the class or expelling 
them. The student is simply denied any feedback. 

Extinction is a behavioural strategy that does not promote desirable behaviours 
but can reduce undesirable behaviours. 

Example: lfthe students eventually show good work, the teacher may again praise 
them (positive reinforcement) but if poor performance is again resulting in, 
extinction will be re-employed. 

4. Punishment: Punishment is a control device employed in organisations to 
discourage and reduce annoying behaviours of others. lt can take either of two 
forms: (i) there can be withdrawal or termination of a desirable or rewarding 
consequence or (ii) there can be an unpleasant consequence after a behaviour is 
performed. 

Punishment reduces the response frequency; it weakens behaviour. The use of 
aversive control is the most controversial method of modifying behaviour because 
it produces undesirable by-products. 

Behaviour Modification 

Organisation Behaviour Modification (OB Mod) is the name given to the set of 
techniques by which reinforcement theory is used to modify human behaviour. The 
basic assumption underlying OB Mod is the law of effect which states that behaviour, 
that is positively reinforced tends to be repeated, and behaviour that is not reinforced 
tends not to be repeated. 
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To effectively implement OB ;'v!od programmes. the fo lio\\ ing steps are suggested 
(K. E. Chung): 

I. Defi11e tlte target behaviour: The target behaviour refers to a specific behaviour 
that management wants to modify. It can be attendance, co-operation or actual 
production. 

2. Develop performance goals: The target behaviour need to be translated into 
specific performance goals. such as improving attendance, increasing sales or 
expanding market shares. 

3. Assess performance progress: Performance should be assessed periodically to 
provide employees with feedback on their progress. If they know that they are 
doing well, thi s knowledge reinforces their behaviour; if they are not, they can 
take corrective action. 

4. Match performance with rewards: Unless rewards are tied to performance, they 
quickly lose motivational effect. Rewards can be tied to perfonnance on an 
individual or a group basis. An individual-based reward system is used to 
encourage competition; a group-based system is to encourage co-operation. 

6.6 TECHNIQUES OF MOTIVATION 

People can be motivated through the use of number of techniques of motivation. 
Carrot and Stick approach are most commonly used for motivating employees. Carrot 
implies positive reinforcement and on contrary stick implies negative reinforcement. 
In addition to such a carrot and stick approach, management can also think of 
motivating people through job rotation and job enrichment efforts. 

How to Offer Rewards? 

Rewards can be offered keeping in mind the following: 

1. Reward only desirable behaviour: You should give rewards to your employees 
only when they exhibit desired behaviour. That is, the reward must be contingent 
on the desired behaviour (the law of contingent reinforcement). 

Example: You should praise your employees not for showing up for work on time 
(an expected part of any job) but for showing up early. 

2. Give rewards as soon as possible: The reward must be given as soon as possible 
after the desired behaviour (the law of immediate reinforcement). Thus, you 
should praise an early-arriving employee as soon as he or she arrives, not later in 
the week. The more time that elapses after the behaviour occurs, the less effective 
will be the reward. 

3. Clarify what kind of behavio11r is desired: You should tell employees exactly 
what kind of work behaviours are desirable and what the employees should do to 
earn rewards. 

4. Find whether the reward has any value for the employee: The reward will be 
effective only when it has some value from the employee's point of view. 

Example: Money would be less of an enforcer to an employee who expects praise 
and recognition for his effort more. 

5. See that the size of the reward is large enough to entice employees: The reward 
offered must be fairly large and visible to employees clearly. It must tempt people 
to run the race ahead of others-to the best of their abilities. 



6. Have different rewords and recognise individual differences: Recognising that 
different people respond to different kinds of rewards. you should ha,·e different 
rewards available. It is always better to have pos itive rewards individually tailored 
so as to facilita.le repetition of desired behaviours. 

Example.· You can offer a word of praise verbally to X, send a congratulatory 
e-mail to Y, and even send flowers to Z to indicate how delighted you are with 
their performances. 

How to Administer Penalties? 

Rewards can be practiced by considering the following: 

I. Be clear about what behaviour is unacceptable: Inform employees about what 
kinds of work behaviours are undesirable. In a way, this is nothing but defining. 
the limits. 

Example: Bemg late means reporting to work beyond the permissible 30 minutes 
from the scheduled time. 

2. Punish 011/y undesirable behaviour: You should give punishment only when 
employees show frequent undesirable behaviour. 

Example: You should reprimand employees who show up, say, a half hour late for 
work but not 2 or 5 minutes late. If you begin the bombardment every time they 
are late, say, by 2 or 5 minutes, they begin to look at you negatively as a 
tyrannical boss. 

3. Punish the specific undesired behaviour, not the person: If it is directed at the 
person, punishment produces strong negative reactions leading to frustration, 
anger, resentment and hostility. The purpose of punishment should not be to 
undermine a person's confidence or sense of adequacy as a person. 

4. The punishment should be enough to extinguish the undesired behaviour: 
Under-punishment will not deter the behaviour. Over-punishment may produce 
undesirable by-products. 

5. Punishment should quickly follow the undesirable behaviour: It is more 
effective when applied at the time the undesirable behaviour is actually perfonned 
than at a later time. 

Example: Calling subordinates into the office to give them a warning for breaking 
a rule the week before is not effective. 

6. Punishment should be administered privately: A private reprimand can be 
constructive. There is no use depreciating the worth of an employee in front of 
others. Those who get punished in public tum resentful and constantly look for 
opportunities to retaliate violently at the slightest possible provocation. Also, to 
avoid feelings of resentment towards the punishing agent, punishment should be 
administered by an agent other than the rewarder. 

7. Combine punishment and positive rewards: To avoid undesirable side effects of 
punishment, persons administering it must always provide an acceptable 
alternative to the behaviour that is being punished. That is, if you are 
reprimanding an employee, then be sur.e to say what he is doing right and state 
what rewards the employee mi-ght be eligible for. 

Example: While reprimanding someone for being late, say that a perfect 
attendance record over the next few months will put that employee in line for a 
raise or promotion. If managers fail to provide such a desirable alternative path, 
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the undesirable beha,·iour will tend to reappear and \\·ill unnc::ces:;urily cause fear 
and anxiery in the person being chosen for punishment. 

Job Design 

In order to optimise performance and extract the best out of people. managers will 
have to design jobs taking employee expectations and changing organisational needs 
into account. Properly designed jobs will certainly have a pos itive impacl on both 
employee satisfaction and quality of perfonnance. 

6.7FACTORS OF MOTIVATION 

The motivational factors that motivate a person to work and which can be used to 
enhance their perfonnance can be classified into two categories: 

6.7.1 Monetary Factors 

Monetary factors are extrinsic to work, such as the fol lowing: 

I. Salary or wages: This is one of the most important motivational factors in an 
organization. Sa laries and wages should be fixed reasonably and paid on time. 

2. Bonus: Bonus is an extra payment over and above salary, and it acts as an 
incentive to perform better. It is linked to the profitability and productivity of the 
organization. 

3. Financial incentives: The organization provides additional incentives to their 
employees such as medical allowance, travelling allowance, house rent allowance, 
hard duty a llowance and children educational allowance. 

4. Promotion (monetary part): Promotion is attached with increase in pay, and this 
motivates the employee to perfonn better·. 

5. Profit sharing: This is an arrangement by which organizations distribute 
compensation based on some established formula designed around the company's 
profitability. 

6. Stock option: T his is a system by which the employee receives shares on a 
preferential basis which results in financial benefits to the employees. 

6.7.2 Non-monetary Factors 

Non-monetary factors are rewards intrinsic to work, such as the following: 

I. Status: An employee is motivated by better status and designation. Organizations 
should offer job titles that convey the importance of the position. 

2. Appreciation and recognition: Employees must be appreciated and reasonably 
compensated for all their achievements and contributions. 

3. Work-life balance: Employees should be in a position to balance the two 
important segments of their life-work and life. This balance makes them ensure 
the quality of work and life. A balanced employee is a motivated employee. 

4. Delegation: Delegation of authority promotes dedication and commitment among 
employees. Employees are satisfied that their employer has faith in them and this 
motivates them to perfonn better. 

5. Working conditions: Healthy working conditions such as proper ventilation, 
proper lighting and proper sanitation improve the work performance of 
employees. 



6. Joh enriclwumt: This provides employees more challeng ing tasks and response­
bilities. The job of the employee becomes more meaningful and satistYing. 

7 Job security: This promotes employee involvement and better performance. An 
employee should not be kept on a temporary basis for a long period. 

Check Your Progress 

Fill in the blanks: 

I. ____ __ bridges the gap between the ability to work and the 
willingness to perform wholeheartedly and thereby increases tile overall 
efficiency and outpllt. 

2. The climate in the o rganisation must be to human ---------
pe rf o nn an c e . 

3. _________ need is a social need) for compaoionship and 
support. for developing meaningful relationships with people. 

4. _________ theory generally argues that it is the perceived 
equity of the situation that stimulates behaviour and satisfaction. 

6.8 LET US SUM UP 

Motivation is the set of forces. that cause people to behave in certain ways. As rightly 
pointed out by Griffin, on any given day, an employee may choose to work as hard as 
possible at a job, to work just hard enough to avoid a reprimand, or to do as lirtle as 
possible. It is true to say that a man worl<s to fulfil a variety of needs. Three types of 
forces genera lly influence human behaviour: forces operating within the individual, 
forces operating within the organisation, and forces operating in the environment. 
Three kinds of theories have evolved, over the years, to capture the essence of these 
approaches: namely, content theories, reinforcement theories and process theories. 
Content theories offer insight into the needs of people in organisations and help 
managers understand how needs can be satisfied in the workplace. These theories 
include Maslow ' s Hierarchy of Needs Theory, A)derfer's ERG Model, Herzberg's 
Two Factor Theory and McGregor's Theory X and Theory Y. 

Process theories focus on w hy people choose certain behavioural options to satisfy 
their needs and how they evaluate their satisfaction after they have satisfied these 
goals. These theories include J. Stacy Adam's Equity Theory, Vroom 's Expectancy 
Theory, Expectancy Theory - The Porter and Lawler Model and Goal-Setting Theory 
Reinforcement theories focus on employee learning of desired behaviours. 
Reinforcement theory s tates that behaviour that results in rewarding consequences is 
likely to be repea ted, whereas behaviour that results in punishing consequences is less 
likely to be repeated. Organisation Behaviour Modification (OB Mod} is the name 
given to the set of techniques by which reinforcement theory is used to modify human 
behaviour. Carrot a nd Stick approach are most commonly used for morivating 
employees. ln addition to such a carrot a nd s.tick approach, management can also think 
of motivating peo-ple through job rotation and job enrichment efforts. 

6.9 LESSON END ACTIVITY 

You are worki ng as a n HR Manager in a reputed organisation . You a,e invited by a 
management institute to dehver a lecture on role of motivation in employees work life. 
Prepare a summary of the points that you will be discussing in your lecture. 

I - J 
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Extrinsic Motivation: Extrinsic motivation reflects the desire to do something because 
of external rewards such as awards, money and praise. 

Iutrinsic Motivation: Intrinsic motivation reflects the desire to do something because 
it is enjoyable. 

Jl.1otivation: It is the process of stimulating people to actions to accomplish the goals. 

Negative Motivation: Negative motivation aims at controlling 1he negative efforrs of 
the work and seeks to create a sense of fear for the worker, which he has to suffer for 
lack of good perfonnance. 

Positive Motivation: Positive motivation induces people to do work in the best 
possible manner and to improve their performance. 

Reinforcement: Reinforcement is a psychological term that refers to the way 
behaviours increase or decrease according to whether people associate it with a 
positive experience (a "reward") or a negative experience (a "punishment"). 

6.11 QUESTIONS FOR DISCUSSION 

I. 'Magic power ofliquid cash is still an important motivator'. Comment. 

2. Discuss Maslow's concept of need hierarchy. What factors motivate managers in 
Indian industries? 

3. Critically examine Maslow's need priority model. How far up the hierarchical 
ladder do most people progress? 

4. Categorise the following needs into Maslow 's hierarchy of needs: 

(a) Absence of pain 

(b) Shelter 

(c) Clothing 

(d) Friendship 

(e) Love 

(f) Personal achievement 

(g) Personal growth 

(h) Belonging 

(i) Food 

(j) Safety 

(k) Stability 

(I) Threat 

(m) Illness 

(n) Self-fulfilment 

(o) Self-respect 

(p) Realisation of one's full potential 

(q) Recognition from others. 



5. Identify some situations where you were highly motirnted to perfonn because you 
expected 10 perfonn we!! and some situations where you did not pursue a goal 
because of feel ing that there was no chance of success. 

6. ·'Maslow rightly argues that needs may be partially satisfied and partially 
dissatisfied". Give your views. 

7. ·'Herzberg found that the aspects which motivate a person are internal and not 
extemar·. Do you agree with the point? Comment. 

8. What are lbe ways with the help .of which an organisation can retain its employees 
for long tenn? Also discuss Porter-Lawler·s expectancy model. What should 
managers, according to this model, do to improve employee·s performance? 

9. "There is a high correlation between Maslow's and Herzberg's models". Interpret. 

10. How could a theory of motivation be applied to solving a practical problem in 
motivation in an organisation? What problems in applying the theory would you 
expect to encounter? 

Check Your Progress: Model Answer 

I. Motivation 

2. Conducive 

3. Affiliation 

4. Equity 
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7.0 AIMS AND OBJECTIVES 
After studying this lesson, you should be able to: 

• Describe the meaning of leadership 

• Discuss the various theories of leadership 

• Identify the qualities of leadership 

• High! ight the functions of a leader 

• Describe the styles of leadership 

7.1 INTRODUCTION . 

Leadership is an important abstract quality of the leader that sets apart a successful 
organisation from an unsuccessful one. Without leadership an organisation is nothing 
more than a mass of men, machines and materials. Leadership inspires; creates 
confidence; helps the teammates to give their maximum for the attainment of 
objectives. Every organisation - family, group, society, business, government or any 
other organisa tion - needs a leader who leads the organisation to the best of his 
ability. Thus, leadership is an essential ingredient for a successful organisation. 
Dynamic and effective leadership is one major attribute of a successful organisation. 

After getting awareness of the basics of leadership we will enhance the study with the 
leadership styles and leadership qualities. Moreover an understanding of few models 
and styles of leadership will be given in the later sections of this lesson. The purpose 
of this awareness is to make you getting indulge with the core aspects of leadership. 

7.2 MEANING OF LEADERSHIP 

Leadership is the process of influencing others towards the accomplishment of goals. 

According to Koontz and O'Donnell, "It is the ability of a manager to induce 
subordinates to work with zeal and confidence." 

In short, it is the activity of influencing people to strive willingly for group objectives. 
Leadership, more importantly, is a continuous process of influencing behaviour. A 
leader breathes life into the group and motivates it towards goals. The lukewann 
desires for achievement are transfonned into a burning passion for accomplishment. It 
should also be noted that leadership is something a person does, not something he has. 
Leadership is something that emerges, that grows and that is achieved. 
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7.2.1 Characteristics of Leadership 

Leadership is viewed as a role and refers to eicher the traits or the behaviour or the 
person implementing that role. This role need not be formal or official since 
individuals carry out functions of a leader not formally defined within their job 
functions. 

The following major characteristics become quite apparent for leadership: 

• J11jl11enci11g Process: Leadership is a quality to influence others. Here influencing 
means bringing others under one·s own influence. A leader behaves with his 
followers in such a way that they automatically come under his influence. They 
start working as they are told by their leader. It is said that the exercise of 
influence is the essence of leadership. 

• Behaviour-changing Process: Leadership lrns the power to change the behaviour 
of their followers. A manager who has this ability gets a better work performance 
from his subordinates. 

• Interpersonal Relations between Leader and Followers: The requirement of 
leadership is the presence of followers. One cannot think of leadership without 
followers. Without followers a leader has no existence. 

In order to make leadership meaningful , it is imperative to have followers to work 
with him. Therefore, leadership indicates interpersonal relations between the 
leader and the followers. 

• Achieves Common Goals: A prominent feature of leadership is the achievement 
of common goals. It means it achieves not only the objectives of the organisation 
but also individual goals. 

• Continuous Process: A manager has to use his leadership ability continuously. It 
means that it is needed not on any particular occasion but is needed all the time. 

7.2.2 Importance of Leadership 

Leadership is an important function of management which helps to maximize 
efficiency and to achieve organisational goals. The importance of leadership is: 

Table 7.1: Importance of Leadership 

Initiates action Leader is a person who starts the work by communicating the policies 
and plans to the subordinates from where the work actually starts. 

Motivation A leader proves to be playing an incentive role Ill the concern·s 
working. He motivates the employees with economic and non-
economic rewards and thereby gets the work from the subordinates. 

Providing guidance A leader has to not only supervise but also play a guiding role for the 
subordinates. Guidance here means instructing the subordinate,; the way 
they have to perfonn their work effectively and efficiently. 

Creating confidence Confidence is an important factor which can be achieved through 
expressing the work efforts to the subordinates, explaining them clearly 
their role and giving them guidelines to achieve the goals effectively. 

Building morale A leader can be a morale booster by achieving full cooperation so that 
they perform with best of their abilities as they work to achieve goals. 

Builds work environment An efficient work environment helps in sound and stable growth. So. 
human relations should be kept into mind by a leader who should I istcn 
to problems and solve them. 

Coordination Coordination can be achieved through reconciling personal intcrc,;ts 
with organisational goals. 



Example: TD Industries Avoids Bankruptcy by Trusting Employees 

TD Industries is employee-O\\·ned and consistently on Forbes' Best Companies to 
Work for list. But the company almost d idn't make it through the late 1980s without 
savvy leadership. 

Many Texas banks were fail ing in the late 1980s, and TD Industries was hurt greatly 
by the lack of funds needed to do large construction jobs. The company leadership 
in formed employees that instead of fi ling for bankruptcy, they were going to pay out 
the Defined Retirement Plan to its employees, and asked employees to use tlw t money 
to reinvest into the company. 

Because of the company's transparency and trust in their employees. the employees 
responded by giving back 30 per cent more than what the company asked for. The 
money helped stabilise the company, and they weathered the rough financ ial spell. 

7.2.3 Functions of a Leader 

The leader has many diverse of functions. These are more dependent on the kind of 
management structure to which he belongs. He has the role of carrying forward the 
objectives of the company. The function of a leader in an organisation or business is 
different from a leader of a politica l or a religious group or committee. ben the 
leaders who may be the General of the A rmy or Navy have a different role to p lay. 
None of them can be the same. · 

The important functions for a leader a re: 

• He makes the target and objectives for the group: A leader has an important task 
of making the objectives or policies for his group. He needs to make the 
objectives or the target and encourage the workers to move forward for 
accomplishing the goals. 

• He is the planner: The leader also performs the function of a planning. He finds 
different ways and methods to get to the goal of the company. He makes plans 
which are for long-term as well as short-term plans. After which he makes the 
way to get to the target. He needs to organize himself and plan for the different 
and difficult situations that he can face. 

• He is the main executive: T here is no point in making the goals o r organizing 
yourself unless the plans are executed in the right manner. It is the leader's job to 
ensure that the plans get implemented in the correct manner. He needs to relate 
and connect the different activities of the group for implementing h js plans. He 
has to do all that by himself and make sure it is done well. 

• He represents his company everywhere: He represents his company internally as 
well as externally. He is the spokesperson for the company. All the 
communication inside and outside the company are his responsibili ty. The o ther 
people from different organisations deal with him as the sole representative of the 
group. 

• He takes care of inter persona/ relationships: The leader initiates a nd controls 
the relationship among the people of his group. E-communication in the g roup is 
under his control and he makes sure people connect with him to work in a group. 
He encourages group unity and people work together in harmony under hirn. 

• He controls the awarding and punishing: The leader makes use of his authori-ty 
for the rewaFding and punishing the people. He works at impiring and 
encourageing them to move forward and also takes care of the discipline within 
the group. He has the power of punishjng the people when they break the rules 
and he even rewards them for good perfonnance. TI1e rewards are in form of cash 
incentives or in kind and the punishment could be in form of penalties o r taking 
away of duties from the people. 
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• He taJ;es care of sofri11g the problem,;;: T he leader is the mediator in times of 
contlicts in a group and also plays the part of so lving problems within the group. 
He does that in an unbiased manner. So tha t there is unity amongst the people and 
they work together in a coordinated way. 

• He works as 011 example: The leader is the role model for the people in his team. 
H e serves as an example to the others and sets high goals and aspirations for 
others to follow. It is important for the leader to ·walk the talk. ' He should himself 
show and implement the beliefs and values and asp irations which he wants his 
team to follow. 

• He is the respected person: Tl1e leader has to play the respectable and an 
emotiona l role for the people in his group. The people look up to him as a father 
figure and respect him. He has to be inspiring and motivating for the people in the 
group. He influences and guides the people in his team. He also sometimes takes 
care of their personal issues. He hears their complaints and finds solutions for 
them. He sometimes acts as a punching bag for them. 

• He is answerable for others faults: The leader is answerable for the faults of the 
others in his team. Since he is heading the group he is responsible for the good 
and bad of the group. In case the group is doing well then he gets the accolades for 
it and if it is under performing he is held responsible for it. Therefore become a 
scapegoat for all his group activities. 

• He makes sure the team works effectively: He makes sure that the team works 
effectively for the attainment of the set goals. For this he needs to distribute the 
tasks among his people. He needs to guide and instruct them in their tasks. He has 
enough resources available to him to reward them for good work. The reward 
makes them motivated enough to work well for him. He involves them in decision 
making and makes them feel responsible. 

• He creates a unity: The important function of a leader is to create a team spirit 
and unity among his people. They should work together as a team. There should 
be harmony in their working atmosphere and they should enjoy working for him. 

• He acts as a guide and counsels the people: The leader acts as a guide and 
counsels them when there is a problem. They may face difficulties at work and 
these issues can be handled by him in the proper manner of talking with them. He 
inspires them to work and takes care of their problems by finding solutions and 
supporting them. 

7.2.4 Qualities of a Good Leader 

The various traits that.make a good leader are: 

The profile of a leader is a perfect kind of personality who has the traits of a confident 
person. He should be smart and talented with experience of human relationship skills, 
and mental ability to carry out his job well. He should have a good personality and be 
able to influence others working under him. 

Though it has been seen a number of times that a leader maybe successful in a 
situation may not be the same in another situation. Hence, the ability or a trait of 
leadership should be able to handle different situations. Therefore, the leadership 
quality is not limited to a single situation. It works in other diverse situations. It is a 
combination of number of abilities which combine together for being a leader. 

• Being able to motivate 

• Ability to communicate 

• Quick decision making power 



• Integrity 

• full of courage 

• Se] f confidence 

• Flexibility of mind 

• Ability to apprehend the feelings ofothers 

• Sense of responsibility 

• Tolerance 

• Alertness 

• Technical ability 

• Psychological expe11 

• Human ability 

• Physical and mental fitness 

• Creative and fresh approach to problems 

• Should be knowledgeable and have information about differeni fields 

• Being biased in his dealings and mature in handling s ituations 

• fo resight 

• Enthusiastic, constructive and optimistic attitude 

• Have the drive and initiation to move ahead 

It is not possible to find a leader with all the inborn traits and behaviour. Therefore, it 
is w ise to train them as required for the different areas and knowledge required. It is 
not possible to have them pre-trained to be handling varied situations. 

7.3 PRJNCIPLES OF LEADERSHIP 

T he principles of leadership are: Basically to let you 'be' and to 'know' yourself and 
to 'do' as you are told to do. 

• On knowing ourselves and /ooki11g for self-betterment: To know ourselves we 
should be able to understand: attributes in terms of 'being' and ' knowing' what 
needs to be 'done'. On constantly doing and continuing with it we can improve 
ourselves in the right direction. It can be attained through srudying or interacting 
with others or through experience. 

• To be amply qualified: We should be able to understand and connect with the 
people and be able to direct them on the basis of our knowledge and infonnation. 

• By being responsible for our ways and activities: The leader should be innovative 
to think of new ideas on guiding his people. In case there are problems he should 
be able to find solutions for them. He shou ld study the issue at hand and look for 
proper ways of moving ahead. 

• Be able to find the right answers at the right rime: The leaders should be quick 
in their actions and be able to resolve problems with the right methods. 

• We should be role model: Leaders should be able to set an example and act as 
perfect inspiration for the workers. They should be encouraged with their atti tude 
and want to follow the same. 

• We should take care of workers well-being: The leaders should think about the 
wellbeing of the workers and care for them. 
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180 • Should ket!p rhc cn1111111111icatio11 open: The leaders should be good 
communicators and should be able to get across to their workers amiably. 

• Should develop a jee/i11g of responsibility: The .leaders should be able to inspire 
the people to be responsible. They should effectively carry out their tasks. 

• Should be clt!ar a11d dt!fl11ite about their work: They should be able to clearly 
define their work and be able to communicate the same to the employees. 

• Should have a team spirit: The leaders should inspire the employees to work as a 
team. They should put in work in a united way and stay connected wi1h the leader 
to be well guided by him. 

• Be able to amp()· use the resources of the company: They should be guiding the 
people in a united way and use the resources available for moving ahead in their 
attainment of the organisation's goals. 

Attributes of Leadership - ·BE', ·KNOW' and ·DO' 

Leaders concentrate on Be. Know and Do (U.S. Army, 1983): 

• What they are ·be· ( sue h as beliefs and character) 

• What they ·know· (such as job, tasks and human nature) 

• What they 'do' (such as implementing, motivating and providing direction). 

BE is being a profess1,.,11al. Examples: To be faithful to the organisation, perform 
selfless service, and should be able to take individual responsibility. 

BE is a professional who own good character traits. Examples: Honesty, competency, 
commitment, integrity, courage, openness, imagination. 

KNOW should know the four aspects of leade·rship--follower, leader, communica­
tion, situation. 

KNOW Be able to know ourselves. Examples: Strong point and weak points of your 
character, knowledge and expertise. 

KNOW To know the human nature. Examples: Should be aware of human needs, 
emotions, and how people respond to anxiety. 

KNOW Should know our job. Examples: To be proficient and be able to train others 
in their responsibilities. 

KNOW To know our organisation. Examples: We should know where to go for help, 
know its climate and culture and who the unofficial leaders are. 

DO This gives directions. Examples: In terms of goal setting, problem solving, 
decision-making and forecasting. 

DO This helps to implement. Examples: In tenns of communicating, synchronizing, 
administering and assessing. 

DO This helps to motivale. Examples: To develop morale and spirit in the 
organisation, train, counsel. 

7.4 THEORIES OF LEADERSHIP 

Numerous studies have been conducted and considerable amount of research has been 
done to find out how a leader becomes effective. Various theories have been 
postulated from time to time to zero in on the factors that influence I he effectiveness 
of leaders. The most important are discussed here in further sub topics. 



7.4.1 Trait Theor~· 

Traits theory defines leadership characteristics on the belief that, ·effective leaders are 
expected to own more of certain traits than ineffective leaders' , and moving with the 
belief that there are certain inborn traits that makes an individual a good leader. 

The scholars taking the trait theory attempted 10 recognize physiological, 
demographic, personality. intellective, task-related, and social features and relate them 
with the leader characteristics and leader success. 

The traits ofa person define him as a leader. Therefore, a good and successful one has 
a number of personality traits in terms of their capabilities and interests. The not so 
successful ones have lesser d egrees of these traits. The last three decades of the 20'h 

century has had many researchers finding different personality traits for a good leader. 
There are requirements for a good leader and some of the traits mentioned here are 
important for good leadership skills. 

According to Stogdill, the characteristics of a good leader, based on severa l research 
outcomes are: 

• Achievement drive: There is a high level of motivation to achieve. 

• Inspiring leadership: The desire to be a good and inspiring leader is to get the 
goals. 

• Be honest and trusrwnrthy: Should be reliable and honest in their behaviour and 
dealings with people. 

• Should he confident: They should be confident of their abilities and ideas. 

• Good judgment: Should be confident of their skills and judgment and ability. 

• Should be well quallfied: They should have proper knowledge on different 
aspects of the industry and business. 

• Be mature: They should be mature enough to be handling the different situations. 

• Other talents: They should have the innovative and creative skills and the 
charisma to lead the people. 

Advantages of Trait Theory 

The various strengths and advantages of trait theory are as follows: 

• It is a comfortable and amply easy going theory. 

• It is considered as correct because a lot of researches have been done and proved 
the theory. 

• It sets an important standard where the important qualities of a leader can be 
judged. 

• It gives good information and knowledge of the qualities of a leader. 

Limitations of Trait Theory 

According to the Trait theory, there is bound to be some subjective judgment in 
defining who is considered as a 'good' or a 'successful' leader. 

These are normally a genera lized theory on the different personality traits of a good 
leader. The lists of the traits projected are very long. There are more than hundred 
traits which are found in leaders. This is just a general opinion. Many people differ in 
their views and are not able to decide the mos~ effective and significant traits of a 
good leader. 
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Th is theory makes a11empts to relate physi<.:al aspects of height and weight, to that of 
being an effecti,·e leader. These are mostly relating to the situations. For example. a 
person with certain required height and weight are needed to do the tasks of a military 
leader. These are not the required criteria for a leader in a business oriented situation. 

This theory has many dimensions and is multifaceted. 

Jmplications of Trait TheOIJ' 

The trait theory gives different constructive knowledge regarding being a good leader. 
The traits can be used in different s ituat ion$ in an organisation. It can be used by 
people at different levels in all types of o rganisations. The manager can go throug h 
this infonnation and can confirm their roles in the organisation. ]t gives them a good 
insight on the roles they have to play and how they can make their position stronger 
and better in the enterprise. It gives them a good understanding of their role and how 
they can improve themselves. 

Co11clusio11 

The traits approach speculates on the qua lities of a leader. They are unable to deaide 
w hether leadership is an inborn quality or were tra ined or whether it is an art or some 
kind of science. It can have little of all aspects. The definite skills and the methods 
make it like an art. They could even have some inborn qualities of being a good 
leader. Whatever may be the reasons they s till need to be inspiring and developed. 
-:-: • .:.:, .. .:..:..:! :;, !;,-;;,.:;:;: ;;;-i-! :r.;s:worthy. A good leader needs to have his confidence in 
p lace for carrying out his functions. He has to be innovative and needs a lot of 
enthusiasm to lead the people. All these inputs are important traits of a good 
leadership and they need to be developed well . 

7.4.2 Likert's Behavioural Theory of Leadership 

Rensis Likert and his associates studied the patterns and styles of managers for three 
decades at the University of Michigan, USA, and identified a four-fold model of 
management systems. This theory was developed on the basis of a questionnaire. 
administered to managers in over 200 organisations and research into the performance 
characteristics of different types of organisatio ns. 

According to Rensis Likert, "Organisational effectiveness depends significant ly on 
successful leadership provided by managers. By involving the process of employee 
participation in structuring the work and the work environment, a manager can 
effectively lead people towards achieving organisational goals." 

Therefore by involving employees in decis ion making and by building an effective 
communication system, providing opportunities enabling employees to fulfil their 
personal and the group needs, an effective leader can create a supporting environment 
for employees to realize their sense of personal g rowth . 

According to Likert, there are four main styles of leadership: Exploitative, Benevolent 
authoritative, Consultative and Participative or Democratic. 

• System I - Exploitative Authoritative: The main responsibility is in the hands of 
the people at the upper levels of the pyramid. The superior or the upper 
management have no faith and confidence in their workers. The decisions are 
forced on the workers and they do not have a good relationship with the manager 
and do not like to discuss things about the work with their manager. They are 
mostly threatened to work and their motivation level is low and there is little 
communication between them. 

This leadership style is very professional a11d dealing more with productivity. 
They do not involve the employees in decis ion making. The leaders threaten the 
workers with penalties or threats lo force them to agree or work. 



• System 1 - Benevolent A11tl,oritatin,: The responsibility is at the managerial 
levels and not at the lower le\·e]s of the organisational pyramid. The superior has a 
lot of confidence and faith in the workers. The employees are no comfortable to 
discuss things about the work with their superior. The superior is helpful to allow 
the workers in some part of decision making and uses rewards or penalties for 
getting wod done from them. There is very little communication and less 
motivation and coordination and the performance is based on the rewards. 

• System 3 - Co11s11/1arive: The sense of responsibility is spread through the 
organisational pyramid. The superior has enough but not complete confidence in 
their workers. They discuss some part of the job functions with each other. Their 
motivation level depends on the job functions and also on rewards. The 
communication takes place vertically and horizontally and there is some 
coordination also there. This consultative Leadership Style is shown by managers 
who have confidence in their workers and involve them in the process of decision 
making before deciding anything about the different jobs in the organisation. 

• System 4 - Participative: The responsibility for getting to the organisational 
objectives is widespread throughout the organisational pyramid. There is good 
confidence level between the superior and the subordinates. The level of 
communie.1tion and coordination is very good and the subordinates are also 
involved in various decision making activities. 

The leaders in this style of working believed in proper commumcation with the 
group and involvement of the workers in making decisions. They work together as 
a group and achieve to attain the organisations goals. It is the most effective and 
working kind of leadership since it encourages the people to perfonn and give 
their best perfonnance for the organisation. 

The nature of these four management systems has been described by Liker! 
through a profile of organisationa I characteristics. In this profile, the four 
management systems have been compared with one another on the basis of certain 
organisational variables which are: 

•!• Leadership processes 

•!• Motivational forces 

•:• Communication process 

•:• Interaction-influence process 

·=· Decision-making process 

•:• Goal-setting or ordering 

•!• Conbol processes 

On the basis of this profile, Likert administered a questionnaire to several 
employees belonging to different organisations and from different managerial 
positions. His studies confirmed that the departments or units implementing 
management practices within Systems 1 and 2 were the least productive, and the 
departments or units implementing management practices within Systems 3 and 4 
were the most productive. 

Advantages 

With the help of the profile established by Likert, it became possible to measure the 
outcome of the work done in the field of group dynamics. Likert theory also enabled 
the measurement of the "soft" zones of management, such as trust and 
communication. 
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Concf11sio11 

According to Rensis Liken, the nearer the behavioural characterist ics of an 
organisation approach System 4 (Participative); it is more likely th is will lead to long­
tem1 improvement in staff turnover and high productivity, Jow wastage. low outlays 
and high incomes. And the Behavioural Approach regards leadership as behavioural, 
situational or related to the interaction between the leader and the group. According to 
this approach, leadership should be defined as what leaders do rather than ' what 
leaders are·. 

7.4.3 Managerial Grid Theory 

This theory of effective management is also popularly known as the ·'Managerial 
grid." Developed by Blake and Mountain, it focuses on various combinations of 
leadership styles. According to Blake, there are two critical dimensions of effective 
leadership: 

(i) Concern for people 

(ii) Concern for production 

According to him. a manager can rate high on either of the two, or both or any other 
combination of these two dimensions that are independent. He can rate high on one 
dimension and !ow on the second. In fact, any combination is possible. 

The two dimensions of the grid show concern for production, on one side and concern 
for people, on the other side, indicating the extent of concern for production and 
people. With varying permutation and combination of these two dimensions i.e., 
concern for production and concern for people, 8 I styles of leadership are possible. 
However, of these only five styles are emphasized by Blake; the one in the centre of 
the grid and the four in the comers. 

These styles are: 

(i) I, I - Manager 

(ii) 1, 9 - Manager 

(iii) 9, 9 - Manager 

(iv) 9, I - Manager 

(v) 5, 5 - Manager 

• The I, I - The manager here shows very little concern for production as well as 
people. H e puts in minimum effort to get the required work done in a proper way 
and let matters drift. His efforts are merely aimed being in the organisation but he· 
is not bothered about the satisfaction level of the employees and neither the 
production levels of the organisation. 

• The I, 9 - The manager here functions with the th inking that if he takes good care 
of his people they will in tum care for the production of the company. Therefore, 
he keeps the workers happy and gives them harmonious conditions to work and 
they are satisfied in their working conditions. So, he gives his full attention to the 
needs of the employees and keeps them happy by providing an atmosphere that is 
comfortable and friendly with satisfying relationships. He shows little care for 
production of the organisation and is busy satisfying the employees. 

• The 9, 9 - The manager here is the optimal management according to B lake. 
Therefore, the committed workers along with their own goals linked to the 
organisation goa l encourage the work accomplishment. T his kind of model 
emphasises on interdependence of the employee involvement, satisfaction of their 



needs and production. The model funher focuses on de\ eloping of relationships of 
respect and trust. unity among the people and de\·ek, ping of managers as good 
leaders. 

• The 9. 1 - The manager here is production oriented as he shows maximum 
concern for production and minimum concern for the people who will be involved 
with the production. He works as using his full authority and demands efficiency 
in work operations by his powerful leadership, using threats for getting work 
done. 

• The 5, 5 - In this, the manager emphasizes on adequate organisation performance 
by balancing the employee needs as well as production requirements. The 
employees are involved in decision making. They look at work as 'Maximum· is 
not the effort put it, only a satisfactory level is maintained. It provides grounds for 
employee· s satisfaction. JI lacks in its efforts 10 optimize on either of the two 
areas. 
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Figure 7.1: Managerial Grid Theory 

7.4.4 Continuum of Leadership &haviour 

The leadership continuum was originally written in 1958 by Tannenbaum and Schmidt 
and was later updated in the year 1973. Their work recommends a continuum of 
probable leadership behaviour available to a manager and along which several 
leadership styles may be placed. The continuum grants a range of action related to the 
degree of authority used by the manager and to the area of freedom available to 
non-managers in arriving al decisions. A comprehensive range of leadership styles 
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ltave been portrayed on the continuum in the middle of two extremes of autocrntic and 
tree rein (see figure 7.2). The left side displays a style where control "is maintained by 
a manager and the right side displays the release of control. However, neither extreme 
,s absolute (complete) and authority and freedom is never without their limitations. 

The Tannenbaum and Schmidt continuum can be related to McGregor's supposition of 
Theory X and Theory Y. Boss-centred leadership is towards theory X and 
:;ubordinate-centred leadership is towards theory y _ 

Autocrat ic 
(Boss-centered Leaderst,1p) 

Use of authority by m an ager 

Manager rnakes 
decisions and 

,w1ovnces 

M anager presents 
ideas and invites 

suggestions 

Free-rein 
(Subordinate-centered Leadership) 

Area of freedom for subordinates 

Manager presents 
problems, gets 

suggestions and 
makes decisions 

Manager permits· 
subordinates to 

function within limits 
defined by superior 

Manager sells 
decisions 

Manager presents 
tentative decision 
sublect to change 

Manager defines 
limits, asks group 
lo make decision 

Figure 7.2: Continuum Leadership Behaviour 

I\ manager is characterized according to a degree of control that is maintarned by him. 
According to this approach, four key s tyles of leadership have been recognized : 

Tells: The manager recognizes a problem, selects a decision and declares this to 
subordinates. The subordinates are not a party to the decision making process and 
the manager wants them to execute his decisions as soon as possible. 

7._ Sells: The decision is selected by the manager only but he understands that there 
will be some amount of confrontation from those faced with the decision and 
therefore makes efforts to convince them to accept it. 

3. Consults: Though the problem is recognized by the manager, he does not take a 
final decision. The problem 'is presented to the subordinates and lhe way o uts are 
suggested by the subordinates. 

,,,_ Jnins: The manager outlines the limits within which the decision can be taken by 
the subordinates and then makes the ultimate decision along with the subord inates. 

According to Tannenbaum and Schmidt, if one has to choose the leadership sty le 
wh ich is feasible and appropriate, then that will depend upon the subsequent three 
factors: 

I _ Forces in the Manager: T he behaviour of the leader is influenced by his 
personality, background, knowledge and experience. Tbese forces include: 

(a) Value systems 

(b) Confidence in subordinates 



(c) Leadership predispositions 

(d) Feelings of security in an uncertain condition 

2. Forces in the Subordinate: The personality of the subordinates and their 
expectations from the leader influences their behaviour. The factors include : 

(a) Willingness to assume responsibility in decision-making 

(b) Degree of patience for ambiguity 

(c) lnterest in the problem and feelings as to its significance 

(d) Strength of the needs for independence 

(e) Knowledge and experience to tackle the problem 

lf) Understanding and identification with the goals of the organisation 

If these factors are on a positive side, then more freedom can be allowed to the 
subordinate by the leader. 

3. Forces in the Situation: The en\'ironmental and general situations also affect tbe 
leader's behaviour. These include fac tors like: 

(a) Kind of organisation 

(b) Group efficiency 

( c) Nature of the problem 

( d) Time pressure 

When the authors updated their work in I 973, they suggested a new continuum of 
patterns of leadership behaviour. ln this, the total area of freedom shared between 
managers and non-managers is redefined continuously by interactions between them 
and the environmental forces. This pattern was more complicated in comparison to the 
previous one. 

Conclusion 

According to Tannenbaum and Schmidt, successful leaders know which behaviour is 
the most suitable at a particular time. They shape their behaviour after a cautious 
analysis of self, subordinates, organisation and environmental issues. 

7.4.5 Fiedler's Contingency Theory 

Fred E. Fiedler's contingency theory of leadership effectiveness was based on stu<fres 
of a wide range of group effectiveness. He concentrated on the relationship between 
leadership and organisational performance. This is one of the earliest situation­
contingent leadership theories given by Fiedler. According to him, if an organisation 
attempts to achieve group effectiveness through leadership, then there is a need to 
assess the leader. It can be done according to an underlying trait, the situation faced by 
the leader. Thereafter construct a proper match between the two. 

Leader's Trait 

In order to assess the attitudes of the leader, Fiedler developed the 'least preferred 
co-worker' (LPC) scale in which the leaders are asked about the person· with whom 
they least like to work. The scale is a questionnaire consisting of 16 items used to 
reflect a leader's underlying disposition towards others. The items in the LPC scale 
are pleasant/unpleasant, friendly/unfriendly, rejecting/accepting, unenthusiastic/enthu­
siastic, tense/relaxed, cold/warm, helpful/frustrating, cooperative/uncooperative, 
supportive/hostile, quarrelsome/hannonious, efficient/inefficient, gloomy/cheerful, 
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distant-close. boring/interesting. self-assured/hesitant, open/guarded. Each item in the 
scale is given a single ranking of between one and eight points, with eight points 
indicating the most favoura ble ra ting. 

Friendly Unfriendly 

8 7 6 5 4 3 2 

Fiedler states that leaders ,,vith high LPC scores are relationship-oriented and the ones 
with low scores are task-oriented. The high LPC score leaders derived most 
satisfaction from interpcr::;ona l relationships. They therefore evaluate their least 
preferred co-workers in !airly favourable terms. These leaders think about the task 
accomplishment only afte r the relationship need is well satisfied. On the other hand, 
the low LPC score leaders derived satisfaction from performance of the task and 
attainment of objectives. Only after tasks have been accomplished, these leaders work 
on establishing good social and interpersonal relationships. 

Situational Factor 

According to Fiedler, a leader·s behaviour is dependent upon the favourability of the 
leadership situation. Three factors work together to determine how favourable a 
situation is to a leader. The three factors are given below: 

1. Leader-member relations: This is the degree to which the leaders is trusted and 
liked by the group members. Hence there will be willingness of the group 
members to follow the leader's guidance. 

2. Task structure: It is the degree to which the group's task has been defined i.e., 
whether as structured or unstructured. Thereafter the extent to which it can be 
carried out by detailed instructions. 

3. Position power: The total power of the leader is by the virtue of the organisational 
position. The degree to which the leader can exercise authority on group members 
in order to comply with and accept his direction and leadership, makes his 
position. 

With the help of these three variables, eight combinations of group-task situations 
were constructed by Fiedler. These combinations were used to identify the style of the 
leader. 

Leadership Effectiveness 

The effectiveness of a leader's is determined by the interaction of the leader' s style of 
behaviour and the favourable situational characteristics. The most favourable situation 
is when leader-member relat ions are good. The task is highly structured, and the 
leader has a strong power position. 

Research on the cont ingency model has shown that task-oriented leaders are more 
effective in highly favourable (1, 2, 3) and highly unfavourable situation (7 , 8), 
whereas relationship-oriented leaders are more effective in situations of intermediate 
favourableness ( 4, 5, 6). 

Fiedler also suggested that leaders may act differently in different situations. 
Relationship-oriented leaders generally display task-oriented behaviours under highly 
favourable situations and display relationship-oriented behaviours under unfavourable 
intennediate favourable situations. Similarly, task-oriented leaders frequent ly display 
task-oriented in unfavourable or intermediate favourable situations but display 
relationship-oriented behaviours in favourable situations. 
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7.5 STYLES or LEADERSHIP 

Authoritarian, Uemo.cratic and Laisse;:-faire leadership are sp,ne important leadership 
style. 

7.5.1 Authoritari!m/Au.tocratic Leadership 

Jn the authoritarian cype of leading, it is the leader who is involved i,t making 1he 
poljcies and plans for tlie organisation. He has the power of dominating over the 
,vorkers and orders them which have to be accepted by them. He has the total 
aut11ority and the decision makit,g powers for the conipeny. ·11e does not consult the 
employees ~ fore giving ihr.: tasks and duties. The leader b~s !he complete 
respon.~ibili\Y for his decisions. 

The functioning of autocratic leadership is not correct b~canse it is based on fears and 
punishment for tl1e people. The subordina1C$ are Ve(y ul)bappy and they act as he 
directs and leads them. He believes that he is tile .sole authority ai)(l only he has the 
power of de,.;iJing. He does not. ,:src: for the pe,ople:'s, views .Iior lets them lnfl ueuce his 
decision. Hi.s st.yle of leading. is depende11t on close SIIJ)et'Vising and directing of the 
employees. But it also has fast decision; and prompls. There can also be -~ case of too 
much power would lead to strikes and 11isagreemems in the .y.sle!TI. This likely l<> 
frnsti-ate tile people Md lead to lt>w prorluctivity in the system. 

This style ofleadership is less li kely tt> be effective be<:ause: 

• The new generation ts more sell~confident and do not like to be dominate<] by the 
other~. 

• The people ku,k for working and s~Hsfying their awn egos from thei, wotk . 

• The ne,,d for growing big has changed the people's behaviour. 
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Classijicatio11 of A wocratic Leadership 

• Stem and Rigid Autocrats: They are \·ery rigid in their work and have a negative 
influence. He uses the system of force of fear and punishment in working with the 
people and moving them towards the objectives. The employees become very 
frustrated and unhappy in this situation. 

• Kind Autocrat: They function mainly on being kind and have a positive influence. 
He uses the reward and incentives to empower the people 10 work and move 
towards the organisational goals. This ways he gets the workers 10 \\·ork for him. 

• Smart A11tocrat: They make the workers feel that they are contributing in 
decision-making. but it is their own decisions. McGregor labe ls this style as 
Theory X. 

Characteristics of Autocratic Leadership 

The following are the characteristics of the autocratic leadership style: 

• Central Level of Authority: In this style of working, the manager is the central 
authority and he is not willing to share his authority and responsibility with the 
employees. Therefore it is a centralized way of working. 

• Individual Decisions: In this style of leadership, it is the manager who takes all 
the decisions for the enterprise. He does not need anyone else to help him. 

• Incorrect Vision for the Employees: The manager thin.ks that unless he uses the 
stick the people wi ll not work. They need a tough control and do not need care 
and love. They take the help of the centralized style of leading. 

• Limited Communication: In this style of working, the ideas of the workers are of 
no use. Therefore, there is downw_ards level of communicating which means that 
the managers only tell and is not interested in hearing them. 

Advantages of Autocratic Leadership 

Autocratic leadership sty le has the following advantages: 

• Fast and Immediate Decisions: The decisions are quick and fast. This is because 
all the decisions are taken by the manager due to centralized authority, and there is 
no delay in actions. 

• Accepted Work: Under this situation, the work of the people is well accepted 
since it is done under strict control. 

• Important for Uneducated Employees: This style of working is possible with less 
educated people. They are uneducated and have no capability of taking decisions. 

Disadvantages of Autocratic Leadership 

This style bas the following disadvantages: 

• Lack of Inspiration: In this style of working, the manager are motivated but the 
employees are de-motivated. This is because of working in an atmosphere of fear 
and punishment brings- down their morale. 

• Dissatisfied Employees: In this style of working, the employees are not involved 
in making decisions. They are made to work like puppets and are very dissatisfied 
in the working atmosphere. The employees do not like this kind of leadership and 
oppose it. 

• Possibility of Being Biased: In this style of working, the manager is biased with 
some employees since the authority is centralized with single person. He tries to 



help his fa\ourire employees and gJ\eS them less difficult work to do. Such a 
feeling of partiality brings in a feeling of billerness and unhappiness among the 
employees. 

7.5.2 Democratic Leadership 

ln this style of working. the leader guides and inspires al l the workers to take 
responsibilities. He has a very open way of functioning by involving and guiding them 
in attaining the goals. The different decision and guidelines are together decided by 
the whole group along with their leader. The group decides on the various method c1nd 
techniques and actions to be taken. 

The democratic leader plays an important role in encouraging and strengthening the 
inter relationships among the employees. The people are happy working under him 
and there are no intra-group problems and te nsions. But again this kind of leadership 
is not correct for the organisation. He only coordinates some functions and works to 
make sure that the organisation functions efficiently. The workers are not dependent 
on him and so the organisation can work without him too. 

The democratic leadership has decentralized authority. It has active participation of 
the workers in making the plans and policies. He leads the subordinates largely 
through persuading them to work and has no place for fear and force. McGregor label s 
this style as Theory Y. 

Characteristics of Democratic Leadership 

The following are the characteristics of democratic leadership style: 

• Interactive Relations: The style of functioning has total cooperation among the 
managers and the employees. The involvement of the employees in the 
management decisions gives the feeling of confidence and they are ready to 
co-operate in every way. 

• Trust in the Employees: The managers have the belief that employees like to 
work. They trust them to put in their good work with interest. This belief and trust 
in the people enhances their morale. 

• Two Way Communication: This style of working has a two way communication. 
The communication is open between the employees and the manager. The 
manager is happy communicating with the people. 

Advantages of Democratic Leadership 

Democratic leadership style has the following advantages: 

• Good Morale: Under this style of working, the morale of the people is high and 
they like to work in this environment. 

• Increases Productivity: In this style of working, the employees take part in 
decision making. They are happy in this atmosphere and they work weli and this 
increases the productivity of the organisation. 

• Availability of Time: Under this kind of func tioning, the manager has a lot of time 
on hand. Since their work load has become less and they can use their time in 
constructive ways of making the expansion and growth of the enterprise is 
possible. 
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Disadvantages of Democratic Leadership 

Tbe following are the disadvantages of the democratic leadership style: 

• Requirement of Tecltnical People: T he important part in this leadership style is 
that the employees help in taking decisions. Therefore it is important for them to 
be technically qualified to take good and proper decisions. 

• Time Taking Deci.\·ious: Since the decision making process involves the 
employees it takes time for uttions to take place. Since it becomes a lengthy 
process. 

• Un-responsible Managers: Sometimes the managers avoid responsibility since 
the decisions were taken by the employees. So they feel that the employees should 
be answerable for their decisions. 

7.5.3 Laissez-faire Leadership 

'Laissez-faire· factually means, "'Let (people) do or make (what they select) o r no 
leadership". In this type ofleadersh ip style, the leader is in name only. He keeps busy 
with office work and is not connected with the day to day working of the system and 
he stays from his employees. He is not part of any decision making or making the 
plans for the system. The workers a re free to work and take their own decisions. T he 
organisations working with tbis kind of system are normally very unstable and bave 
hardly any productivity. 

This style of working has the leaders give up on authority and have no responsibility. 
The laissez-faire or non-interfering type of leader has no effort in managing the 
system since the responsibility for decision-making is with the employees. He is not 
involved in providing any guidance to the group. The group is working by their own 
decision making and forming their own goals. 

The leader here is of the fee ling that when an individual is left on his own he learns to 
survive and can handle the situation well and the goals can be attained this way for the 
organisation. He plays no role in tl-ie working of the system. 

Characteristics of Laissez-faire Leader.,;hip 

The fo llowing are the characteristics of the free-rein leadership style: 

• Trust in the employees: The important feature in this is the trust in employees, 
they are considered right enough for taking decisions for the organisations. The 
managers are of the thinking that the employees are smart and dynamic and 
responsible and they have fuJI trust in them. 

• Employees are the Decision-makers: In this style of working, the decisions for 
managing are taken by the employees instead of the managers. The managers can 
be consulted when required. 

• Un-centralized power: In this style of working, the power is with the employees 
who make the decisions. The managers give this power to the employees and they 
also set the goals for the company. The managers are involved onty in the 
coordination and on general control of the system. 

• Controlled by the employees: Once the objectives are made and the plans are set 
therr the system is run by the employees. The manager is only concerned with 
problems of conflicts or hosti le situations. The total supervision and control is 
taken care by the workers. 



Adl'(mtages of laissez-faire Leadership 

Free-rein leadership sryle has the following ad,·antages: 

• Confident Employees: Since the employees are in control of the system they have 
the confidence and are capable of taking decisions. It creates self-confidence in 
the workers. They perform better in their work. 

• Well Motivated: In this style of working, the manager gives the employees all the 
power by showing total confidence in them. They are seen as important part of the 
organisation. Due to this feeling they are well mot ivated. 

• Gro)l)t/r of tire Organisation: The manager has a lot of time on hand 10 think of 
increasing the productiviry of the enterprise. T hey spend all their energies for 
I ook ing al different avenues. 

Disadmntages of Laissez-faire Leadership 

This leadership sryle has the following disadvantages: 

• Not Sy11chronized: There is no proper supervision and control by the managers. 
The system is moving on its· own with the employees. Sometimes it is difficult 
because the employees may have conflicting views and this becomes a problem. 
The manager has no coordination and synchronization among such employees. 

• 1Wanager is Not Important: In this function ing of leadership, the post of a 
manager is not important because he does not make any plans, or take any 
decision or working of the system. 

• Applicable only for the qualified employees: This style is applicable only for the 
educated employees. So that the work can be given to them with confidence. This 
style of leaqership is not right for the uneducated employees. 

7 .5.4 Paternalistic Leadership 

In the paternalistic type of managing, the leader is seen as the fatherly or paternal 
figure. The relationship between the leader and the group is the same as the 
relationship between the head of the family and the members of the family. The leader 
takes care of the employees and he directs and defends his employees like his family 
members. 

He takes care of lhem and gives them decent working enviro_nment and aids as the 
family head. Therefore it is expected tha t the workers will work harder out of 
gratitude. This style of leadership prevails in the small finns of India. However, this 
kind of paternalistic approach does not work with the mature adult employees who 
don ' t like a 'godfather' taking care of them. Jnstead of the feeling of gratitude, it 
might create resentment and wrong feelings in the subordinates. 

7 .6 TYPES OF LEADERS 

The various types of leadership are discussed belQw· 

7 .6.1 Transactional Leadership 

The transactional style of leadership was first defined by Max Weber in I 947 and then 
by Bernard Bass in 19&1. This style is most often used by the managers. This 
discusses about the core management process o f monitoring, organizing and 
short-term planning. 

Transactional leadership style worked on motivating and guiding the people mainly 
for taking care of their own self-interest. The leader inspired the people through 
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\ arious systems of re\\·ards and punishment lf the employee worked well, he was 
re\\ arded. If he did not go as per the desires of the leader, he was punished. Here. the 
exchange between leader and employees are like a routine system. The power of these 
transactional leaders came in due to their offic ial authority and responsibility in the 
organisation. The important thing was to obey the leader and move according to his 
directions. The style can also be very dominatin g and more like the ' telling style'. 

The employees cannot have job satisfaction under transactiona l leadership. The leader 
could give rewards to the employees and force them to work towards even higher 
srnndards or greater yield. He could also use other means of "managemenl by 
exception", where instead of giving rewards to the people he would further take 
actions if the required standards were not met by them. Transactional leadership is not 
the correct way of leading it merely is a method of managing. It's main emphasis is on 
short-tenn tasks. 

The assumpt ions of transactional theory are: 

• The workers are encouraged by ways of rewarding and punishing. 

• The employees have to fo llow the orders of the leader. 

• The employees are de-motivated. They have to be directed and supervised for 
gett ing work done. 

7.6.2 Transformational Leadership 

The tra nsformational leadership s tyle is the most prevailing kind of leadership. A 
person with this leadership style is a true leader who motivates his group with a proper 
shared vision for the future to come. The transformational leaders are very concerned 
for their employees and they spend their time communicating with them. They believe 
in giving duties to the people and direct them. 

7 .6.3 Autocratic Leadership 

The autocratic leadership is an extreme form of transactional leadership, where a ' 
leader dominates and exercises high leve ls of authority over the workers and group 
members. People working with them have no role in giving suggestions within the 
team and for the organisation's interest. 

The people are very unhappy with this kind of leadership. They do not like being 
treated like this. This results in people leaving and high levels of staff turnover. The 
company is unable to benefit from the creativity and the experience of the workers and 
group members. These may work for a while but it is not the best kind of leadership 
for any organisation. 

7 .6.4 Bureaucratic Leadership 

Bureaucratic leaders are more the kinds to follow by the book. They have the 
employees follow them according to the book. This is more applicable in technica l 
areas where one is working with machines and it involves safety measures and serious 
safety risk. They could also be connected to serious toxic subsrances or working at 
heights or where huge sums of monies are involved such as cash-handling. They are 
very rigid in their ways and do no.t like making changes. It can have a bad effect on 
the organisation where they do not involve the employees in any plans. They also may 
not be quick to react to changes in the external environment. 



7.6.S C harismatic Leadership 

A charismatic leadership style is very similar to a transfonnational leadership style. In 
that the leader brings in an appeal in terms of bis cha risma into his team. It is his 
perso na lity which is very enthusiastic and drives the others forward. 

However, a charismatic leader can be very selfish in his working as he believes more 
in himself than rather than in the team. If the leader was to leave then the entire 
project or the whole organisation might breakdown. The leader is the one who pushes 
the employees 10 accomplish their goals. The charismatic leadership carries great 
responsibility. and the employees look for long-standing commitment from the leader. 

7.6.6 Democratic Leadership or Participative Leadership 

[n this style of working, the democratic leader makes the ultimate decision but he 
requests the other employees also to contribute to the decision-making process. It 
involves a level of job satisfaction by involving the employees. Simultaneously, it also 
works at developing their skills. Employees and team members feel happy about 
working and work hard with more than just a monetary reward. 

This is a s low process of leadership as the employee's participation and taking 
decisions ta kes time than an autocratic approach. rt works better where the team 
working is more important and quality matters more than speed. 

7.6.7 Intellectual Leaders 

Intellectua l leaders are those who win the assurance of their followers by their 
superior intellect or knowledge. In the entire large organisat ion, there are experts 
whose knowledge is sought on matters in which they are experts. They may be the 
purchase professionals, a production expert, a job analyst or an advertising specialist. 
Regardless of the function, he is able to get outcomes through o thers because of his 
superior knowledge. 

7.6.8 Persuasive Leaders 

The persuasive leaders have a magnetic character that makes them influence his 
employees to follow him and do things. He is the enthusiastic kind who would just say 
"Let's go, guys" and the entire group will follow him since they Jove and respect him 
and have confidence in him. 

7.6.9 Creative Leaders 

The creative leader uses creative ways to be leading the people. The way of 'circular 
response' so ably designated by Follett to inspire ideas to flow from the group to him 
as well as from him to group. He knows how to pull out the best from the employees 
without showing any personal influence on the people. The creative leader works with 
a united group who voluntarily work and are ready to adhere w ith his working. He 
works at creative ways for reaching the goals of the enterpri se. 

7.6.1 Q Jns.titutional Leaders 

An Institutional leader is important because of the prestige attached to hjs office. This 
position helps him to influence his followers. They fo llow him more because they are 
asked to do so and sometimes due to the respect of h is position. Sometimes he is 
followed because the employees are dependent on the leader for help in their work. 
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7.6.1 J Formal Leaders 

A fonnal leader is one \v ho is se lected by the management 10 be there. He has the 
organisational authority to direct and control the actions of the workers. He has the 
power to give guidelines and instructions to the workers because or his position in the 
organisation. The ex.amples of this kind of leadership are CEO or a company or an 
instructor of a school or he could be the head of a department. 11 is his function to 
utilize the resources and work out the methods and inspire tile p-:ople of the team to 
work and perform their duties to the best of their capabilities. 

7.6.12 Informal Leaders 

An informal leader is the one who is selected by the employees and is not selected by 
the top management. as in case of a formal leader. The employees look to him for 
motivation and encouragement. He shares their vision and gou ls and has the 
experience of handling situations. The CEO may be the head of a company but the 
employees like to fo llow the leader chosen by them because he identifies with them. 
Even though these leaders are not in a formal position of leadership, they are still 
accepted as a leader by the employees. 

7.7 MANAGEMENT SYSTEMS AND LEADERSHJP 

Renesis Likert 's research findings confinn the superiority of democratic or 
participative style of leadership over other styles. He found the principle of supportive 
relationships to be most effective for improving productivity and workers' 
satisfaction. According to him, the leadership process of the organisation must be such 
as to ensure a maximum probability that in all interactions and in all relationships 
within the organisation, each member in the light of his background, va lues, desires 
and expectations, will view the experience as supportive and one which builds and 
maintains his source of personal worth and importance. 

A leader with participative approach is able to create confidence and trust among his 
subordinates who feel free to discuss important things about their jobs with him.~He 
invites their opinion and suggestions on the problems and makes constructive use of 
them. In contrast to this, a leader with authoritative style has no trust and confidence 
in subordinates who are afraid of discussing things with him or giving their opinion 
and ideas to solve the problems. While authoritative style may bring quick results at 
times, its gains are short-lived. 

Participative approach generates constructive cooperation whic h is vital for the 
long-tern, success and growth of any organisation. 

E.'Camp/e: Azim Premji Management System and Leadership 

Wipro was init iated as a small hydrogenated fat for cooking, manufacturing company 
along with a few consumer items. Presently, Wipro is a leader in J ndia among IT 
companies and also has a global presence as a world class company in IT businesses. 
All these responsibi lities were handled by a single man, Azim Premj i, who changed 
the scenario of the company from soap m..:1:ufac::,rc, ic softw:ire deve loper. 

The only secret mantra, propagated by Premji is that of striving towards excellence 
continuously and he has always practiced this as his personal be) ief. Designated with 
plenty of awards, of which one is Padma Bhushan, he has had heaps of praises by 
various entrepreneurs across the world as well as in India. 



7.7.f Ma11agen1e11t Sy$terns of Orgapis:ition 

ln Tahle 7.J. 1h<'. Jead,ir~hip process under dffft,:rcn1 Systems ut' organismion ,s 
described . 

• Th• ~yste.m rders to rhe exploi1a•tive-m,1horita1Jve nrnnage,ne,n in which 'leader• 
l()llows dictmotial applnach . .fk 111akes all decisions l!imsclf w11hou1 consulting 
·1be suborriinates and , s lea~t c.oncemeri with their v1ews and ideas a bout the job 
and th~ probkFt, 

• Jn sysrem 2, 1l1e lenccr ,, i)enel'oletlt•aumcratic. On, atl occasio!ls. he may liste,110 
hJs people am: n,wan, them for good job. but by and l~ri;:e he he'lravcs like a 
dic1a1or. 

• 'Jbc syst<:Jn 3 refers. w the consullat.iv<; !llanagemenl. The leader imiles 
suggest,o~s a!ld ideas. shows his willingness 10 listen to his subordinates and may 
consid,;~ their views. He may. however, like to keep control on decisi•,ms. 

• ln -$ystem 4, the 1eade, ,nanages with full consent and cooperatioJ1. He, respects the 
group dee isions anti -:n_ioys f,ill confidence and trust of hi~ !)()OJ)le who foe! 
res1l0nsible for organisa1jon's goals and bel1ave in ways 10 implemeJll them. There 
is extensive and frit:1Jdly inteJ11ction among the gmur> mc111bers and decisi(ln 
making is wi<lely eone throughout the organis,Hion. 
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7.7,2 C'harismatk Leader 

A person who has 'Charisma· - that pei)ple a,e atlracted I!; 'him is a chacismatir. 
Jcatler. Su~h u person i, perilaps born ,grelift There is tomethi,;g '"11111g.i¢-lik¢' ui him 
that people a,e inilurnced l>Y him. 
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There are some managers \\ho cannot be fitted to any of the styles of leadership 
ment ioned above. but they are very effic ient and effective. It is very difficu lt to 
analyse the reason for their being so. There are some latent ciualities in them, 1101 so 
much visible, as a result of which employees cooperate willingly with them 
ungrudgingly. 

Example: J.F. Kennedy, F.D. Roosevelt. General George Patton; and in fndia 
Mahatma Gandhi, Jawaharlal Nehru. etc. 

In any case, such managers acquire experience over a period of time, cul1ivate certain 
habits and adopt certain attitudes v.'hich help them in getting co-operation f'rom their 
subordinates. 

7.7.3 Reddin's Three-Dimensional Model 

Reddin is the first person to introduce effectiveness dimension which has a 
pragmatically amorphous meaning so far. In his model, Reddin uses three dimensions of 
task-orientation, relationship-orientat ion, and effectiveness. He contends that the 
manager who exhibits the leadership style in congruity with the situation is called 
effective leader (otherwise ineffective). 

William J. Reddin may be called the apostolic father of the three dimensional theory 
of leadership. 

Taking the Blake and Mouton's managerial grid as a useful platform, Reddin went 
beyond this by adding effectiveness dimension. He suggests that all the four styles of 
leadership in the grid are effective or ineffective depending on the situation. The four 
styles on the upper right are effective as they achieve the output requirements of the 
manager' job and four styles on the left of the diagram are ineffective (Figure 7.4 ). 

These eight styles show different degrees of effectiveness of the basic styles. 

Ineffective Styles Basic Styles Effective Styles 

Missionary Relegated Developer 

Deserter ~ Separated . Bureaucrat 

Autocrat ~ Dedicated . Benevolent ~ 

Compromiser Integrated . Executive 

Figure 7.4: Effective and Ineffective Leadership Styles 

Effective Styles 

• Executive: He attaches maximum importance for work and people. Manager 
using this style is a good motivator, utilises team effectively, sets high standards, 
and is highly successful in accomplishing goa ls. 

• Developer: He gives maximum importance for people and minimum concern for 
work. He trusts people and is mainly concerned with developing them as 
individuals. 

• Benevolent autocrat: He allocates more time for work and has less concern for 
people. He knows what is to be done and how is to be dor.e without caus ing 
resentment. 

• Bureaucrat: Here the manager shows minimum concern for both, people and 
work. He wants to control the situation by the rules and is often disliked by 
subordinates. 



Ineffective Sl)us 

• Compro•iser: He recognises the importance of both people and work and thus 
has a grea1 deal of concern for both. even in situations that require emphasis on 
any one of these. He is a poor decis ion maker because of the pressures that are 
pounced on him. 

• Missiona1f: He is relationship-oriented where the situation demands otherwise. 
He is basically a do-gooder. 

• Amocrat: Here the manager is task-oriented where the situation wa rrants 
otherwise and his style is inappropriate. Manager is unpleasant and has no 
confidence in others. He is interested only in the immediate job. 

• Deserter: Here the manager is neither task-oriented nor relationship-oriented. 
Manager is passive and largely escapist. 

Reddin maintains that no style is good or bad in itself. It depends on the situation as to 
which style is best or appropriate. If the basic style is used appropriately it becomes 
effective, olherwise ineffective. 

Reddin's model is appreciated on two accounts: 

I. For introducing the effectiveness dimension to the earlier concepts of Blake and 
Mouton's task-orientation and relationship-orientation. 

2 . For integrating the behaviour of the leader with the situation. 

Reddin has just tried to provide a variety of styles that may be effective or ineffective 
depending oil the situation. His 3-D approach incorporates all the three theoretical 
bases - leader, group and situation - and stresses that the manager should have an 
adaptive style lhat leads to effectiveness. Reddi_n's model helps in identifying a 
particular style a manager is using, but could not explain how a manager can improve 
his style. 

Check Your Progress 

Fill in the blanks: 

I. more importantly, is a continuous process of influencing 
behaviour. 

2. The _____ theory gives different constructive knowledge 
regarding being a good leader. 

3. The _ _ ___ _ leader p lays an important role in encouraging and 
strengthening the inter relationships among the employees. 

4. ____ leaders are those who win the assurance of their followers by 
their superior intellect or knowledge. 

7 .8 LET US SUM UP 

The concept of leading goes in a set direction and ensures that those directions are 
followed ~y the others. Leading can be applied to leading oneself, or leading group of 
people 1n a D:iety or an organisation. The basic concept of the kind of leading 
depends on the situation. It can also depend on the kind of people and what is required 
from them. A leader is able to influence others with their ways of leading. They also 
have power that allows them to reward and punish the people. They could be either 
selected or they come up on the bas is of their personalities. They are able to influence 
others and impire them with their position. Leaders can even influence others to 
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perfonn c,·en beyond the actions planned by the organi::,;a tioll. Leadership is a vital 
role in any 0rganisation. It involves defining the direc1ion of a team and commu­
nicating it 10 people, motivating, inspiring and empowering them 10 contribute to 
achieving organisational success. Leadership requires being strategically focused and 
applying behavioural 1echniques to build cornmitmenl and a11ain the best work from 
your people. The ingredients of effective leadership a rc complex and are widely 
agreed to depend on the specific leadership situation, considering the difficulty of 
tasks. the degree of a leader's authority and the maturity and capabilities of 
subordinates. 

Leadership skills often take time to learn, because they arc: multi-faceted, behavioural 
and context dependent. Becoming an effective leader is cha llenging too many new 
managers. but offers the rewards of successfully orientat ing peoples work to be most 
effecti,;e and achieving excellence in team performance. An understanding of the 
principles of strategic thinking, direction setting, communications and mo1ivati0n 
provides a springboard for developing skills and an effective management style to suit 
your personality and leadership situations. 

7.9 LESSON END ACTIVITY 

Identify the developmenlal experiences you have had that rnay have strengthened your 
ability to lead. What did those experiences taught you? Also, identify some 
.;",..:;vpui.,;wa; ..:,.;µ ... riem:,;-5 yvu need to acquire and how you wil l seek them. 

7.10 KEYWORDS 

Authoritarian Leadership: A leadership style in which the leader dictates policies and 
procedures, decides what goals are to be achieved, and directs and controls all 
activities without any meaningful participation by the subordina tes. 

Charisma: A form of interpersonal attraction that inspires support and acceptance. 

Charismatic Leader: The guidance provided to an organisation by ~e or more 
individuals seen as heroic or inspiring and who have therefo re been granted the 
organisational power to make dramatic changes and extract extraordinary performance 
levels from its staff. 

Communication: Communication is the act of transferring informal ion through verbal 
messages, ~he written word, or more subtle, non-verbal signa Is. 

Leadership Style: It refers to the consistent behaviour patterns of a person as 
perceived by those around him. 

Leadership: The ability to influence people towards the accomplishment of organi­
sational goals. 

LPC Scale: Least Preferred Co-worker scale is a measure of a person' s leadership 
style based on a description of the person with whom respondents have been able to 
work least well. 

Managerial Grid: A graphical plot of a leader's assessment of the importance of a task 
versus the importance of employees, which can be used to determine leadership style. 

7.11 QUESTIONS FOR DISCUSSION 

I. What is leadership? What is the importance of leadership? Also, explain how 
leadership is rela1ed to the communication? 

2. "Leadership is a function of the leader - , lhe followers 
variables (s)". Comment. 

and other situational 



3. Discuss the leadership and communication model. Clc1ssify business leaders and 
poin t out some important quatities that make fo r successful leadership. 

4. What role does a leader play to build up the morale of his employees? Discuss the 
relationship between motivation, morale and leadership. 

5. Explain the concept of 'Managerial Grid.' Do you think that the most desirable 
leader behaviour (9, 9) is effective in all circumstances? 

6. How far is it correct to assume that the leadership is concerned with the 
development of zeal and confidence in subordinatcs0 What can the management 
do in this direction'? 

7. Identity the major styles of leadership and mark the fea tures of each style. Will 
you favour any one style of leadership as the best for all situations? 

8. Explain the Hersey and Blanchard·s situational leadership model. 

9. "A dedicated leader is less effective when he works like an autocrat; he is more 
effective when he behaves like a benevolent autocrat"·. Elucidate. 

10. Explain all theprinciplesofJeadership. 

Check Your Progress: Model Answer 

I. Leadership 

2. Trait 

3. Democratic 

4. Intellectual 
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8.0 AIMS AND OBJECTIVES 
After studying this lesson, you should be able to: 

• Describe the meaning of direction/leading 

• Discuss the importance of leading/direction 

• Explain the principles of direction 

• Describe the techniques of direction 

• Discuss the elements of direction 



• Explain the concept o f control. i rs characteristics and importance 

• Describe the process of controlling 

• Identify the various types of controls 

• Describe management control system and its techniques 

8.1 INTRODUCTION 

Direction is the managerial function of guiding. motivating. leading and supervis ing 
the subordinates to accomplish desired objectives. Acquiring physical and human 
assets and suitably placing them wil l not suffice: what is more important is that people 
must be directed towards organisational goals. Without proper direction and super­
vision, employees become inactive. dull and inefficient and consequently the physical 
assets li.ke machinery and p lant will be put to ineffective use. 

The next and most important aspect of management is control. It refers to the process 
of comparing actual performance with established standards for the purpose of taking 
action to correct deviations. Planning, organising, coordinating, staffing and di recting 
are only preparatory steps for getting the work done; it is only through the process of 
control that management is able to maintain the "equilibrium between ends and 
means, output and effort." A properly designed system of control alerts managers of 
the existence of potential problems and allows them to take corrective ac tions when 
necessary. Control is not just score-keeping; it is not just plotting the course and 
getting locations reports. Jt is rather, steering the ship. 

8.2 MEANING OF DIRECTION 

Directing function is said to be the heart of management process and therefore, is the 
central point around which accomplishment of goals take place. 

A few philosophers call Direction as " Life spark of an enterprise". It is also called as 
on actuating function of management because it is through direction that the operation 
of an enterprise actually starts. 

Directing is said to be a process in which the managers instruct, guide and oversee the 
performance of the workers to achieve predetennined goals. Planning, organising, 
staffing has no importance if direction function does not take place. 

Directing initiates action and it is from here, actual work starts. Direction is said to be 
consisting of human factors. In simple words, it can be described as providing 
guidance to workers in doing work. In the field of management, direction is said to be 
all those activities which are designed to encourage the subordinates to work 
effectively and efficiently. According to Human, "Directing consists of process or 
technique by which instruction can be issued and operations can be carried out as 
originally planned". Therefore, Directing is the function of guiding, inspiring, 
overseeing and instructing people towards accomplishment of organisationa l goals. 

According to G.R. Terry, "Directing means moving to action and supplying simt1-
lative power to a group of persons". Thus, the plan is put into operation through the 
organisation by the process of direction. Another term used to describe this function is 
"Activating". In the words of G. R. Terry, "Activating means moving into action -
supplying simulative power to the group". 

According to Dale, "Directio n is telling people what to do and seeing that they do it to 
the best of their ability. It is through leading that managers get the work done through 
people. 
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• Jssuing orders and instructions by a superior to hi s subordinates. 

• Guiding, advising and helping subordinates in the proper methods of work. 

• Motivating them to achieve goals by provid ing incentives, good working 
environment, etc. 

• Supervising subordinates to ensure compliance with plans. 

To carry out physically the activities resulting fro m the planning and organising steps, 
it is necessary for the manager to take measures that wiJJ s tart and continue action as 
long as they are needed in order to accomplish the task by the members of the group. 
The process of leading or activating involves: 

• Providing effective leadership 

• Integrating people and tasks and convincing. them to assist in the achievement of 
the overal l objectives 

• Effecti \·e communication 

• Prov iding climate for 'subordinate' developme nt 

8.2.1 Nature of Direction 

Direction is one of the most important functions of management. A good plan may 
have been checked out, sound organisation may have been evolved and a sound team 
of workers may be employed, but all these will not produce any result until there is 
proper direction of the people in the use of various resources. Direction helps in 
achieving coordination among various operations of the enterprise. It is only after the 
performance of direction function that the purpose of p lanning, organising and staffing 
is achieved. 

Leading is the process around which all performance revolves. It is the essence of 
operation and coordination is a necessary by-product of good mfnagerial leading. 

8.2.2 Pervasiveness of Direction 

Direction is a pervasive function of management. It exists at every level, location and 
operation throughout an enterprise. Some people think that only the managers at the 
lower level, who deal directly with the workers, perform the direction function. This 
point of view is not correct. Direction function must be performed by every manager 
at different levels of the enterprise. 

Example: Chief executive of a company interprets the objectives and policies of the 
company and delegate's authority to the departmental managers, the direction function 
is part and parcel of these activities. Every manager, regardless of the number of 
subordinates, performs this function because he is busy in giv ing instructions to the 
subordinates, guiding them and motivating them for the ach ievement of certain goals. 

8.2.3 Continuing Function 

Like any other function of management, leading is a continuing activity. A manager 
never ceases to direct, guides and supervises his subordinates. A manager who issues 
orders and instructions and thinks his job is complete is committing a very serious 
error. He must continuously supervise the execution of his orders or instructions by 
the subordinates. He should also provide them effective leadership and motivation. 
Thus, he will have to continue to devote considerable time on the direction function. 



8.3 L\1PORT ANCE OF DIRECTIO~ 

The importance of leading or direction in an organisation can be viewed by the fact 
that every action is initiated through direction. It is the human e lement which handles 
the other resources of the organisation. Each individual in the organisation is related 
with others and his functioning affects others and, in tllrn, is affected by others. This 
makes the functioning of direction all the more important. 

Being the central character of enterprise, it provides many benefits to a concern which 
are as fol lows: 

• Direction /ntegmtes Employees' Efforts: The individual efforts need to be 
integrated so that the organisation achieves its objectives. No organisational 
objective can be achieved without the function of direction. Through direction, the 
superiors are able to guide, inspire and instruct the subordinates to work. For this, 
efforts of e,,ery individual towards accomplishment of goals are required. It is 
through direction the efforts of every department can be related and integrated 
wi th others. This can be done through persuas ive leadership and effective 
communication. Integration of efforts brings effectiveness and stability in a 
concern. 

• Direction Initiates Action: It is through direction that the management makes 
individuals function in a particular way to get organisational objectives. 
Directions are the funct ion which is the starting point of the v.-v,;._ y_,,,"v,,11ance of 
subordinates. It is from this function the action takes place; subordinates 
understand their jobs and do according to the instructions laid. Whatever are plans 
la id, can be implemented only once the actua l work starts. Jt is there that direction 
becomes beneficial. 

• Direction Gets Outplll from Individuals: Every individual in the organisation has 
some potentials and capabilities which can be properly utilised through the 
function of direction. 

• Direction Facilitates Changes: To manage change, management must motivate 
individuals to accept these changes which can be accomplished through 
motivation. It is a human behaviour that human beings show resistance to change. 
Adaptability with changing environment helps in sustaining planned growth and 
becoming a market leader. It is leading function which is of use to meet with 
changes in environment, both interna l as external. Effective communication helps 
in coping up with the changes. It is the role of manager here to communicate the 
nature aod contents of changes very c learly to the subordinates. This helps in 
clarifications, easy adaptions and smooth running of an enterprise. 

Example: If a concern shifts from handlooms to power looms, an important 
change in technique of production takes place. The resulting factors are less of 
manpower and more of machinery. This can be resisted by the subordinates. The 
m anager here can explain that the change was in the benefit of the subordinates. 
Through more mechanisation, production increases and thereby the profits. 
Indirectly, the subordinates are benefited o ut of that in form of higher 
remuneration. 

• Means of Motivation: Direction function helps in achievement of goals. A 
manager makes use of the element of motivation here to improve the 
performances of subordinates. This can be done by providing incentives or 
compensation, whether monetary or non-monetary, which serves as a "Morale 
booster" to the subordinates. Motivation is a !so helpful for the subordinates to 
give the best of their abili ties which ultimately helps in growth. 
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• It Prm-ides Stability: Swbility and balance becomes very important for long-term 
sur,ival in the market. This can be brought upon by the managers with the help of 
four tools or elements of direction function - judicious blend of persuasive 
leadership, effective communication, strict supervision and effic ient motivation. 
Stability is very important si nce that is an index of growth of an enterprise. 
Therefore a manager can use a ll the four traits in him so that perfo rmance 
standards can be maintained. 

• Efficient Utilisation of Resources: Direction helps in clarifying the role of every 
subordinate towards his work. The resources can be utilised properly only when 
less of wastages, duplica tion of effo11s, overlapping of perfonnanccs, etc. , don ' t 
take place. Through direction, the role of subordinates become cJear as manager 
makes use of his superv isory, the guidance, the instructions and motivation skill to 
inspire the subordinates. This helps in maximum possible utilisation of resources 
of men, machine, materials and money which helps in reducing costs and 
increasing profits. 

Example: An office manager has to supervise rhe activities of his subordinates, 
i.e., typists, office assistants, dispatchers, accounts clerks, etc. He has to issue 
instructions to them and describe and illustrate the work and re lated activities. He 
has to tell them what to do, and how to do it. The office manager can plan, 
organise and appoint people, but he cannot get things done, unless he assigns 
specific duties to his subordina tes and motivates them to perform well. A!l these 
activities of a manager constitute the leading funct ion. 

From the above discussion, one can justify that direction, surely, is the heart of 
management process. According to Earnest Dale, "Directing is what has to be done 
and in what manner through dic tating the procedures and policies for accomplishing 
performance standards". Therefore, it is rightly said that direction is essence of 
management process. 

8.4 PRINCIPLES OF DIRECTION 

For effective direction, following principles may be used: 

• Principle of Leadership: Ability to lead effectively is essential to effective 
direction. 

• Principle of Informed Communication: The management should recognise and 
utilise informal organisation constructively. 

• Principle of Direct Supervision: The manager should supplement objective 
methods of supervision and control with direct personal supervis ion to ensure 
personal contact. 

• Principle of Direct Objectives: The manager should communicate effectively and 
motivate the subordinates for most effective performance. 

• Principle of Harmony of Objectives: The manager should guide the subordinates 
so that their individual interest harmonises with group interests. 

• Principle of Unity of Command: For most effective direct ion, subordinates 
should be responsible to one superior. 

• Principle of Managerial Communication: The manager being the principal 
medium of communication, should keep li nes of communication open. 

• Principle of Comprehension: The communication should ensure that the 
recipients of the information actua lly comprehend it. 

• Principle of Direct Com11u111icatio11: The direct flow of information is most 
effective for communicat io ns. 



8.4.1 Principles of Issuing Orders 

The following points shou ld be observed while issuing orders 10 the subordinates: 

• Few Orders: Issue as few orders as possible. More orders than tl1ose that are 
absolutely necessary. if issued, will result in loss of independence and thus 
initiatives of subordinates will be suppressed. 

• Clear Orders: The orders should be absolutely clear. They create confidence in 
the mind of the subordinates about the c lear understanding by the order given. 

• Brief but Complete Orders: The orders should be as brief as possible but 
complete orders to convey fully what is intended 10 be done. 

• Promptness: Professional fonn and proper tone should be in o rders . Prompt 
issuing of order a nd proper use of technical words and phrases are essen tial for 
effective leading. Proper tone in issuing the orders should be observed. 

• Legitimate Scope of Orders: The manager issuing the order should keep within 
his own domain. He must not encroach upon the sphere of the receiving executive. 

• Follow up Orders: Another important principle of direction is that once orders or 
instructions are issued. they shou ld be followed up to see that they are executed or 
the instructions should be countermanded or withdrawn. 

Example: 

Leadership Lessons from Azim Premji 

Wipro started off as a small company manufacturing hydrogenated cooking fats .and 
consumer products. lt is now one oflndia's top IT companies and a world-class player 
at the global level. T here is one man who is almost single-handedly responsible for 
making this miraculous transition from soaps to software happen: Mr Azim Premji. A 
recipient of numerous awards, including the coveted Padma Bhushan award, h.is 
leadership style is lauded by entrepreneurs not just in India, but across the world. The 
mantra for his success of his organisation is: 

I. Teamwork 

2. Perseverance 

3. Dealing with Stress 

4. Building a collective self-confidence 

8.5 TECHNIQUES OF DIRECTION 

A manager has at his disposa l three broad techniques of direction. 

• Consultative Direction: In this method, executive consults with his subordina tes 
concerning the feastbihty, the wo-rkability and the extent and content of a problem 
before the superior ma kes a decision and issues a directive. 

The following advantages are claimed in this type of method: 

••• Participation occu rs on every level of organisation. 

❖ Better communication. 

❖ Least resistance from subordinates , experience and knowledge of s ubordinate 
also can be u sed to arrive at right directives. 

❖ It induces better motivation and morale. 

❖ It leads to better coordination and effective results. 
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This method has the following disadvanwgcs 

❖ It is time consuming. 

❖ Subordinates may consider it their right and prerogative to be consulted before 
a directive is given to them by their superiors. 

❖ Sometimes unnecessary arguments ari se leading to wastage of time. 

• Free Rein Direction: The free rein technique encourages and enables the 
subordinate 10 contribute his own in it i,11i ve, independent thought, drive, 
perspicacity and ingenuity to the solution or the problem. The free rein technique 
of direction will probably show the best and quickest results, if the subordinate is 
highly educated, brilliant young man a sole perfonner, who has a sincere desire to 
become a top level manager. 

• Automatic Direction: In this method, manager directs in a cl.ear and precise order 
to his subordinates, with detailed instructions as how and what is to be done 
allowing no room for the initiative of the subordinate. 

Example: A consultative manager will ask view·s and opinions from their staff, 
allowing them to feel involved but will ultimately make the final decision. Such 
direction motivated employees as well as bring sense of belonging among the 
staff. 

8.6 ELEMENTS OF DIRECTION 

Directing means giving instructions, guiding, counselling, motivating and leading the 
staff in an organisation in doing work to achieve organisational goals. The process of 
direction function involves the following four elements: 

I. Supervision: This refers to the guidance and control of subordinates iri the 
performance of their tasks. Supervision is an important part of direction function 
of management. Supervision assures that the work is being done in accordance with 
the plans and instructions. It helps the subordina:;,s in solving their work-related 
problems. Effective supervision ensures greater output of high quality. It assists 
subordinates the way their tasks are to be performed. 

Example: The foreman of the factory or the office superintendent in the office, 
both of them are members of the management team, but only they have direct 
contact with operatives in the workshop and clerical staff in the office. They are 
the mouth piece of management for communicating its ideas, plans and policies to 
the workers and employees. At the same time, they have to play the role of prince­
pal spokesmen of their subordinates to communicate their feelings and grievances 
to the management. Thus, it is only the supervisor who, as a member of the 
management team, is capable of linking management to workers. 

2. Motivation: This is an act of stimulati ng individuals to get a desired course of 
action. Motivation activities individuals · action for the achievement of 
organisational goals. Motivation stimulates to act. Higher motivation leads to job 
satisfaction of employees and makes them committed to the organisation. It 
energises individuals to work more. A successful manager can motivate 
employees properly to work hannoniously for the attainment of organisational 
goal. A manager motivates subordinates to follow his instructions and work 
accordingly in the given direction. 



Examples · 

(a) A person whose physiological needs are not fulfilled may be motivated ru 
work with a promise of increase in pay, whereas another person may be 
motivated if he is given a very challenging job to perfonn regardless of the 
pay. 

(b) A worker, who earns wages for his work and satisfies his basic needs, m.-1y 
work more efficiently if he gets higher wages for his perfonnance. But for tl1L' 
same worker, other needs may become more impor1ant once his basic needs 
are satisfied. He may seek recogn irio n and appreciation for the good work 
done and if these needs are nor sati sfied. he may not devote himself fully tl} 
the work. His earlier needs and desires may no longer be effective as 
motivating factors at that stage. 

3. leadership: This is an important element of the leading process (i.e., to lead and 
guide the activities of subordinates). Leadership is the process of influencing the 
behaviour of subordinates to work willingly for the achievement of the 
organisational goal. Managers, at all levels, act as leaders because they have 
subordinates who follow them. The success of an organisation depends to a great 
extent on the quality of leadership. A successful leader can influence people to act 
willingly with confidence and zea l for mutual benefits. A leader guides and 
educates his subordinates the way of doing a given job. 

Example: In an organisation, the management decides to install some new 
machines to which the workers are resisting. One of the workers takes the 
initiative, explains the fellow workers the benefits of working with the new 
machines and moulds them to accept the management's decision. Now he is said 
to be leader as he is able to influence a group of workers who followed him. 

4. Communication: This is an act conveying infonnation from one person to 
another. Communication refers to the exchange of ideas, feeling, emotions, 
knowledge and infonnation between two or more persons. Communication is an 
important element of leading process. A manager tells his subordinates what to do, 
how to do and when to do. He issues orders and instructions to his subordinates 
regarding the work being performed by them. He guides and educates 
subordinates the way of performing a given job. This is achieved by the process of 
communication. The success of business depends upon the effectiveness of 
communication. Comn:iunication facilitates direction function by providing proper 
interaction between managers and their subordinates. It improves superior­
subordinates relationship by providing opportunities to employees to express their 
opinions and viewpoints. 

Example: The office manager may issue instructions to the typist to type certain 
documents by lunch time. The typist may understand it to mean typing after 2 
o'clock in the afternoon. Here, communication is not effective and the manager 
may not get the typed material in time. This may result in delaying related actions 
or postponing the action. It may also create misunderstanding between the 
superior and subordinates. The message in the communication must be clear. 

8.7 CONCEPT OF CONTROL 

Control is the fundamental management function that ensures work accomplishment 
according to plans. It is concerned with measuring and evaluating perfonnance so as 
to secure the best results of managerial effo11s. The management control system serves 
as a warning signal of the difficulties ahead and maps out plans to avoid them. Thus, 
you can say that control is a technique by which actual performance is measured 
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agains1 predc1enn i ncd standards of performance with a view to ensure adequate 
progress and satisfactory performance. 

In 1916, Henri Fayol formulated one of the first definitions of control as it pertains to 
management: 

--control of an undertaking consisls of seeing thal everything is being carried out in 
accordance wi th the plan which has been adopted, tbe orders wh ich have been given, 
and the principles which have been laid down. Its object is to point out mistakes in 
order that they may be ncctified and preven1ed from recurring .·· 

Control func1io11 is closely linked with planning. The management control system 
serves as a warning signal of the difficullies ahead and maps out plans to avoid them. 
This function is partly covered under planning. The control function is a process 
which ensures that perfonnaoce takes place in conformity with plans. Effective 
planning ensures effective control and control facilitates plani1ing. 

Controlling is 1he process managers go through to control. It is the process of 
regulating organisational activities so that actual performance conforms to expected 
organisa1iona l standards and goals (Newman). Thus, controlling means that managers 
develop: 

(i) Appropriate standards, 

(ii) Compare on-going performance against those standards anci 

(iii)Take steps to ensure that corrective actions are taken when necessary. 

A good control ling system is gen_erally designed 10 keep things from going wrong, not 
just to correct them afterwards. Like a ship's rudder, controlling keeps the organisation 
moving in the proper direction (Griffin). 

8.7.1 Characteristics of Controlling 

The major characteristics of control function are as follows: 

I. It is Closely Linked with Planning: Control begins with planning. Control can be 
exercised only with reference to and on the basis of plans which establish the 
objectives. Actual pe1formance is compared with the objectives established and 
deviations measured. Then the manager has to take corrective measures which 
may require modification in plans. 

2. Control is Exercised at all Levels of Management: The top-level management is 
concerned with administrative control which is exercised through broad policies, 
plans and other directives. The middle-level managers are concerned with the 
execution of the broad policies la id down by their supervisors. At the lower 
management level, the basic problems related to control are usually operational. 
The process of management is incomplete without control ling. 

3. It is a Continuing Process: It is not a one-step action plan. As pointed by Koontz, 
"Just as the navigator continually takes readings to ascertain where he is relative 
to a planned course, so should the business manager continual ly take readings to 
assure him that his enterprise or department is on course" . 

4. Control is Forward Looking: Control involves a post-mortem examination of past 
events. Hence, it is often viewed negatively, as a policing or watchdog kind of job. 
The whole exercise of looking back is meant to improve performance in future as 
past cannot be controlled. Control does not wait till the train gets derailed~ it seeks 
to prevent the tra in going off the track. Through a close examination of past 
events, future remedial actions arc indicated. In fact, a successful control process 



is one that .:ffects corrections to the organisation before the dev iations become 
serious. 

5. Co11trol Process is Dy11amic: Control is not static; it is dynamic, in the sense it is 
amenable to change and hence, highly flexible. Between the time a goal is 
established and the time it is reached, many things can happen in the organisation 
and its environment to disrupt movement towards the goal or even to change the 
goal itself. ··A properly designed control system can help nwnagers anticipate, 
monitor and respond to changing circumstances." 

6. Control is Goal-Oriel/led: Control guides activities (along desired lines) towards 
predetermined goals. The primary focus is on achieving rcsulls, checking 
deviations, if any. and initiating timely remedial steps. Control. thus, is not an end 
in itself but only a means to achieve predetennined goals. 

8.7.2 Importance of Control 

Control is an essential part of every organisation. The management process is incomp­
lete and. sometimes. meaningless without control function . Targets remain on paper, 
people tend to use resources recklessly and managers find everything chaotic. 

The absence of control could be very costly and unproductive. 

A good system of control, however, puts an end to all of these and offers the following 
advantages: 

• Achievement of Goals: Controll ing is a goal-oriented process. It keeps activities 
on the right track. Whenever things go off the rails, remedial steps are undertaken 
immediately. Every attempt is made to conform to the events, to set targets and 
thereby achieve results efficiently and effectively. 

• Execution and Revision of Plans: It is through controlling that appropriate steps 
are taken to ensure that each plan is implemented in a predetermined way. 
Controlling measures progress, uncovers deviations, indicates corrective steps and 
thus, keeps everything o n track. Of course, when conditions change dramatically, 
controlling helps to review, revise and update the plans. lt offers valuable 
feedback information, reveals shortcomings in plans and thereby helps in 
preparing o ther plans for future use. 

• Brings Order and Discipline: ln an organisation, while pursuing goals, managers 
and their subordinates often commit mistakes. 

Example: Problems are diagnosed incorrectly, lesser quality inputs are ordered, 
wrong products are introduced, and poor designs are followed, and so on. 

A control system helps check such tendencies before they turn into serious 
problems. Jt has a healthy impact on the behaviour of subordinates. They become 
cautious while discharging their duties since they are aware that their actions are 
observed at every stage. 

• Facilitates Decentralisation of Authority: When managers delegate work to 
lower levels, they must also ensure that the subordinates do not deviate from a 
predetermined course of action. A system of control ensures this by forcing 
subordinates to conform to plans. The feedback information helps managers check 
whether actions taken at lower levels. are in line with what has been planned or 
not. It helps to measure progress, check deviations and adjust operations from 
time to time. 

• Promotes Coordination: Control facilitates coordination between different 
departments and divisions by providing them unity of direction. Jndividuals and 
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1he1r a~tiv1lfos are t1t:d to a sc-r ,,f c,.1,nmon objectives. Such a umiie<l focus ensures 
accomplishmenl ot'ce,;ults. cflicie;11iy a<1d effec1ively. 

• Cope witlt J,Jnceru,inty llttd C'luwget The environment in which organisations 
operate is complex and ever changing. New products emerge, irn,ovati,ms come 
[Ip, and new regulations are p,)ssed. and so 01). The organisation needs-to keep a 
watchful 1:ye on su.ch develepmenl~ ,!Jld respond ,i1telligen1ly. A control $yStem 
llelps in checking whether thc di"crsiiit:d proilucl lines arc giving heallhy ;nai•gins, 
the sales from <:ach regwn arc impmv'ing, the pnruucts 4r~ accepted in the matkec 
place or not. Ccm:;1an1 moo 1~.:~:·ing. of key areas hdps management ent:::-tsh 
opportunities Urn! are thrown opc11 l'wm lime to tim<:. Timely a.tions c.H, also be 
initiated 10 prevent mis12ke~ fro,11 bccon,i11g serious 1hieats. 

Bence, afler discussing 1he al>ove poiuts. you can say 1ha.t controlling funtrion of 
managemenr is very important to keep other timctions ~oing in a planned manner. 

8.8 t :Oi\TROLLti\G PROCESS 

The process of contml includes four s1eps namely, estahlishmeor of standards, 
measuremmt ofperfom1ance lhrough qJmparison ufac1ual anti sl~ndard ~ftormance, 
correc1io.n of deviation and follow 1!1rrn;gh actions. 

Measuring Per_forma nee 

Correction_Qf Dev1aron 

Follow through Action 

t"iguri> 8.1: S1~ps.l11 Control 

The steps in controlling proce~s which is ,h()wn in Figure 8,1 are as follows: 

8.8.1 .Establishment of Standards 

Any control system. has lhe follow.ing bas,c elem~-nts: 

I , F.stublishmem <>f s:Jaftdat<ft (Jr ·objectives: The cohttol process implies ex,stencc 
of a s\andard, gool, object.Ne or target against 1vhich the actual perfonnanccs of 
maoagerial or operaliOO!ll ac1ivitio:::. are inea·sured. They may t,e in quMtitative 
tenns or qu1.1Ji1alive measure<>. They t)'lay be 1a11gible or i11tangible, vague or 
specific. So far as !)05Sib!e, they must be Sllrjcd in qw1iti1ativi: ten)ls. 

Requiremen/s of Performt1Jlf « Siwulard., 

(a) Set in precise quan61n1ive terms. 

(b) flexible enough- lo modify wher,ever required. 

(c) Acceptable rnnge of deviations be laid down. 

{d) Clear and undtrslandabte 10 all , 

(e) Work'ablea11d acteptuble. 

(I} Take care of all slmtegic poin!S that eover the entire orga11isation, 

(g) Revise perioditally a11,11:~r trp lo date. 



.l/eas11re111e11r of actual pe1forma11ce: The manager has 10 measure the ac tual 
performance in units similar to those in which srandards are expressed. 

Example· If lhe produclion srandard of a particular machine for some period is 
fixed at 100 units, then it is easy 10 compare the actual produclion during that 
period. But where the s tandards are intangible, the actual performance may be 
measured in terms of costs, profits, time, etc. In any case, whether lhe targets are 
fixed in tangible or inlangible terms, they must be expressed in a manner that 
people concerned understand thern. 

Standards act as roadmaps to which all people in the enterprise musl turn for 
direction and guidance. Therefore, it should be laid down objectively. Also it 
should be sel at strategic conrrol poinrs. The strategic control standards should be 
objective. 

Example: The perfonnance of a n industrial relations manager can be measured in 
terms of the attitude of labour union, the number of strikes, the duration of strikes, 
morale of the subordinales, etc. 

The measurement of performance is not only difficult in the case of intangible 
standards, but also in the case of managerial activities. In case of operational 
activities. the measurement of performance is easy. For assessment of personnel 
management hierarchy. the quantitative measurement becomes increasingly 
difficult The tools of con trol useful at this stage in the control process may be 
observation, inspection and reporting, !e~! ('hecki!!g, test auditing, etc. 

3. Comparing actual performance against the standards of pe1forma11ce: Once the 
actual performance is measured directly or indirectly, it is to be compared with the 
standards established. The comparison may reveal some deviations from the 
standards established as it is rare that standards are achieved perfectly. The 
manager has to fix a range of tolerance within which normal performance should 
lie. 

4. Determining the reasons for deviation: The manager responsible for control has to 
determine the reasons for deviation. The deviation may be due to error in project 
design, management implementation and/or in operative performance. lt m;y be 
temporary or pennanent, increasing or diminishing. 

5. Taking corrective action: Measurement of performance and its comparison with 
the standards established is not a mere post-mortem of past events. In case there is 
a deviation between the standard and the actual performance, action is to be taken 
immediately: 

Corrective action includes curative as well as preventive conlro l measures such as: 

(a) Re-planning or redrawing of objectives or targets; 

(b) Reallocation or classification of duties; 

(c) Changing the organisation structure; 

(d) Improving upon the current techniques; 

(e) Proper selection and training of employees; 

(f) Providing positive motivation and incentives. 

6. Feedback: The objecl of any control system is to provide the required information 
through the process of feedback so that future deviations can be corrected. For 
this, the information gathered through observation, reporting or inspection has to 
be analysed and reviewed. The promptness of such review and feedback will 
make control effective. A forward-looking control can even, sometimes, predict 
the probable deviations from the standard well in advance. Through suc h 
prediction, preventive measure can be taken without waiting for the actual event 
to occur. 
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Three types of control are distinguished when control is exerted: 

I. Feed Forward or Predictive Control: Here, the control system anticipates 
problems that the management encounters in future. 

E.rnmpli:: Cash budget is an example of tl1is type where the finance manager is in 
a position to estimate the next year's flow of cash. If there is a shortage of funds in 
a particular month. he can arrange for bank loan or some other alternative. 

Predict ivc control is also frequently tenned 'feed forward control' as it also 
attempt:; to anticipate problems or deviations from the standard, in advance of 
their occurrence. It is, thus, a more aggressive and proactive approach to control 
allowing corrective action to be taken ahead of the occurrence of the problem. 
One notable characteristic of feed forward control is that it anticipates problems 
and permits action to be taken before a problem occurs. 

2. Concurrel1l or Steering Control: This technique immediately considers any 
problem and analyses it to take necessary and corrective steps before any major 
damage is done. Control chart is an example of this type of control. Concurrent 
controls a re also known as 'steering controls' and occur while an activity is taking 
place. 

Examples: 

(i) When the navigator of an aircraft adjusts the aircraft's movements that is an 
example of concurrent control. 

(ii) When you ride a bicycle, you must adjust your .steering constantly, depending 
on the turns in the road, obstacles, and changes in the terrain to keep your 
ve~icle upright and move towards your destination. 

3. Feedback or Historical or Post Control: It is the process of gathering information 
about a completed activity, eva!:.+ating that information and taking steps to 
improve s imilar activities in the future. It enables managers to use information on 
past performance to bring future perfonnance into line with planned objectives. 

8.10 MANAGEMENT CONTROL SYSTEM 

A Management Control System (MCS) is a system which gathers and uses 
information to evaluate the performance of different organisational resources like 
human, physical, financial and also the organisation as a whole considering the 
organisational strategies. Finally, management control system influences the 
behaviour of organisational resources to implement organisational strategies. It might 
be formal or informal. The term 'management control" was given of its current 
connotations by Robert N. Anthony (Otley, 1994). 

Management control systems are methods of collecting infonnation that are used to 
guide and direct the behaviour of staff members and management in order to achieve a 
company's goals. A management control system may use a variety of techniques to 
evaluate various areas to improve perfomiance and productivity. Some areas 
addressed by management control systems may include accounting methods, 
emp}oyee incentive programs and performance measurement. 

Robert N. Anthony (2007) defined Management Control as the process by which 
managers influence other members of the organisation to implement the organisation's 
strategies. Management control systems are tools to aid management for steering an 
organisation towards its strategic objectives and competitive advantage. 



.-\ccording t (1 Homgren et al. (2005). Management Control System is an integrated 
technique for col lecting and using infonnation to m o tivate e mployee behaviour and to 
evaluate performance. According to Simons ( 1995), Management Control Systems are 
the formal, information-based routines and procedures managers use to maintain or 
alter patte rns in organisat ional activities. 

Example: A manager's review of purchases prior to approval prevents inappropriate 
expenditures of office funds. 

There are various techniques that are used in manngement control system. These 
techniques are used by managers nowadays to ensure bette r control over the use of 
resources at various levels. The most commonly used techniques are discussed in the 
section below: 

8.10.J Management ControJ Techniques 

A number of tools and techniques have been developed ove r the years for the purpose 
of manage ment control. They are as follows: 

Break-even Analysis 

Break-even analysis or cost-volume-profit (CVP Analys is) is a specific method of 
presenting and studying the inter-relationships between costs, sales volume and 
profits. It is an important tool of financial analysis whereby the impact on profit of the 
changes in volume, price, costs and mix can be fou nd out with a certarn amount of 
accuracy. A business is said to be at break-even when its total sales are equal to its 
total costs. It is a point of no profit or no loss. At this point, contribution (sale price 
minus variable cost) is equal to fixed costs. 

Example: The calculation of . break-even point can be illustrated by taking a 
hypothetica l example. 

Assume that: Sales = ~ 8,00,000; Direct labour = ~ 1,00,000; Direct Material = 
t I, I 0,000; Direct expenses=~ 90,000; Fixed expenses = ~ 2,00,000. 

Sales x Fixed Cost 
Break-even (sales) "' ------­

Sales - Variable Cost 

Verification: 

Sales 

- Variable Cost 

-Fixed Cost 

Profit or Loss 

Budgetary Control 

8,00,000 X 2,00,000 = ~ J, 20,000 
8, 00,000-3,00,000 

= ~ 3,20,000 

= t 1,20,000 

= ~ 2,00,000 

= Nil 

A budget is a financial and/or quantitative statement prepared prior to a definite period 
of time, of the policy to be pursued during that period, for the purpose of attaining a 
given objective. 

The essential features of a budget are given below: 

• It is a statement in terms of money or quantity or both. 

• It is prepared for a definite future period. 
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• It is prepared in advance. 

• Its purpose is to atwin a given objective. 

A budget presents the plans. objectives and policies of an enterprise in numerical 
tem1s. It is a short-term operntional plan used as a tool by management for planning as 
well as controlling the activi li~s o f the organisation and also to ensure the coordination 
among the different departments in the organisation to achieve its predetermined 
goals. The use of budget to monitor and regulate the operational activity of the 
organisation in a syste1m1tic mnnner is called "budgetary control'. 

Meaning o/Budgetary Control 

The Institute of Cost and Management Accountants, London, defines budgetary 
control as "the establishment of budgets, relating the responsibilities of executive to 
the requirements of a policy and the continuous comparison of actual with budgeted 
results either to secure by individua l action, tfie objective of that policy or to provide a 
finn basis for its revision." A budgetary control system secures control over costs and 
performance in various p<1rts of an enterprise by: 

• Establishing budgets, 

• Comparing actual results with budgeted ones, and 

• Taking corrective action or revising the budget, if required. 

The primary objectives of budgetary control may be stated thus: 

(a) To provide a detailed plan of action for a business over a period of time; 

(b) To coordinate the different units and activities of the organisation with a view to 
utilise resources judiciously; 

(c) To motivate organisational members to perform well; and 

(d) To exercise control over cost through comparison of actual results with budgeted 
ones and initiating rectificational steps promptly. 

Zero-based Budgeting (ZBB) 

Zero-based Budgeting (ZBB) is a relatively new approach to budgeting. T h is is 
increasingly employed in the budget preparation of such items as the administrative 
costs, special programmes, and other clearly identifiable projects. The key element in 
ZBB is future objective orientation of past objectives instead of taking the last year's 
budgets and adjusting them for finding out the future level of activity and preparation 
of budgets therefrom, ZBB forces managers to review the current on-going objectives 
and operations. ZBB is, therefore, a type of budget that requires managers to rejustify 
the past objectives, projects, and budgets and to set priorities for the future. The 
essential idea of ZBB that differentiates from traditional budgeting is that it requires 
managers to justify their budget request in'detail from scratch without any reference to 
the level of previous appropriations. It tantamounts to recalculation of all 
organisational activities to see which should be eliminated, funded at reduced level, 
funded at the current level or increased finances must be provided. 

ZBB process runs into the fo llowing s teps: 

• Decision package: Decision package summarises the scope of work, 
requirements, anticipa ted benefits, time schedule, expected consequences if the 
element is not performed, etc. The decision package provides a running 
commentary of all the acti\'ities in a particular project. 



• Ranking: Each decision package is ranked against packages for other proposed 
projects or activities. and the p rojects that are running curTently. Decision 
packzages are ranked on the basis of benefits to the total organisation. 

• Resource allocatio11: The above ranking leads to an organisation-wide list of 
prioritised and priced out decision packages built from zero-base or g round up. 
Resources are then c1llocated to the packages according to preferential rank in the 
organisation. 

When properly executed, ZBB provides an opportunity for the managers to carefully 
examine, evaluate and prioritise each organisational activity and st:e whether 
modification, continuance or termination of a project is feasible. 

Human Resource Acco1111ti11g 

Human Resource Accounting (HRA) tries to place a value on organisational buman 
resources by formulating a human resources balance sheet. Here human resources are 
presented as assets, not as expenses. HRA, thus, shows the investment the 
organisation makes in its people and how the value of these people changes over time. 
According to the American Association of Accountants (AAA), HRA is "a process of 
identifying and measuring data about human resources and communicating this 
information to interested parties ... F lamhoitiz defined HRA as "accounting for people 
as an organisational resource. It involves measuring the costs incurred by organi­
sations to recruit, select, hire, train and develop human assets. lt a lso involves 
measuring the economic value of people to the organisation". 

Objectives 

According to Likert, the objectives of HRA are: 

• Provide cost/value information about acquiring, developing, allocating and 
maintaining human resources so as to meet organisational goals. 

• Enable management to effectively monitor the use of human resources. 

• Find whether human assets are appreciating or depreciating over a period of time. 

• Assist in the development of effective management practices by classifying the 
financial consequence of various practices. 

Standard Costing 

Standard costing is a sophisticated technique of costing under which the standards are 
determined in advance, and actual costs are compared with the standards so that 
corrective action may be taken for any unfavourable variances. Standard costing is an 
indispensable tool for controlling costs and ensuring efficiency. It serves as an 
important benchmark for controlling, coordinating, planning and directing various 
activities in an organisation. Standard costs are normative or specific costs, these are 
predetennined costs based on a technical estimate for materials, labour, and overhead 
for a prescribed set of conditions (ICMA, London). These are, therefore, scientifically 
predetermined costs of products, processes, components and operations. Standard 
costing, as ICMA, London, defines, "is the preparation and use of standard costs, their 
comparison with actual costs and the analysis of variances to their causes, and points 
of incidence". "Standard costing system is one", according to J.B. Say, "which is 
designed to show in detail how much each product should cost, produce and sell when 
the business is operating at a stated level of efficiency and for a given volume of 
output." Through carefully planned and organised accounting procedures, the 
difference between actual and standard cost, cost variances are analysed and then 
promptly reported to managers. The latter, in turn take corrective and preventive 
action as well as. employ the dma for planning, coordination and control. 

217 
Directing and Controlling 



2!~ 
Prin'-· i11k:, o f Ma11agemcnt 

Mc111ugeme11t Audit 

Management audit is the systematic appraisal of overall performance of the 
man,igernent. lt is a systematic and in-depth review of the effectiveness and efficiency 
of management. Jt is initial examination of the entire management process as a whole. 
The purpose is to identify deficiencies in the performance of management fuQi;!lions. 
Here, the total job management is evaluated and therefore an ad hoc staff or 0.u1side 
experts are called on to conduct the audit. Jackson Martindell, of American Institute of 
M,magement, has advanced a model for conducting such management audit . It 
invoh es a comparative appraisal of organis m io n ·s performance relative 10 the 
performance of other organisations in the industry. Here, a system of points is used to 
evaluate perfom1ance of each area or areas and comparisons are made with the help of 
these points. The audit is centred on profitability analysis, financia l effectiveness, 
production or operations effectiveness, marketing effectiveness, corporate structure, 
service to corporate publics, directorate analysis, and executive evaluation. Another 
fruitful approach to management audit is advanced by William Greenwood, where a 
distinction is made between an audit covering managerial functions such as planning, 
organising, staffing, directing, controlling and an audit covering the decisions relating 
to operations such as marketing, production, personnel, accounting and finance. The 
primary focus, therefore, is on appraisal of the general performance of management 
functions as well as on specific organisational areas. Management audit is a periodic 
and diagnostic activity that is undertaken on a regular basis in order to appraise the 
effectiveness of operating and managerial functions. The most common benefits of 
management audit are as follows: 

• Management audit attests the quality of the management in the similar fashion as 
financial audit attests the accuracy of the records and financia l statements. 

• It pennits a more objective and complete evaluation of the total management and 
operating structure. 

• It enables the management to find out specific problem areas where managers are 
unable to come out with f:.iitful solutions. 

• Ide ntification of major areas needing shoring up is made possible by the 
management audit. 

• A check can be made on new policies and practices for both their suitability and 
compliance. 

• It provides adequate measure to the extent to which the current managerial 
controls are effective. 

• It provides a mechanism for continually updating the total management and 
operating structure of the finn. 

• Management audit does not concentrate on individual perfonnance. 

PERT and CPM Network Techniques 

PERT and CPM represent two most popular catchphrases in management parlance, 
PERT, an acronym for Programme Evaluation Review Technique, is a sophisticated 
mathematical and schematic network technique developed in 1958 by Boos, Allen and 
Hamilton under the sponsorship of US Navy for use in Polaris submarine project. 
Almost at the same time, CPM (stands for Critical Path Method) was fonnalised by a 
group of employees of DuPont and Univac Division of Sperry Rand. Although these 
techniques are developed for the plaru1ing and control of large, complex, industrial 
and defence projects, they are increasingly being applied and have proved well in 
setting up and keeping project schedules of small-scale programmes. They have been 
fruitfully applied to such diverse endeavours as the introduction of a new product, 



t,,,10 ~ publishing. house building. theatrical r,roducl ,on. cont)ruction of " super market, 
i1wal1m1:on nf ~ new computer, ]lrcp11r.1tioi1 of legal briefs, etc. In a)i these batlling 
di\'e1si1y (,f application~ (fields), \lfese methods me univ(;rsa!ly app1-eciated ~aUJ;e 
they show J)lany in1errelalion,hips between pro:iec1.· s i11dividual ac1iviries in such ,, 
fosh1on that po1enliaJ trouble spots can be high liglned just by simple t>nd casual 
inspection of network. The pufj)()se of idemifying honlcned~ is 10 take ret11edia! 
«tit ion in time for controlling the-project in mi opl imum manner. The methods at~o 
lwlp in re(lucing the extensive CO$l nverrw1~. 

PERT~ a.pp)ication has expanded niariifoJ<I sin.:e its inception. 11 is arplied in 
~,erospm)e ~nd industrial projects, PERT is 11 ct:chni(J\Je used foe the problem that 
occ;Jrs un,c or relatively u few times. 1md thHt h11>' a definite starJ\ng point and 
finishin~ .(completion) poinl. ]1 is, therefore, :101' tipplicd in the arm of ~-on(inuous 
production. for example, mining (oil refining). The technique has gained wide 
cum:ney in a span of less 1bun two tlecad~s. for i11s1ancr.:, in t'.S.A. fodeml 
government. ot\en req11ires bidders on government contracts It> suhrni1 a complete 
PERT analysis with their bid. 

The underlying coneept is that of 'a network,' of ime,telmed ':i(ctivities• necessary 10 
a~:hieve prescribed 'cven1s·. The main dcments in PERT network arc 11clivi1y, events, 
and the path. Activity, represented by an arrow, ,, a,1 operation reQuired to reach the 
sys ,em objectives. An e.veut, tepresen1ed by a circle, denotes the rime al which an 
activity start.s or is completed. The serks of activities ~nd event& through the-network 
i$ cal led 'path ' . The following diagrarll i]h1srra1es these concepts: 

©© r
. ~ - - -

&"'1J'.~n·d~~.~ ­
o°"""""ly l"l'-ild i» PERT. 

figure 8.2: Ele,.1mts of l'F.RT 

/\ hypothetical construct of PERT is depicted i,1 the fol!ov,'iug diagram: 

Figureil.3: Hypothetkal.COJ1Slr11ct <>(.l'.J,;RT 

T wo paths can be idemifted h~-re . .One (raped by the events ABCEGH and the other 
ABUH.iH. The Qtt(;Stlol) before the manage~ 1.s 'whkh is the crltictil ptttb' tha t 

dc1-,rmines lhe earlies! possible completion date of the ~ under consideration. 
The c.-itical palh is 1he pail\ t.lJiough the project nefwork that taki.;s longest lime lo 
complete. h is the sequence of activitiC/l 11)e 1110,.age,nertt is most atL~ious lo 
de1crmi11e, n,011i101· and sboJten, ~in<:e 11 delay i11 any oJ thei;e activitie, will cause a 
corresponding delay in the emire project. 
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Critical Path Method - Cost Considerations 

The basic methodology of CPM is same as that of PERT. Critical path method refers 
to those planning and control techniques that are primarily concerned with the time­
cost trade-offs in meeting scheduled completion times. In CPM, two time estimates 
are made- nonnal time (/v) and expedited time (£). Expedited time is also known as 
crash time. Nonna! time is at a no1mal cost equal to N. This cost cannot be reduced 
irrespective of how long the activity completion time is extended. At additional 
expenditure, however. the ti me can be shortened. The shortest possible time is called 
crash time and cc1n <.lnly he accomplished at crash cost 'fe. All these concepts are 
illustrated with the help of the following diagram: 

The time-cost relationship in general is of form as portrayed in the figure. 
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Figure 8.4: Time-Cost Relationship 

This curve shows the levels of cost of a normal schedule that is followed and indicates 
how much cost will increc-se if the schedule is reduced as much as possible. 

Management would be interested in computing the critical path, i.e., the cost and time 
to complete the project. if all activities are scheduled for their normal completion 
times. It should, then. try to shorten this completion date to any desirable value at a 
minimum possible cost: 

Critical Path 

Non-critical Path 

Figure 8.5: Critical Path and Non-critical Path 

From the diagram, it is clear that the critical path is 123578910. The non-critical path 
is 12468910. 

The following table p rovides some data for the above network with the help of which 
management can sec the cost or expedition and select the sequence of shortening time. 



Table 8. I: ~etn o.-J, Ditta to Find Cost of Expedition and Select the Sequence of 
Shortening Time 

-
Normal Crash Costs 

Normal Expedite Cost to Expedite 

1- 2 4 2 15000 18000 J()()() 

2- 3 8 6 17000 19000 2000 

2-4 I () X 19000 20500 1500 

3-S s {) 15000 16000 1()()0 
-

4-----{) 12 10 17000 17750 750 

5- 7 16 I.cl 18000 18500 500 

6-S 4 2 13000 13700 700 

7-8 8 6 18000 18750 750 

8- 9 6 .cl 15000 16000 1000 

9-10 8 6 17000 17900 900 

Considering the table, if the decision-maker is interested in reducing the project time 
by two weeks, it would be logical to expedite the activity 5-7 at a cost of~ 500 
followed by an activity 7-8 at~ 750, and so on. Only those activities that are in critical 
path are to be expedited _ That is the reason why the activity 6-8 is not expedited after 
5-7 activity irrespective of low e,rr,edition cost because it fa I Is on non-critical path. 
One basic trouble with these models is that 'time estimates· are difficult to make and 
very rarely, the managers are equipped with the methodologies and the specific 
terminology of these network models. 

Management information System (MJS) 

MIS is an integrated technique for gathering relevant information from whatever 
source it originates, and transferring it into usable fonn for the decision-makers in 
management. I t is a system of communications primarily designed to keep al! levels of 
organisational personnel abreast of the developments in the ti'llerprise that affect them. 
MIS provides working tools for all the management personnel in order to take the best 
possible action at the right time with respect to the operations and functions of the 
enterprise for which they are largely responsible. The emphasis of MIS is on 
infonnation for decision-making. Let us not commit a serious error in failing to see the 
distinction between the information and data. Data represents raw facts available or 
known. Information, o n the other hand, denotes the data that has been carefully 
processed. That is to say, data is 'input' whereas infonnation is the 'output'. A 
decision-maker wants up-to-date, accurate, timely, germane information not data. 
Prior to the emergence of this concept (MIS), the traditional types o f accounting and 
control reports that were supplied to the departmental managers, foremen and workers 
used to be far from satisfactory in content, fonnat and tim ing. It was only a 
'superficial' furnishing of information and the reports ignored the primary purpose for 
which the information was furnished. The traditional reports represent only 'cursory 
examination' of the data. In a sharp contrast, the modem organisation is characterised 
by an effective management information system that comprehensively processes, 
analyses, interprets the data and provides information so that best possible use can be 
made of, by the people concerned (decision-makers). 

Further, the advent of Electronic Data Processing (EDP) and suhsequent developments 
in technology and communication system has increased the importance of 'glittering 
vistas of real-time control'. 
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lnfonnation is the lifeblood of decision-making: and decision-making is the soul of 
management. In a large organisation, MIS and its role can be surnma,ised thus: 

• Three-pronged service: MIS perfonns a useful triple service function to 
management. Actually, MIS is a three-phase process-data generation, data 
processing, and infonnation transmission. Collection of data in the case of a large 
organisation is not an easy task. An effective management infonnation system 
systematica lly and accurately collects the required information from various 
departments. Secondly, the major task of processing the data is undertaken by 
MIS to produce the output (information) Management infonnation system 
enhances management·s ability to plan, measure and control perfom1ance by 
taking necessary and appropriate action at a right time. 

• Facilitates total performance (of the total ma11agement process): MIS provides 
rnore specia lised and technical kind of information for the concerned managers. It 
provides multiple types of 'infonnation for all management levels on a large 
variety of organisational matter. 

• Takes into account several critical dime11sions: MIS takes into account the most 
important dimension such as (i) real time requirement (how timely the infonnation 
should be), (ii) frequency requirement (how often the information must be 
available or furnished), (iii) accuracy requirement (how detailed or correct the 
infonnation must be), (iv) data reduction requirement (what volumes of data is to 
be processed), (v) distribution requirement (where the information must be 
supplied), and (vi) storage requirement (where the information must be stored). 
MIS provides answers to all these critical questions. MIS, thus, objectively 
determines with a minimum controversy what infonnation is needed, by when, 
and with what frequency. 

• Reduces overload of information: MIS stresses the information that · is most 
useful, not just pieces of paper. MIS undertakes a painstaking collection of all 
forms and regular charts, and reports and then subjects them to a series of 
interpretation, refinement, consolidation. Thus, the information is literally churned 
out of the available and procured data. It reduces the burden of the chief executive 
and the departmental head, personnel who are overloaded with the facts. MIS 
helps in sharing the headache of these personnel. 

Total Quality Management (TQM) 

Quality has become the most important word in the corporate lexicon and companies 
have realised the importance of investing in processes that contribute to better quality 
and customer relationships. The term 'quality' refers to a sense of appreciation that 
something is better than something else. It means doing things right the first time, 
rather than making and correcting mistakes. According to Edward Deming, "TQM is a 
way of creating an organisational culture, commi tted to the continuous improvement 
of skills, teamwork, processes, product and service quality and customer satisfaction." 
TQM is anchored to organisational culture because successful TQM is deeply 
embedded in virtually every aspect of organisational life. 

The implementation ofTQM involves the use of the following techniques: 

Benchmarking 

Competitive benchmarking is the first requirement to effective TQM. lt is 
comparatively new to Indian companies. The essence of benchmarking is the striving 
to be the best in one's area of operations (dantotsu). It is a continuous process of 
measuring products, services and practices against the toughest competitors or 
industry leaders with the aim of mutual improvement. Benchmarking, it should be 
noted here, is a continuous process. It is not a one-shot deal because industry practices 



change constantly. Complacency may be suicida l. It implies measurement of the gap 
bet\\'een the practices of two companies, s0 as 10 uncover significant differences. 
Benchmarking can be applied to products. services, prnctices, processes and methods. 

To be precise, benchmarking is a systematic investigation, a fruitful learning 
experience which ensures that the best of industry practices are uncovered, analysed , 
adopted and implemented. 

Companies such as Modi Xerox. HDFC IrB. Infosys, Jindal, SRF, TELCO, Thermax. 
Bombay Dyeing have successful ly applied co rnpetilive benchmarking to meet the 
rising expectations of customers in their respective areas. 

Quality Circles 

One approach to implementing the decentralised approach of TQM is to use quality 
circles. 

A quality circle is a small group of employees who meet periodically to iden1ify, 
a nalyse and solve quality and other work-related problems in their area. Generally 
speaking, members of a particular quality circle should be from the same work area, or 
who perfonn similar work so that the pr0blems they select are familiar to all of them. 
The ideal size of the group is six to ten members. The size should not be too big so as 
to prevent members from interacting actively and contribute meaningfully in each 
meeting. The main features of a quality circ le are as fo llows: 

• Voluntary group: It is a voluntary gro up of employees. Members join the circle 
on their own. There is no pressure fro m management. 

• Manageable size: Size of a quality circle varies from six to ten. Members 
generally hail from a particular work area. 

• Regular meetings: Members meet at periodic intervals to discuss quality-related 
problems. They assemble during normal working hours usually at the end of the 
working day. The time for the meetings is usually fixed in advance, in 
consultation with the manager. As a rule of thumb; meetings occur once a week 
and each meeting lasts for about an hour 

• Own agenda: Each. circle has its own a genda. It has its own tenns of reference, 
selects its own problems and offers recommendations for solving them. 

• Exclusive focus on quality: The quality circle, by its very nature, exists to 
identify, analyse and solve quality-related problems. The ultimate purpose is to 
improve organisational functioning and thereby the quality of working life. 

Empowerment 

TQM relies on the empowennent o f employees as well as the contributions of 
suppliers and customers in the decision-making process. Inputs from all these groups 
are necessary to achieve continuous improvements. 

Empowennent is the authority to take decisions within one's area of operations 
without having to get approval from anyone else. H ere, the operatives are encouraged 
to use their initiative to do things the way !hey like. To this end, the employees are 
given not just authority but resources as well so that they not only take decisions but 
implement them quickly. Thus, empowennent means giving employees the authority 
to make decisions and providing them with financial and other resources to implement 
these decisions. 

Outsourcing 

The contracting out of a company's in-house function, to a preferred vendor with a 
high-quality level in a particular task area is known as outsourcing. By fanning out 
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activities in which they may not specialise or do not have expertise (e.g., HRM, 
inventory ma11<1gement, warehousing, designing, etc.), organisations can save costs on 
employee benefits and free existing personnel for other duties. 

Reduced Cycle Time 

Cycle time refe rs to the steps taken to complete a company process such as designing 
a new car. publi shing a new title, etc. It involves removal of unnecessary steps in the 
process anct accelernt ion of activities into a shorter time-frame. Reduction in cycle 
time helps a c0n11xrny improve its overall performance as well as quality. 

Kai~e11 

Kaizen is <1 fap,rne se word which means continuous and never-ending improvement 
involving eve ryone in an organisation. The important message of Kaizen is that not a 
single day shou ld go without some kind of improvement being made somewhere in an 
organisation. The Kaizen umbrella includes all such terms aimed at improving labour 
management re l<1tions, marketing practices, supplier relations, in-house systems and 
procedures. T he programme can be broadly divided into three parts: 

I. Manageme11t-orie111ed Kaizen: A manager must constantly try to improve his job 
through teams, task forces and committee assignments. Managers must attempt to 
handle comp I e te t<1sks and improve problem-solving a bi Ii ties. 

2. Group-orie11ted Kaiz.en: Through quality circles, other small group act ivities and 
statistical tools team members identify problem areas and the causes. An attempt 
is made to implement and test new measures, evolve new procedures and set new 
standards. 

3. Individual-oriented Kaiten: Through the suggestion system, the individual­
oriented Kaizen is carried out. Productivity, after all, is a result of smart work, not 
hard work. T he suggestion system should include improvement in one's own 
work, work environment, machines and processes, office work, product quality, 
customer sci '1ices, etc. The employee suggestions are likely to find favour with 
management, if the suggestions make the job easier, remove drudgery from the 
job, make the job safer and more productive, improve product quality and save 
time and cost. 

Balanced Scorecard 

The balanced scorecard is a strategic planning and management system that is used 
extensively in business and industry, government, and non-profit organisations 
worldwide to <1lign business activities to the vision and strategy of the organisation, 
improve internal and external communications, and monitor organisat ion performance 
against strategic goals. It was originated by Drs. Robert S. Kaplan (Harvard Business 
School) and Dr. David P. Norton as a performance measurement framework that 
added strategic non-financial performance measures to traditional financial metrics to 
give managers a nd executives a more 'balanced' view of organisational performance. 

This new approach to strategic management was first detailed in a series of articles 
and books by O rs. Kaplan and Norton. Recognising some of the weaknesses and 
vagueness of previous management approaches, the balanced scorecard approach 
provides a clear prescription as to what companies should measure in order to 
'balance' the financial perspective. 

Defini1io11 

The Balanced Scorecard is a performance management approach that focuses on 
various overu 11 pe rformance indicators, ol1en including customer perspective, 



imemal-busines,; proce,ses and 'financials, to monitor progrc:ss towards an 
m;gani~a1io11's $tralefiC gools, Ea-:h major unit lhroughou! thto organisation often 
estab,ishe$ its own scorecard wtiich, in tun,, is integrated with the score<:urds of otho1· 
ur,its to achieve 1l1e scorecard of the overali orgilnisation. K~plan ,u1d 11.'rirton 
described the innovation of tile balijncecl scorecard as follows: 

''The b~ l(1nced scorecard. r(1alns traditional financial measures_ But tjnanc(al rneasures 
tell the Story of past events., an ada1uat~ story for iudustrial age companies for which 
inVcstments in long-1(\nn cap~bilitil'.s and customer wlati<:>nship£ were iiot crjtical for 
sutteS$·. These fimmci;il measures ore i11adequa1e, however, lbr guiding ~nd evnlmtt­
ing 1he j,.,u rncy Ihm infomiation ~gc rnmpinies must mnke to crt~tte future value 
through invcstH1<.:1.1I in custo1i1ers. s,;ppllers, empl◊y<--es. processes, technology, and 
innova1ion. 11 
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The balanced s;;or<:card suggests that we ·view tht: organisation from four pen;pe.cfrves 
and to develop metrics, collect <lat/1 and ~nalysc ii rclaiive to each of lhese 
perspectives: 

• Financial mea.~11res: The financial measui·es incJooe the resulls like profits, 
increase in the mMket share, return ,m fovestrl);enJS and other economic measures 
as a result of the action~ taken. 

• O,,~unner$ • n1easure.~: These m~asures help to ger on customer Mtisfaction, tbe 
cust-Omers' perspective about the organisal'ion, cuatorner loyalty, acquiring new 
customer,;. The data c;it1 be collected from the frequency and number of customer 
comJJlaints, the time taken to deliver the products and servic~, improvement in 
qnalil y, etc. 

• f111ernal bus;,u:.,s mea,;11res: Tl.test: are the measures ·related to the organisario.n's 
interns] processes which. help lo ,1chieve lh, customer sat.isl'action. IL inchx!,.:s rbe 
infrastrm1wre, the long-ten11 a,1d short-term goals a11d objectives, organi!wllio11a) 
processes and procedures, syi;tems and the human resources. 

• lnnev"tfo11 aml Leaming petspectfre: Tiie innovation and leaming measures 
cover the organisation's .ibilily to [·earn, inntivate and improve. )bey •can be 
judged by (;mployee skills 11utlri..t, key compelencies, value ad~ 8!li:I Ute reVenue 
per employ1.,-e. 
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beck Your Progress 

Fill in the blanks: 

I. Direction helps in achieving _ _ ___ among various operations of 
the enterprise. 

2. Communication facilitates _______ function by providing proper 
interaction between managers and their subordinates. 

3. The manager responsible for control has to detennine the reasons 
for -----

4. Kaizen is a Japanese word which means _____ and never-ending 
improvement involving everyone in an organisation. 

8.11 LET US SUM UP 
Direction/Leading is an important manageria l funct ion that initiates organiser's action. 
It is a connecting and activating link between various functions of management. It 
consists of the process and techniques utilised in issuing instructions and making sure 
that operations are carried on as originally planned. It also highlighted various 
intricacies of direction together with types and techniques of direction. The principles 
of direction include: (a) Principle of leadership, (b) Principle of informed 
communication, (c) Principle o f direct supervision, (d) Principle of direct objectives, 
(e) Principle of hannony of objectives, (f) Principle of unity of command, 
(g) Principle of managerial communication, (h) Principle of comprehension and 
(i) Principle of direct communication. 

Control is concerned with measuring and evaluating performance so as to secure the 
best results of managerial efforts. The process of control includes four steps namely, 
establishment of standards, measurement of performance through comparison of 
actual and standard perfom1ance, correction of deviation and follow through actions. 
There are Sfveral techniques employed by managers in order to achieve the highest 
level of quality and productivity possible. Break-even analysis tries to exam ine the 
impact on profit of the changes in price, volume, mix and costs with a certain amount 
of accuracy. It helps management in profit-planning. Budgeting is the process of 
stating, in quantitative terms, planned organisational activities for a given period of 
time. Budgets are useful because they provide a means of translating diverse activ ities 
and outcomes into a common measure, such as rupees. 

8.J 2 LESSON END ACTIVITY 
Imagine a situation when you kn9w that overhead costs are high only. on papers 
because they are being incurred : by your company to warm the pocket of your 
accountant. Prepare a visual presentation on how would you control the overhead 
costs in this situation. 

8.13 KEYWORDS 

Automatic Direction: ln this method, manager gives direct, clear and precise orders to 
his subordinates, with detailed instructions. 

Directing: lt consists of the process and techniques utilised in issuing instructions and 
making certain that operations are caJTied on as originally planned. 

Direction: Directing means giving instructions, guiding, counselling, motivating and 
leading the staff in an organisation in doing work to achieve organisational goals. 



Free Rein Direction: The free rein 1echnique encourages and enables !he subordinate 
to contribute his own initiative. independent thought, d1ive, perspicacity and ingenuity 
to the solution of the problem. 

ConJrol: A management function aimed at achieving defined goals within an 
established timetable, and usua lJ y understood to have three components that are 
setting standards, measuring actual r,erformance, and taking corrective action. 

Break-eve11 Analysis: !1 is rt method of presenting and studying the inter-relationships 
between costs, sales volume and prol11s. 

B11dgeUJry1 Control: It is the c~tahl 1shmcnt of budgets, relating the responsibilities o f 
executive to tbe requirement of a poJ icy and 1he continuous comparison of actual with 
budgeted results either to receive by individual action the objective of that policy or to 
provide a finn basis for its rev ision. 

Management A11di1: I! is an independent and initial evaluation of the entire 
management process. 

8.14 QUESTIONS FOR DISCUSSION 

l . What is directing or leading? Write down the characteristics ofleading. What is 
the scope of leading? Also explain the nature of leading/direction. 

2. ' Direction function of management involves dealing with human factor.' Expound 
this statement. 

3. 'Good leadership is an integra ted part of effective direction.' Explain and 
illustrate. 

4. Briefly explain the p1inciples of d irections and methods of directing 'Subordinates 
to active objects.' 

5. ' Leading is the process around which all performance resolves.' Explain the 
statement. 

6. What role does a successful leader play in influencing people? 

7. What is control? What are the characteristics and importance or controlling? 

8. Elaborate the steps in control,ling process. 

9. "Control helps the organisation to improve its performance, eliminate 
inefficiencies and increase profits." Explain. 

10. How control is related to the other functions of management? 

Check Your Progress: M odel Answer 

I. Co-ordination 

2. Direction 

3. Deviation 

4. Continuous 
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9.0 AIMS AND OBJECTIVES 

After studying this lesson, you shou Id be able to: 

• Discuss the concept, nature. objectives, importance and scope of Hulnan Resource 
Management 

• Describe the systems approach to H RM 

• Explain I !RM versus Personnel Management 

• Describe the roles. functions and responsibilities of Human Resource Manager 

• Understand the principles of HRM 

• Discuss the future cha I Ieng.es before the HR Managers 

• Describe l-lRM in 1he new mi llennium 
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ln this lesson students have to learn the process of development of Personnel 
Management or Managing People, which is now more common ly known as Human 
Resource Management (HRM). Organizations are nothing but people. They utilize 
resources - physical. financial and human to produce results. To be a long distance 
runner, every organization requires extraordinary efforts from its people. It's the 
·people· factor that separates the mediocre organizations from the outstanding ones. 
When people work to the best of their abilities and work with zeal. enthusiasm and 
t:ommitment, organizations grow to gigantic proportions. When people fail to live up 
to expec tations, organizations fall behind in the competitive race and get pushed to the 
wa 11 eventually. In fact, every organization has more or less the same kind of 
resources to work with-materials, equipment, land. bui ldings, finances. etc. The only 
differer:tiating element between competing organizmions is the 'people factor'. If the 
organization is able to utilize its human resources to best advantage, there is nothing to 
stop the company from reaching the top of the ladder. Among the various factors of 
production, which are used in an organization, human resource is the most important. 
This is because the efficient use of physical resources (i.e., land. machinery, materials) 
ultimate ly depends on how the human factor is put to good use on various operations. 
The most efficient machinery in the world wi ll not produce at an optimum level unless 
the people who operate the machinery know how to make it perform at its best and 
mos t importantly, are motivated to make the ir equipmen t produce efficiently. 

9.2 CONCEPT OF HUMAN RESOURCE MANAGEMENT 

Human Resource Management (HRM), as the term suggests, is concerned with the 
management of people in organizations. In this lesson, you will get introduced to the 
meaning, nature, scope and objectives of HRM along with inclusive growth and 
affirmative actions of HRM. Managing human resources is an integral part of general 
management and is critical to the success of a I I types of organizations. 

A few noteworthy definitions of Human Resource Management which are as follows: 

'"Human Resource Management refers to attracting, developing and maintaining an 
effective workforce. " 

- Ronald J. Ebert and Ricky W. Griffin 

"Human Resource Manageme'lt is a term 
organization's activities co_ncerned with 
management of its employees." 

used to represent that part of an 
the recruitment, development and 

- Wood and Wall 

"Human Resource Management signifies a process of management whereby a 
sustained synergy is maintained between the employees, the assigned task, the 
organization and the environment. This is to ensure that organizational goals are 
attained and the employee achieves a competent level of performance and an 
agreeable degree o.f gratification." 

-P.S. Van Dyk 

"Human Resource Management may be de.fined as the planned HR deployments and 
actil•ities intended to enable an organization to achieve its goals. " 

- Wright and McMahan 

.. Human Resource Management can be defined as a strategic and coherent approach 
to the management of tm organization's most valued assets - the people working 



there ·who i11divid11ally and collectively contrilmte 10 t!!e achievement of its objectives 
/f)}' sustainable compelitive od11anwge." 

-Michael Armstrong and Angela Baron 

.. H11mo11 Resource Managemenl is a strategic process and involves attracting, 
rlen:loping, and mai11tai11ing a 1alented one! energetic workforce to support the 
orga11izotio11 ·s mission, objectiFes and strategies ... 

--Schermerhorn 

The functions of Human R~source Management practices in an organization are to put 
efforts to develop and realize the full potenti;il of the workforce, including 
management and to maintain an environment conducive to total participation, quality 
leadership and personal and organizational growth. The principal objectives of HRM 
inc I ude helping the organization reach its goa Is, to employ the ski !Is and abilities of 
the work force efficiently. HR has a great role to play in the execution of strategies. 

9.2.J Evolution and Concepts of HRM 

The early part of the century saw a concern for improved efficiency through careful 
design of work. During the midd le part of the ce·ntury emphasis shifted to the 
av;iilability of managerial personnel and employee productivity. Recent decades have 
focused on the demand for technical personnel, responses to new legislation and 
governmental regulations, increased concern for the quality of working life, total 
quality management and a renewed emphasis on productivity. Let us look into these 
trends more closely by examining the transformation of personnel function from one 
stage to another in a chronological sequence: 

Box 9.1: Concepts of HR..M 

Commodily concept: Labour was regarded as a commodity to be bought and sold. Wages were 
based on demand and supply. Government did very little to protect workers. 

Factor of production co11cept: Labour is like any other factor of production, viz, money, 
materials, land, etc. Workers are like·'tnachinc tools. 

Goodwill concept: Welfare measures like safe ty. lirst aid. lunch room, rest room will have a 
positive impact on workers' productivity. 

Paternalistic concept/Puternulism: Management must assume a fatherly and protective altitude 
towards employees. Paternalism does not mean mere ly provid ing benefits but it means satisfying 
various needs of the employees as parents meet the requirements of the children. 

H11111anilaria11 concept: To improve productivity, physical, social and psychological needs of 
workers must be met. As Mayo and others stated, money is less a factor in determining output, 
than group· standards. group incentives and security. The organization is a social system that has 
both economic and social dirm:nsions. 

H11m1111 resource concept: Employees are the most valuable assets of an organization. There 
should be a conscious effor1 10 realize organizational goals by satisfying needs and aspirations of 
employees. 

Emergi11g co11cept: Employees should be accepted c1s partners in the progress of a company. They 
should have a feeling that the organization is their own. To this end. managers must offer better 
quality ofworicing life and offer opportunities to people to expfoit their potential fully. The focus 
should be on Human Resource Development. 

9.3 NATURE OF HRl\1 

Human Resource Management is a process of bringing· people and organizations 
together so that the goals of each one are met. It tries to secure the best from people by 
winning their wholehearted cooperation. It is the art of procuring, developing and 
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maintaining competent workforce to achieve the goals of an organization in an 
effective and efficient manner. It has the following features: 

• Pervasive force: HRM is pervasive in nature. It is present in all enterprises. lt 
permeates all levels of management in an organization. All managers. in fact. are 
human resource managers. At Infosys, for example, every manager is e\pec1ed to 
pay attention to the deve lopment and satisfaction of subordinates. 

• Action-oriented: H RM focuses attention on action, rather than on record keeping. 
written procedures or rules. The problems of employees at "ork are solved 
through employee-friendly policies aimed at eliminating tension-poin1s. resolving 
controversies, securing co-operation-with a clear intent to move closer to the 
hearts of people. 

• Individually-oriellled: It tries to help employees develop their potential fully. It 
· encourages the111 to give their best to the organization. Employees are not treated 
as second class citizens but as valued members of an indispensable team. Every 
attempt is made to make them feel important. 

• People-oriented: HRM is all about people at work, both as individuals and 
groups. It tries to put people on assigned jobs in order to produce exce I lent resu Its. 
The resultant gains are used to reward people and motivate them towards further 
improvements in productivity. Ultimately, employees should receive satisfaction 
equal to that of the company. 

• Future-oriented: Effective HRM prepares people for current as well as future 
challenges, especially working in an environment characterized by dramatic 
change. It is firmly believed that employees, not the buildings and machinery, 
give a company a competitive advantage. 

• Development-oriented: HRM intends to develop the full potential of employees. 
The reward structure is tuned to the needs of employees. Training is offered to 
sharpen and improve their skills. Employees are rotated on various jobs so that 
they gain experience and exposure. Every attempt is made to use the ir talents fully 
in the service of organizational goals. 

• Integrating mechanism: HRM tries to build and maintain cordial relations 
between people working at various levels in the organization. Jn short, it tries to 
integrate human assets in the best possible manner in the · service of an 
organization. 

• Comprehensive function: HRM is, to some extent, concerned with any 
organizational decision which has an impact on the workforce or the potential 
workforce. The term 'workforce' signifies people working at various levels, 
including workers, supervisors, middle and top managers. It is concerned with 
managing people at work. It covers all types of personnel. Personnel work may 
take different shapes and forms at each level in the organizationa I hierarchy but 
the basic objective of achieving organizational effectiveness through effective and 
efficient utilisation of human resources, remains the same. " It is basically a 
method of developing potentialities of employees so that they get maximum 
satisfaction out of their work and give their best efforts to the organization". 

• Auxiliary service: HR departments exist to assist and advise the line or operating 
managers to do their personnel work more effectively. HR manager is a specialist 
advisor. It is a staff function. 

• Interdiscipli11ary fimction: HRM is a multi-disciplinary activity, utilizing 
knowledge and inputs drawn from psychology, sociology. anthropology, 



economics. e1c. Tu unrave l the mystery surrounding the human brain. managers, 
need to underst<111ci and appreciate the contributions of al l such ·soft" disciplines. 

• Continuous ji111ctio11: According to Terry, HRM is not a one shot deal. It cannot 
be practiced only one hour each day or one day a week. Jt requires a constant 
alertness and mvmcness of human re lations and their importance in every day 
operations. 

9.4 OBJECTIVES OF HRM 

Human resource rnana12ers need to get the right people into the right place at the right 
time and then lll'lp them maximize their performance and future potent ial. The 
principal object ives of H RM may be listed thus: 

• To help the organhation reach its goals: HR department. I ike other departments 
in an organization. exists to achieve the goals of the organization first and if it 
does not meet this purpose, HR department (or for that matter any other unit) wi ll 
wither and die. 

• To employ tlte skills and abilities of the workforce efficiently: The primary purpose 
of HRM is to make people's strengths productive and to benefit customers, 
stockholders <1nd employees. Keep your employees happy and encourage them to do 
everything poss ible to keep customers happy. The results would be truly 
outstanding-like take the case of Southwest Airlines-delivering outstanding 
results for over three decades - based on its "employees first and customers next" 
policy. 

• To provide the organization with well-trab,ed and well-motivated employees: 
HRM requires that employees be motivated to exert their maximum efforts, that 
their performance he evaluated_ proper ly for results and that they be remunerated 
on the bas is of their contri butions to the organization. 

• To increase to th e fullest the employee's job satisfaction and self-actualisation: 
It tries to prompt and stiinulate every employee to realise his potential. To this end 
suitable programmes have to be designed aimed at improving the Quality of Work 
Life (QWL). 

• To develop and maintain a quality of work life: It makes employment in the 
organization a desirable, personal and social, situation. Without improvement in 
the quality of work Ii fe, it is difficult to improve organizational performance. 

• To communicate HR policies to all employees: It is the responsib ility of HRM to 
communicate in the fullest possible sense; tapping ideas, opinions and feelings of 
customers, non-customers, regulators and other external public as well as 
understanding the views of internal human resources. 

• To be ethically and socially responsive to the needs of society: HR M must ensure 
that organ izations manage human resource in an ethical and soc ia lly responsible 
manner through ensuring compliance with legal and ethical standards. 

9.5 IMPORTANCE OF HR1'1 

People have always been central to organizations, but their s trateg ic importance is 
growing in today·s Knowledge-based industries. An organization 's success 
increasingly depends on the Knowledge, Sk~Us and Abilities (KSAs) of employees, 
particularly as they help establish a set of core competencies that distingu ish an 
organization from its competitors. With appropriate HR policies and practices an 
organizatio11 can hire. develop and utilize best brains in the marketplace, realise its 
professed goals and deliver results better than others. 
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Human Resource Management helps an organization and its people to realize their 
respective goals thus: 

• At the enterprise level: 

Good human resource practices can help in allracting and retaining the best people in 
the organization. Planning alerts the company to the types of people it will need in the 
short, medium and long run. 

It he lps in training people for challenging roles. developing right attitudes towards the 
job and the company, promoting team spi rit a1110ng employees and developing Joya lry 
and commitment through appropriate reward schemes. 

• At the individual level: Effective management of human resources helps 
employees, thus: 

lt promotes team work and team spirit among employees. 

It offers excellent growth opportunities to people who have the potential to rise. 

It allows people to work with diligence and commitment. 

• At the society level: Society, as a whole. is the major beneficiary of good human 
resource practices. 

Employment opportunities multiply. 

Scarce talents are put to best use. Companies that pay and treat people well a I ways 
race ahead of others and deliver excellent resu Its. 

• At the national level: Effective use of human resources helps in exploitation of 
natural, physical and financial resources in a better way. People with right ski lls, 
proper attitudes and appropriate values help the nation to get ahead and compete 
with the best in the world leading to better standard of Jiving and better 
employment. 

9.6 SCOPE OF HRM 

The scope of HRM is very wide. In fact, no organizational activity is completely 
removed from humans. Even automatic processes and equipments are designed and 
implemented by someone. Capable and motivated people can have a profound impact 
on everything an organization does. Research in behavioural sciences, new trends in 
managing knowledge workers and advances in the field of training have expanded the 
scope of HR function in recent years. The Indian Institute of Personnel Management 
has specified the scope ofHRM thus: 

• Personnel aspect: This is concerned with manpower planning, recruitment, 
selection, placement, transfer, promotion, training and development, lay off and 
retrenchment, remuneration, incentives, productivity, etc. 

• Welfare a.\pect: It deals with working conditions and amenities such as canteens, 
creches, rest and lunch rooms, housing, transport, medical assistance, education, 
health and safety, recreation faci lities, e tc. 

• Industrial relations aspect: This covers union-management relations, joint 
consultation, collective bargaining, grievance and discipl inary procedures, 
settlement of disputes, etc. 



9.7 SYSTEMS APPROACH TO HRM 

A system is a set of interrelated but separate e lements or parts working towards a 
common goal. A university, for example, is made up of students, teachers. 
administrative and laboratory staff who relate to one another in an orderly manner. 
What one group does have serious implications for others? So, they have to be 
communicating with each other in order to achieve the overall goal of imparting 
education. The enterprise operations. similarly, must be viewed in terms of interacting 
and interdependent e lements. · 

The enterprise procures and transforms inputs such as physical, financial and human 
resources into outputs such as products, services and satisfactions offered to people at 
large. To carry out its operations, each enterprise has certain departments known as 
subsystems such as production subsystem, finance subsystem, marketing subsystem, 
HR subsystem, etc. Each subsystem consists of a number of other subsystems. For 
example, the HR subsystem may have parts such as procurement, training. 
compensation, appraisal, rewards. etc. If we were to view HR subsystem as crucial to 
organizational performance, an organization presents itself thus: 

Finance..----­
Subsystem 

Product 
Sl1bsystem 

r 
HR Subsvstem 

Procurement 

Tn1ining 
Compensation 

Appraisal 
Rewards 

l 
1't:chnical 
Subsystem 

Marketing 
Subsystem 

Figure 9.1: HRM as a Central Subsystem in an Enterprise 

The various internal subsystems, it shou Id be noted here, of an organization operates 
within the framework of external environment consisting of political, social, economic 
and technological forces operating w ithin and outside a nation. 

9.8 HRM VERSUS PERSONNEL MANAGEMENT 

HRM is distinctive approach and it is possible to distinguish it from traditio nal 
Personnel Management in three difterent ways as follows: 

• The first approach is by simple re-titling of Personnel Management, as much 
company did by renaming their Personnel Department as HR Department. 

• The second approach is by re-conceptualizing and re-organizing personnel roles in 
line with the conceptual frame work of Harvard Business School (I 985), i.e., 
subsuming personnel and labour re lation activities in four poiicy areas, like; 
employee influence, human resource flow, reward systems and work systems, 
differentiating HRM from personnel management concepts pioneered by Institute 
of Personnel Management, U.K. i.e., employee relations, employee resourcing and 
employee development. Thus. it is apparent that HRM concept categorizes 
employee relations (industrial relations) as a separate strategic function, which 
falls under the traditional Personnel Management function. 
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• The third approach designates HRM as a distinctively different and ne\\ approach 
for Marrngement. This approach integrates HRM into Strategic Management and 
emphasizes on full uti lization of Human Resources. 

As this stage, it is necessary to develop a definition of HRM . Let us now define the 
term human resources first. Human resource is the total knowledge. skills. creative 
abilities, talents. aptitudes, values, at1itudes and beliefs of the people of an 
organization. There are, however, difference of opinion among man:,. e:--:perts as some 
of them considers human resource is not only the people . who are part of the 
organization. i.e .. the direct employees, it includes customers (TQM concepts) and 
others who are having variety of other relationships with the organization. Integrating 
the concept of human resource with management, we can define HRM as an approach 
to identify right people for the right job. It also includes the process of soc ializing 
such identified people to integrate them with the organizat ion. train them for 
increasing their functional skil l, develop them for both identified and un-identified 
future roles, place them in right tasks and roles, motivate them to perform we l I and 
inculcate in them a sense of belongingness. 

Within the H RM , there are two major activities; the firs t is concerned with the 
recruitment, se lection, placement, compensation and appraisal of the Human 
Resources (Person nel Functions), more commonly termed as Human Resource 
Util ization (HRU) function. The other group of functions is directed towards working 
with the existing human resources in order to improve their efficiency and 
effectiveness. Such activities are also designed to enable the existing members of the 
organization to assume new roles and functions. These activities are concerned with 
Human Resource Development (HRD). 

9.9 ROLES, FUNCTIONS AND RESPONSIBILITIES OF 
HUMAN RESOURCE MANAGER ··· 

Traditionally, the role of the Human Resource Management functions is to 
systematically monitoring and complying the people management issues in an 
organization. In such traditional role HR Department is viewed more as an 
impediment for achieving organizational objectives. Modern role of HR managers are, 
however, keeping pace with the changing needs of the organizations on people 
management aspects. Test of efficiency of such role of HR managers can be 
understood better, when organizations are able to become more adaptable, and quick ly 
respond to the customers' requirements. This acknowledges HR strategic role, i.e., 
acting to advocate and mentor change, facilitating employees. 

The HR managers constantly assess the effectiveness of the HR functions, sponsor the 
change process, promote the overall success of his organization, and champion the 
identificatio n of the organizational mission, vision, mission, goals, objectives and 
action plans. Finally, HR .managers also determine the measures to assess 
organizational success. 

Since HR managers are concerned with any management aspect of people-related 
issues, organization-wise their function varies. Thus depending on the size of the 
organization, the HR manager has responsibility for all of the functions that deal with 
the needs and activities of the organizations people inc luding these areas of 
responsibi lity. 

• Human Resource Planning 

• Recruiting 

• Training 



• Developing organization structuring 

• Organizat ion development 

• Communication 

• Performnnce Management 

• Coaching/Mentoring 

• Drafiing I IR Policies and recommending its implementat ion 

• Compensntion Mnnagement 

• Tearn Building 

• Employee Relations 

• Health and satety issues , 

• Compliance with employment related laws 

• Leadership 

With all of this in mind, Human Resource Champion. Dave Ulrich, a professor at the 
university of Michigan, also one of the best thinkers and writers in the HR field today, 
recommends three add itional roles for the HR manager. 

I. Strategic Partner: HR is now acknowledged as a strategic function. HR 
managers ' role as a strategic partner, requires effective contribution to the 
development or an accomplishment of the organization-wide business plans and 
objectives. The HR business objectives are to support the attainment of the overall 
strategic business plan and objectives. At the tactical level, HR managers design 
suitable work systems to support the organizational strategies. People ach ieve 
success and develop their capability in line with the strategic intent of the 
organizations with the facilitation support of HR. Therefore, strategic partnership 
of HR exerts impact on HR services like; design of work systems, recruitment, 
compensation Tnanagement, performance management, career development, etc. 

2. Employee Advocate: As a sponsor or advocate of people, HR managers play an 
integral role in achieving organizational success. Advocacy role requires expertise 
in nurtu ring a work environment that motivates people to spontaneously 
contribute to organizational needs. People by developing their problem solving 
skills would feel responsible to set their own goals, achieve tbe same through 
self-empowerment and develop a sense of ownership of the organization. The 
scope of employee advocacy role for HR managers, therefore, encompasses wide 
range of issues concerning organizational culture and climate. Competency 
development, commitment to customers, employee development opportunities, 
employee assistance programmes, strategic compensation designing, 
organizational development, etc., are some of the initiatives taken by the HR 
managers in this direction. 

3. Change Champion: Organizational change is a regu lar phenomenon. 
Organizational change can be either planned or routined. Planned changes are 
initiated in response to the business environment changes, while routine changes 
are regular changes, more in the nature of periodic organizational restructuring. 
Both in the case of a planned change and routine change, HR managers play a 
crucia l role. HR requires constantly evaluating the effectiveness of the 
organization results and understanding the need for change, so that organization 
can continue to grow. To champion the change, HR managers s~uld have 
adequate knowledge and skill not only to identify the change areas but also to 
execute the change process, with least employee resistance and dissatisfaction. 
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These apart, HR managers can play the role of business partners. policy formu lators. 
internal consultants. service providers and monitors. 

We can better appreciate the HR managers' role, going through this advertisement for 
an HR manager of a large organization . 

. Job Title: HR Manager 

Responsible to (Line): General Manager 

Responsible to (Function): HR Head 

Responsible for (Line): Steel Manufacturing HR 

Purpose/Role: Provide a professional integrated HR service aligned to the bus iness 
strategy of the organization. 

Key Aims and Objectives 

I. Capable to use creative and innovative methods to harmonise diverse HR and 
business concepts and pol icies. 

2. Develop and implement integrated and coherent HR strategies to suit the local 
environment, aligning with organizational objectives. 

3. Optimise deployment of human resources. 

4. Frame suitable HR policies, procedures and systems 10 accordance with 
organizational HR values. 

5. Work within budget. 

Prime Responsibilities and Duties 

I . To contribute and assist in the development and achievement of the corporate 
objectives through support and advice to Management on the optimum 
deployment of human resources including the development of supporting 
strategies, policies and procedures. 

},_ Develop, introduce and maintain appropriate HR policies, procedures and 
systems, which are aligned with the organization. 

J. Assist in the expansion and enhancement of sustainable business. 

4. To manage the implementation of the company's HR strategy. 

5. Ensure business compliance w ith policies, procedures and legislations. 

{>. Develop and implement recruitment programmes which comply with a ll legal 
requirements, code of practice and organizational policy. 

7. Develop suitable remuneration packages for employees based upon sound market 
information. 

8. Resource vacancies in a prompt, professional and cost effective manner. 

9. Develop and manage budgets within HR function. 

10. Contribute to the development of HR strategy for the organization. 

11. Develop and progress appropriate resource strategies and plans with relevant line 
management. 

12. Development and administration of policies for assigning staff away from their 
normal workplace. 

1"1. Ensure effective implementation of health and safety policy. 



Allied Occasional Duties 

I. Implementation of the company's discip linary and grievance procedures. 

2. Advising management on maintain ing good employee relations. 

3. Contribute to the development of manpower and succession plans. 

4. Produce timely and accurate management information and reports on human 
resources. 

5. Advise line management on appropriate labour law issues. 

6. Work closely with other aspects of the operation to facilitate the development and 
harmonisation of common areas. 

Core Competencies 

I. Openness 

2. Safety, Healthy Environment 

3. Drive for Excellence 

4. Self-motivation 

5. Flexibility 

6. Adaptability 

7. Perceptiveness 

8. Interpersonal awareness 

9. Communication 

I 0. Cross cultural awareness 

I I. Business and commercial awareness 

I 2. Influencing leadership 

9.10 PRJNCIPLES OF HRM 

The main functions of human resource management are classified into two categories: 
Managerial Functions and Operative Functions. 

9.10.1 Managerial Functions 

The following are the managerial functions of Human Resources Management: 

• Planning: The planning function of human resource department pertains to the 
steps taken in determining in advance personnel requirements, personnel 
programmes, policies, etc. After determining how many and what type of peop le 
are required, a personnel manager has to devise ways and means to motivate them. 

• Orga11h,atio11: Under organization, the human resource manager has to organize 
the operative functions by designing structure of relationship among jobs, 
personnel and physical factors in such a way so-as to have maximum contribution 
towards organizationat objectives. In this way, a personnel manager performs 
following functions: 

❖ Preparation of task force 

❖ Allocation of work to individuals 

❖ Integration of the efforts of the task force 

❖ Coordination of work of individual with that of the department 
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• Directing: Directing is concerned with initiation of organized action and 
stimulating the people to work. The personnel manager directs the activities of 
people of the organization to get its function performed properly. A personnel 
ma nager guides and motivates the staff of the organization to follow the path laid 
down in advance. 

• Co111rolling: It provides basic data for establ ishing standards. makes job analysis 
and performance appraisal, etc. All these techniques assist in effective control of 
the qualities. time and efforts of workers. 

9.10.2 Operative Functions 

The follov,1i ng are the operative functions of Human Resource Management: 

• Procurement of Personnel: It is concerned with the obtaining of the proper kind 
and number of personnel necessary to accomplish organization goals. It deals 
specifically with such subjects as the determination of manpower requirements, 
their recruitment, selecting, placement and orientation, etc. 

• Development of Personnel: Development has to do with the increase through 
training, skill that is necessary for proper job performance. In this process, various 
techniques of training are used to develop the employees. Framing a sound 
promotion policy, determination of the basis of promotion and making 
perform ance appraisa I are the elements of personne I development function. 

• Compensation to Personnel: Compensation means determination of adequate and 
equitable remuneration of personnel for their contribution to organization 
object ives. To determine the monetary compensation for various jobs is one of the 
most difficult and important function of the personnel management. A number of 
decisions are taken into the function, viz., job-evaluation, remuneration, policy, 
inventive and premium plans, bonus policy and co-partnership, etc. It also assists 
the organization for adopting the suitable wages and salaries, policy and payment 
of wages and salaries in right time. 

• Maintaining Good Industrial Relation: Human Resource Management covers a 
wide field. It is intended to reduce strifies, promote industrial peace, provide fair 
deal to workers and establish industrial democracy. If the personnel manager is 
unable to make hannonious relations between management and labour, industrial 
unrest will take place and millions of man-days will be lost. If labour management 
relations are not good the moral and physical condition of the employee will 
suffer, and it will be a loss to an organization vis-a-visa nation. Hence, the 
personnel manager must create hannonious relations with the help of sufficient 
communication system and co-partnership. 

• Record Keeping: In record-keeping, the personnel manager collects and maintains 
information concerned with the staff of the organ ization. It is essential for every 
organization because it assists the management in decision making such as in 
promotions. 

• Personnel Planning and Evaluation: Under thi s system, different type of 
activi ties are evaluated such as evaluation of performance, personnel policy of an 
organ ization and its practices, personnel audit, morale, survey and perfonnance 
appraisal, etc. 



9.11 FUTURE CHALLENGES BEFORE THE HR 
MANAGERS 

Because o f continuous changing socio-economic. technological and political 
co nditio ns . the human resource managers of the future shall have to face more 
prob lems in the management of labour. The human resource managers of today may 
find the mse lves obsolete in the future due to changes in environment if they do not 
update the mselves some of the important challenges \vh ich might be faced by the 
managers in the management of people in business a nd industry are discussed below: 

• /ncrensing Size of Workforce: The size of organizations is increasing. A large 
nurnher of mu ltinational organ izations have grown over the years. The number of 
people work ing in the organization has also inc reased. The management of 
increased workforce might create new problems and challenges as the workers are 
becomi ng more·conscious of their rights. 

• Increase in Educatiot1 Level: The governments of various countries are taking 
ste ps to eradicate illiteracy and increase the education level of their citizens. 
Ed ucated consumers and workers will c reate very tough task for the future 
managers. 

• Technological Advat1ces: With the changes coming in the wake of advanced 
techno logy, new jobs are created and many old jobs become redundant. There is a 
gene ral apprehension of immediate unemployment. In the competitive world of 
today, industry cannot hope to survive for long with old technology. The problem, 
of unemployment resulting from modernization will be solved by properly 
assessing manpower need_s and training of redundant employees in alternate skills. 

• Changes in Political Et1virot1met1t: There may be Government interference in 
business to safeguard the interests of worke rs, consumers and the public at large. 
Government's participation in trade, comme rce a nd industry will also pose many 
cha I lenges before management. The Government may restrict the scope of private 
secto,p in certain areas in public interest. It does not mean chances of co-operation 
hetween the Government and private sector, a re ruled out. In fact, there will be 
more and more joint sector enterprises. 

• Increasing Aspirations of Employees: Considerable changes have been noted in 
the workers of today in comparison to their counterparts of I 950s. The workers 
are becoming more aware of their higher I eve 1 needs and this awareness would 
intensify further in the future workers. 

• Changing Psychosocial System: In future, organizations will be required to make 
use of advanced technology in accomplish ing their goals while satisfying human 
needs . In the traditional bureaucratic model, the o rganizations were designed to 
achieve technical functions with a little consideration given to the psychosocial 
system. But future management would be required to ensure effective 
particip<llion of lower levels in the managemen t of the o rganization system. 

• Computerized Information System: In the past, the a utomation of mamrfacturing 
processes had a major effect upon the systems of production, sto rage, hand ling 
and packaging, etc. More recently, there has been a nd in the future there win be 
the impact of revolutionary computerized information- system o n management. 
This revolutionary development would cover two primary areas of personnel 
management which are as follows: 

❖ The use of electronic computers for the collection and processing of data, and 

❖ The direct application of computers in the managerial decision making 
process. 
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• Mobility of Professional Perso1111e/: Organizations "ill expand the use of 
-boundary agents whose primary function will be achieving coordination \\"ith 
the environment. One interesting fact will .be an increase in the mobility of various 
managerial and professional personnel between organizations. As ind ividuals 
develop greater technical and professional expertise. their services \\' i II be in 
greater demand by other organizations in the environment. 

• Changes in Legal Environment: Many changes are taking place in the legal 
framework within which the industrial relations systems in the co11ntry are now 
functioning. It is the duty of the human resource or personnel executive to be 
aware of these changes and to bring about necessary adjustments "ithin the 
organizations so that greater utilization of human resources can be achieved. This, 
indeed, is and would remain a major challenge for the personnel executive. 

• Management of Human Relations: On the industrial relations front, things are 
not showing much improvement even after so many efforts by the government in 
this direction. Though a large number of factors are responsible for industrial 
unrest but a very significant cause is the growth of multiunions in industrial 
complexes having different political affiliations. Under the present conditions, it 
appears that inter-un ion rivalries would grow more in the coming years and might 
create more problems in the industry. 

Management of human relations in the future will be more complicated than it is 
today. Many of the new generation of employees will be more difficult to motivate 
than their predecessors. This w ill be in part the resul t of a change in value systems 
coupled with rising educational levels. Greater skepticism concerning large 
organizations and less reverence for authority figures will be more common. 
Unquestioning acceptance of rules and regulations will be less likely. 

9.12 HRM IN THE NEW MILbENNIUM 

Traditionally, the personne l function centred around control and direction of 
employees for achievement of pre-determined goals. The Human Resources 
Approach, in direct contrast to this, recognises the worth of human being in the 
realisation of corporate goals. It takes a supportive and developmental route to achieve 
results through the cooperative efforts of employees. When opportunities for growth 
and enhancement of skills are available, people will be stimulated to give their best, 
lead ing to greater job satisfact ion and organizational effectiveness. The manager's 
role, too, has undergone a dramatic change over the years. From control and direction 
of employees, he is expected to move towards clarifying goals and paths and creating 
a supportive and growth-orien ted environment, where people are willing to take up 
assigned roles willingly and enthusiastically. The effective use of people is the most 
critical factor in the successful accomplishment of corporate goals. To be effective, 
therefore, Human Resource managers need to understand the needs, aspirations, and 
concerns of employees proactively, face the challenges head-on and resolve issues 
amicably. They are expected to successful ly evolve an appropriate corporate culture, 
take a strategic approach to the acquisition, motivation and development of human 
resources and introduce programmes that reflect and support the core values of the 
organization and its people. Th is is easier said than done in view of constant changes 
in environment characterised by the following things: 

• Size of workforce: Corporates have grown in size considerably in recent years, 
thanks to global competition in almost all fields. The size of the workforce, 
consequently, has increased, throwing up additional challenges before HR 
managers in the form of additional demands for better pay, benefits and working 
conditions from various sections of the workforce constantly. 



• Composition of workforce: The workforce composition is also changing over the 
years. The rising percentage of women and minorities in the workforce is going to 
alter workplace equations dramatically. Demands for equal pay for equal work, 
putting an end to gender inequality and bias in certain occupations. the breaking 
down of glass cei ling have a lready been met. Constitutional protec t ion ensured to 
minorities has a lso been met to a large extent by HR managers in public sector 
units. The new equations rnay compel HR managers to pay more a ttention to 
protecting the rights of the other sex and ensure statutory protec tion and 
concess ions to minorities and disadvantaged sections of soc iety . The shifting 
character of work force in terms of age, sex, re ligion, region, caste ere., is going to 
put pressures on HR managers trying to integrate the efforts of people from 
various places. Managing hererogeneous and culturally diverse groups is going to 
stretch the talents of HR managers fully. 

• Employee -expectations: " Instead of attempting to force employees to conform to 
·corporate mould' future managers may well have to make more al lowances for 
individual differences in people". (Math is and Jackson p. 616). Nowadays 
workers are better educated, more demanding and are ready to voice strong, 
violent and joint protests in case their expectations are not met. The list of 
financial and nonfinancial demands is ever-growing and expanding. In 
fast-changing ind ustries such as software, telecom, ente rtainment and 
pharmaceuticals the turnover ratios are rising fast and if HR managers do not 
respond positively to employee expectations, the acqu isition and development 
costs of recruits are going to mount up steadily. An efficient organization is, 
therefore required to anticipate and manage turnover through human resource 
planning, training schemes followed by appropriate compensation packages. 

• Changes in technology: Increased automation, modernization and 
computerization have changed the way the traditional jobs are handled. In such a 
scenario unless employees update their knowledge and skills constantly, they 
cannot survive and grow. This will necessitate training, retraining and mid-career 
~raining of operatives and executives at various levels. Where such initiatives are 
missing, it becomes very difticu ll for employees to face the forces of technology 
with confidence and get ahead in their careers steadily. 

Check Your Progress 

Fill in the blanks: 

I . _ ____ was regarded as a commodity to be bought and s·o ld. 

2. An organization's success increasingly depends on the _____ _ _ 
of employees. 

3. _ ____ is concerned with initiation of organized action and stimula t­
ing the people to work. 

4. _ _____ means determination of adequate and equitable 
remuneration 
objectives. 

of personne~ for their contribution to organization 

9.13 LET US SUM UP 

People have always been central to organizations but their strategic importance is 
increasing in today's knowledge-based industries. When properly motivated. even 
ordinary people can de liver extraordinary results. HRM is responsible for the people 
dimension of the organization. Jt is a pervasive force, action-oriented, individually­
oriented, development-oriented, future-focused, and integrative in nature and is a 
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compre hensive function. HRM aims at achieving organizational goals. meeting the 
expec tations of employees: developing the kno,, ledge. skills and abilit ies of 
employees, improving the quality of working life and manage human resources in an 
ethical and socially responsible manner. 

From an organizational standpoint, good HR prac tices help in a11racting and retaining 
ta lent, train people for challenging roles. develop their skills and competencies. 
increase productivity .and profits and enhance standard of living. HR can be a source 
of competitive advantage. when the talents of people working in the company are 
valuable. rare; difficult to imitate and well organized to deliver efficient and effective 
results. Strategic HRM is the linking of HRM with key goals and objectives with a 
view to improve bus iness performance and develop organizational cultures that foster 
innovation and nexibility. Strategic HR differs radically from traditional HR in a 
number of ways. The field of HRM evolved both in India and elsewhere, over a 
number of years to its present level of sophistication and use of proactive methods. 

The effective use of people is the critical factor in the successful accomplishment of 
corporate goals. To this end HR managers need to understand the needs, aspirations of 
employees proactively, face the challenges head on and resolve issues amicably in the 
years ahead. 

9.14 LESSON END ACTIVITY 

Visit any organization and illustrate the change champion role of their HR manager. 
Give your answer, duly listing the nature and degree of changes, which the sample 
organ ization faced over the years. 

9.15 KEYWORDS 

HRM: A process of bringing people and organizations together so that the goals of 
each one are met, effectively and efficiently. 

Recruitment: The process of finding and attracting capable applicants for 
employment. 

Selection: The process of matching the qualifications of applicants with job needs and 
choosing the most suitable one. 

Training: A learning process designed to achieve a relatively permanent change in an 
individual that will improve the ability to perform on the job. 

System: Two or more parts working together as an organised whole with clear 
boundaries. 

Strategic Human Resource Management (SHRM): It is a competency-based 
approach for management of HR. It focuses on developing HR for sustainable 
competitive advantage. 

9.16 QUESTIONS FOR DISCUSSION 

I. Define HRM. Outline its objectives and scope. 

2. Why has the HRM function increased in s tature and influence in many 
o rganizations? 

3. What do you mean by the "Systems approach to HRM"? What are the important 
subsystems of H RM? 

4. Why is it correct to say that all managers arc involved in the HRM function? 



5. What are the general functional areas of HR M? Answer these keeping in view the 
H RM functions of any organization? 

6. Briefly discuss the principles for function ing o f HRM system of an organization. 
What are the important roles of HR Manger? 

7. ··The challenge and the role of HR Manager being what it is, it is strange that its 
status is not recognised and respected--. Comment. Describe HR's role as a 
s trategic partner in formulating and in executive strategy. 

8. Why has the HRM scope increased in stature and influence in many organiza­
tions? 

9. Are people always an organization's most valuable assets? Why or why not? 

I 0. To be a strategic business contributor, HR Managers must enhance organizational 
performance, expand human capital. and be cost-effective. Discuss the roles of 
HR Manager. 

Check Your Progress: Model Ans we.­

I. Labour 

2. Knowledge, skills and abilities (KS As) 

3. Directing 

4. Compensation 
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After studying this lesson, you should be able to: 

• Discuss the concept of Manpower Planning 

• Describe the origin and evolution of Manpower Planning 

• Explain the perspective of HRP in an Organization 

• Identify the contemporary approach of Manpower Planning 

• Describe the components of Manpower Planning 

• Understand the various steps in HRP 

• Discuss the process and constraints in Manpower Planning 

• Describe Manpower Demand Forecasting 

• Explain Manpower Planning at Macro Level 

10.1 INTRODUCTION 

Compariso_n of the present manpower to future needs of an organization, duly 
identifying skill and competency gaps and subsequently developing plans for building 
the manpower needed in future is the basic process of Manpower Planning (HRP). 
The process not only limits its focus on such assessment but also tries to ensure that 
the required competency is maintained in line with organizational mission, vision and 
strategic objectives. HRP provides a strategic basis for taking HR decisions, and 
anticipating change. It is not merely concerned with manpower demographics, 
tum-over projections, succession planning, etc. Therefore, HRP helps to plan 
replacements and changes in manpower competencies in a systematic manner. Of late 
HRP has become an important enterprise wide strategic function not only to achieve 
goals and objectives but also to sustain the present level in organizations. Globally, 
skill shortages, competency gaps, redundancies, downsizing, rightsizing are the major 
issues in today's organizations. Such syndromes have become so acute in Indian 
organizations that almost every day we find newspapers carrying reports on job cut or 
manpower redundancies. These phenomena have changed the structure o f 
employment relations in Indian organizations, not to tal k about global organizations. 
All major Indian organizations like, SAIL, Keltrons, IBP, Tata Iron & Steel, etc., are 
going for manpower redundancies in a phased manner. Commercial banking 
organizations in India recently reduced 30% of their workforce at a whopping cost of 
ti 0,000 crore. 

There are many reasons for such manpower or manpower redundancies, although at 
the corporate level, the only possible reason attributed to such cause is skill 
obsolescence. Inadequate business planning, inflexibility of job descriptions, absence 
of training and development programmes are some of the identified causes. But the 
biggest problem lies with inadequate Manpower Planning (HRP). With labour 
percentage increasing at the rate of 1.09% against job opportunities of 0.96% ( during 
the period from 1993-94 to 1999-2000), large-scale manpower redundancies are 
further adding fue l to the fire, causing a national problem. 

10.2 CONCEPT OF MANPOWER PLANNING 

Manpower or human resource is a primary resource without which other resources 
like physical and financial, cannot be put into use. Even a fully automatic unit requires 
manpower to run it and also to plan for further improvement. 



To achieve any goal , manpower requirement needs to be assessed, located and 
harnessed. HRP is not mere assessment of the number of men required. An 
organization has to categorize men as per their knowledge and skills and also ensure 
their ba la need allocation. Improper manpower planning may lead to over-staffing 
increasing direct cost (viz., salary), cost of training, amenities. apart from the cost of 
production. Under-staffing also affects production, morale and productivity. 

Optimum manpower planning, therefore, aims at: 

• Ba lane ing demand, supply, distribution and allocation of manpower. 

• Control I ing cost of manpower. 

• Formula ting policies on transfer, succession, relocation of manpower. 

HRP/Manpower Planning is essential wherever production of goods and services are 
involved. This may be done either by external agencies (consultants, suppl iers of plant 
and machineries) or internal agencies (Personnel Department, Industrial Engineering 
Department, Production Department, etc.) 

Manpower planning is a planning process by which an organization can move from its 
current manpower position to its desired manpower position. lllrough manpower 
planning, an organization strives to have the right number and the right kinds of 
people at the right places at the right time. However, this definition only focuses on 
assessment of manpower needs in an organization. More appropriately manpower 
planning may be defined as a strategy for acquisition, utilization, improvement and 
retention of manpower. 

10.2.1 Activities Required for Manpower Planning 

Manpower planning consists of a series-of activities, which can be listed as follows: 

• Forecasting future manpower requirements: This is done either in tenns of 
mathematical projections or in terms of judgmental estimates. Mathematical 
projections are done extrapolating factors like, economic environment, 
development trends in industry, etc. Judgmental estimates, on the other hand, are 
done depending on the specific future plans of a company by managerial 
discretion, which is based on past experience. 

• Preparing an inventory of present manpower: Such inventory contains data 
about each employee's skills, abilities, work preferences and other items of 
infonnation. Inventory of manpower resources helps in assessing the extent of 
deploying such resources optimally. 

• Anticipating problems of manpower: This can be done by projecting present 
resources into the future and comparing the same with the forecast of manpower 
requirements. This helps in detennining the quantitative and qualitative adequacy 
of manpower. 

• Meeting manpower req11irements: This can be achieved through planning, 
recruitment and selection, training and development, induction and placement, 
promotion and transfer, motivation and compensation to ensure that future 
manpower requirements are correctly met. 

10.2.2 Objectives of Manpower Planning 

The firs t objective of manpower planning is to integrate planning and contro~ of 
manpower with organizational planning to ensure bes t possible utilization of all 
resources. 



254 
Principles of Manugcm<'nt 

The next objective is to coordinate manpower policies of the organizatio n. 
Requirement and selection. training and development programmes. placement and 
induction programmes, promotion and transfer policies, decisions on remune ration 
and rewards, etc., affect the future need of manpower. Without proper coordinat ion of 
manpower policies with each such decision, it is difficult to achieve the corporate 
objectives. Therefore, it is necessa ry to harmonize such objectives (corporate) with ihe 
manpower planning system. Without coordination, a company's plans may get 
frustrated for not having the ri g ht people in the right place at the right time. 
Subsequent objectives of manpower planning are to: 

• Achieve efficiency of work in all spheres of the corporate body. 

• Ensure cost minimization. 

• Eliminate all types of wastages including waste of time. 

• Maintain required levels of skill and competency, matching present and future 
needs of the organization. 

I 0.2.3 Responsibilities of the HR Department 

HR Department, as an interna l agency, plays a crucial role in manpower planning. Its 
responsibilities in regard to manpower planning may be summed up as follows: 

• The first responsibility is to put pressure on the operating management to plan and 
establish objectives. HR Department at this stage is required to assist and to g ive 
counsel to the operating management groups from time to time. 

• It has to collect data in total organization terms and to ensure that manpower 
planning is carried out, keeping pace with the long range objectives and the total 
business plan of the organization. 

• It has to measure and monitor performance against the plan and provide feedback 
to the top management. 

• It has to carry out research for effective manpower and organizational planning. 

10.2.4 Objectives of HRP 

The first objective of manpower planning is to integrate planning and control of 
manpower with organizational planning to ensure best possible utilization of all 
resources. The next objective is to coordinate manpower policies of the organization. 
Requirement and selection, training and development programmes, placement and 
induction programmes, promotion and transfer policies, decisions on remuneration 
and rewards, etc., affect the future need of manpower. Without proper coordination of 
manpower policies with each such decision, it is difficult to achieve the corporate 
objectives. Therefore, it is necessary to harmonize such objectives (corporate) with the 
manpower planning system. 

Without coordination, a company's plans may get frustrated for not having the right 
people in the right place at the right time. Subsequent objectives of manpower 
planning are to: 

• Achieve efficiency of work in all spheres of the corporate body, 

• Ensure cost minimization, 

• Eliminate all types of wastages including waste of time and 

• Maintain required levels of sk il l and competency, matching present and future 
needs of the organization. 



10.3 MANPOWER PLANNING - ITS ORIGIN AND 
EVOLUTION 

Management of manpower, as a subject of study even though of relatively recent 
origin, the concept upon which the theory is based, dates back to 400 B.C. (Chaldeans 
Inventive wage plans). Minimum wage and incentive wage plans were in Babylonian 
Codes of Hammurabi around 1800 B.C. The Chinese as early as 1650 B.C. had 
originated the Principle of Division of Labour (Specialization). The 'Span of 
Management' and the related concepts of organization were well understood by Moses 
around 1200 B.C. In India, Kautilya observed a sound base for systematic 
management of manpower, as early as 4th century B.C. 

Prior to Industrial Revolution. the status of labour was extremely low and the human 
relationships between the employer and the employees were characterized by slavery. 
serfdom and the guild system. Slavery was based on negative incentive system and 
serfdom was based on positive incentive system. However, both these system s were 
replaced with the growth of manufacturing and commercial enterprises by the gu ild 
system involving master craftsman (the owner), the journeyman (the travelling 
worker) and the apprentice. Guild system marked the beginning of Manpower 
Planning for selection, training and development of workers and emergence of 
collective bargaining for wages and working conditions. 

The Industrial Revolution followed the new economic doctrine of laissez-faire. New 
industrial organizations were characterized by the factory system (a change from 
cottage system or home centred production system), which deteriorated the employer­
employee relationship due to unhealthy work environ:ment, long working hours, 
fatigue, monotony, strain, increased likelihood of accidents, etc . . _· 

Reviewing the history, it is observed that great thrust had been given to personnel 
management functions by business expansion, labour strategies and higher wage rates 
during World War I (1917). Many of these activities had been initiated for welfare and 
paternalism. The Great Depression of 1920-21 threw many personnel men out of jobs 
and this created a disillusion for this profession. A number of literatures came up 
worldwide during 1920-22 , dealing with different areas of personnel administration. 
By 1923, the profession had reached the stage of maturity, as organizations started 
giving importance to it like other core functions, viz. production and marketing. 

10.3.1 Deve]opment Process 

Tracing the history, we find that personnel function derived from the introduction of 
welfare and charitable activity. Initially welfare was perceived as a moral duty and 
later it was considered as the precondition for industrial efficiency. The second 
development sprung from the employers' endeavours to cope with the cha llenges of 
trade unionism. The third phase could be attributed to the development of the concept 
of humanization of work. 

Factors which are responsible for development of this profession in a phased manner 
can be listed as follows: 

• Technological changes are taking place at a rapid pace throughout the world. Such 
changes have a great bearing upon personnel functions because they 
fundamentally have changed the relationship between people and work. From an 
overall point of view, they have induced a major change in the economic system 
and the structure of the society. 

• The rising competition both at home and abroad (in cases of International Trade), 
virtually reduces the profit to the level of production cost (unless the industry is 
monopolist). The free movement of technology from one country to another does 
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not al lo\\. any production process 10 monopo lize a particular technology for its 
use. 

The rise of consumerism, government protect ion, so also international 
competition. has developed the necessity to maintain quality and price, which 
completely redress the opportunity to follow the traditional production method. 

• Social changes are also taking place at a fast pace. Business function is no longer 
a mere profit multiplying one. Organization being a part of the society, also owes 
something to it. 

• The political developments have also restructured trade unionism. Trade unionists 
are no longer mere wage bargainers. 

• The structural changes in employment (more oriented towards white collared jobs, 
gradual decline of unskilled jobs) and changes in sector distribution of 
employment (more geared to tertiary or service secto rs) have also brought a great 
challenge to the employers. 

For the personnel profession, all these challenges have a great impact on their 
functions . 

Alienating and humanizing effect of repetitive and monotonous tasks in the wake of 
technological advancement is a universal phenomenon. Effective utilization of 
man-power under this technological environment is the prime challenge before today's 
personnel profession. Even in the United States of America (USA) at the present level 
of production, particularly for workers in the service industries, it is estimated only 
50% of the potential is available from existing human skills, initiative and energy. 
About 50 million employees are now considered obsolete in the USA, which includes 
a considerable number of engineers, IT professionals and technical people. Manpower 
obsolescence is also being faced by Japanese industries. Other industrially advanced 
countries are also facing a similar crisis. 

The history of evolution and growth of Personnel Management in India is not very 
old. The Royal Commission on Labour in 1931 for the first time recommended the 
abolition of Jobbers System and appointment of Labour Officers to deal with 
recruitment and to settle their grievances. The Factories Act, 1948, statutorily made it 
obligatory for the industries to appoint Labour Welfare Officers. Today, Personnel 
Management funct ion in India encompasses all the professional disciplines like, 
Welfare, Industrial Relations, Personnel Administration, Manpower Development 
(HRD), etc. 

The general functional areas of personnel vis-a-vis HRD professionals can be grouped 
under five major heads as below: 

I. Determining and staffing for employment needs, 

2. Measuring perfonnance and developing employee potential, 

3. Preserving effective employee-management relationships, 

4. Uncovering and resolving employee problems and 

5. Anticipating and coping with organizational change. 

The new changes have extended the funct ional horizon areas. From a legalistic 
approach it extended to human relations. From a mere passive factor of production, 
employees are now perceived as manpower. The functional demand, therefore, 
encompasses many areas like; management by anticipation, more use of work teams 
by small group activities/quality circles, practising tota l quality management culture, 
etc. 



10.4 PERSPECTIVE OF HRP IN AN ORGANIZATION 

Manpower planning is a highly important and useful activity. If used properly, it 
offers a number of benefits: 

1. Reservoir of talent: The organization can have a reservoir of talent at any point of 
time. People with requisite skills are readily available to carry out the assigned 
tasks. 

2. Prep(lre people for f11111re: People can be trained. motivated and developed in 
advance and this helps in meeting future needs for high-quality employees quite 
easily. Likewise, manpower shortages can a lso be met comfonably (when people 
quit the organization for various reasons) through proper manpower planning. 

3. Exp"nd or contract: If the organization wants to expand its scale of operations, it 
can go ahead easily. Advance planning ensures a continuous supply of people 
with requisite skills who can handle challenging jobs easily. 

4. Cut costs: Planning facilita tes the preparation o f an appropriate HR budget for 
each department or division. This, in tum, helps in controlling manpower costs by 
avoiding shortages/excesses in manpower supply. The physical faci lities such as 
canteen, quarters, school, medical help, etc., can a lso be p lanned in advance. 

5. Succession planning: Manpower planning, as pointed out previously, prepares 
people for future challenges. The 'stars' can be picked up and kept ready for 
further promotions whenever they arise. All multinational companies for example, 
have this policy of having a 'hot list' of promising candidates prepared in advance 
e.g., HLL, Proctor & Gamble, Godrej consumer products, etc. Such candidates are 
rolled over various jobs and assessed and assisted continuously. When the time 
comes, such people 'switch hats' quickly and replace their respective bosses 
without any problem. 

10.5 MANPOWER PLANNING-A CONTEMPORARY 
A PPROACH 

Armstrong (2001) has modified the phases of traditiona l manpower planning to reflect 
aims more appropriate for contemporary circumstances. He outlines these aims as: 

• To attract and retain the number of people required with the appropriate skills, 
e xpertise and competencies to anticipate problems of potential surpluses or 
deficits of people. 

• To develop a well-trained and flexible workforce, th us contributing to the 
organization's ability to adapt to an uncertain and changing environment. 

• To reduce dependence on extemat recruitment when key skills are in short supply 
by formulating retention and development strategies. 

• To improve the utilization of people by introducing more flexible systems of 
work. 

This approach differs from traditional HRP in that it puts greater emphasis on the 
'soft ' side of HRP but there are still elements of the ' hard' approach, e.g., in the 
balance between demand and suppty forecasting. lt also differs from the traditional 
approach in its emphasis on the internal labour s upply. A fundamental difference 
between this model and the traditiona~ HRP mode l is the underlying assumption that 
much of the process might be rather vague. 

It cannot be assumed that there will be a weH-art•culated business plan as a basis for 
the HR plans. The business strategy may be evolutionary rather than deliberate; it may 
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be fragmented, mtu1t1ve and incremental. Resourcing decisions may be based o n 
scenarios that are riddled \\"ith assumptions that may or may not be correct and cannot 
be tested. Resourcing strategy may be equally vague or based on unproven beliefs 
about the future. It may contain statements about, for example, building the skills 
base, which are little more than rhetoric. (Armstrong, 2001: 362) 

Such statements could lead one to question whether there is any point to the process at 
all. Armstrong (2001) goes on to argue that even if all that is achieved is a broad 
statement of intent, ' this could be sufficient to guide resourcing practice generally and 
would be better than nothing at all". However, this does suggest that any plans 
inevitably have to be tentative. flexible and reviewed and modified on a regular basis. 

The following are the contemporary approach in HRP: 

Business Strategy 

The first key element of this model is business strategy. Business strategy can be 
either deliberate or emergent. Deliberate strategies assume a rational evaluation of 
external and internal circumstances and an identification of the best way to ensure 
competitive advantage. Emergent strategies, on the other hand, are the product of 
market forces: 'the most appropriate strategies ... emerge as competitive processes 
that allow the relatively better performers to survive while the weaker performers are 
squeezed out ' . 

Resourcing Strategy 

In this model, the resourcing strategy derives from the business strategy and also feeds 
into it. 

For example, the identification of particular strengths and capabilities might lead to 
new business goals, especially if strategy forma tion is emergent rather than del iberate. 
The rationale underpinning Armstrong's perception of this strategy is related to the 
resource based view of the firm: 'the aim of this strategy is therefore to ensure that a 
firm achieves competitive advantage by employing more capable people than its 
rivals'. 

Thus, the implicit assumption is that the vertical integration.between business strategy 
and resourcing strategy will include practices designed to attract and retain a high­
quality workforce, such as offering rewards and opportunities that are better than 
compelitors and seeking to maximize commitment and trust. 

Porter (I 985) proposes three strategic options for securing competitive advantage: cost 
reduction, quality enhancement and innovation. A high-commitment approach is more 
likely to 'fit' with the latter two strategies than with a strategy based on cost reduction. 
Work in the USA (Arthur, 1992) found that the majority of firms in the study that 
were following a cost reduction business strategy had poor HR practices (e.g., 
relatively low pay, minimal training, little communication and no formal grievance 
mechanisms). However, the cos t reduction model is frequently associated with a lack 
of fonnalization and plann ing so the process of developing a resourcing strategy may 
be more likely to include a high-commitment approach. 

Scenario Planning 

This element is not explicit in traditional HRP models and reflects a development in 
planning models designed to cope with increased uncertainty and unpredictability in 
the environment. Scenario planning can be used to supplement or replace more 
traditional demand and supply forecasting. This approach is 'predicated on the 
assumption that if you cannot predict the future, then by speculating on a variety of 
them, you might just hit upon the right one'. This approach can help to broaden 



perspectives and consider c1 number of future options but each decision has its own 
costs and these also need to be considered. 

For example, opting to preserve flexibility might be an expense of following a c lear­
cut business strategy to secure competitive advantage. Similarly, devoting resources to 
the best scenario for the o rganization might be little more than wishfu l thinking. 
Scenario planning has been described here as a fa irly fonnal process but it can also be 
regarded as an informal approach to thinking about the future in broad tenns, based 
upon an analysis of likely changes in the internal and external environment. 

Forecasting and Labour Turnover 

Demand and supply forecasting in the model includes all 1he objective and subjective 
techniques described in the traditional model. The key difference lies in the emphasis 
given to labour turnover analysis; in the tradi1ional model, this is seen as an element of 
supply forecasting but here it is deemed worthy of its own category. 

Manpower Plans 

Manpower plans are derived from the resourcing strategy and take into account data 
from a combination of scenario planning, demand and supply forecas1ing and labour 
turnover analysis. The model again reflects the lack of certainty and predictabi lity: 
'the plans often have to be short term and flexible because of the difficulty of making 
firm predictions about manpower requirements in times of rapid change'. The plans 
are divided into four broad areas: resourcing, flexibility, retention and downsizing. 

Resourcing Plan 

This is primarily concerned with effective use of the internal labour market as well as 
attracting high-quality external applicants. Armstrong (2001) identifies two main 
components to the resourcing plan: the recruitment plan (e.g., numbers and types of 
people required, sources of candidates, recruitment techniques, etc.) and the 'employer 
of choice' plan. 

Flexibility Plan 

The flexibil ity plan is likely to involve the use of functional and numerica l flexibility. 
Armstrong (2001: 376) suggests that the aim of the flexibility plan should be to: 

• Provide for greater operational flexibility. 

• Improve the utilization of employees' skills and capabilities. 

• Reduce employment costs. 

• Help to achieve downsizing smoothly and avoid the need for compulsory 
redundancies. 

• Increase productivity. 

From this perspective, flexibility appears to be mainly employer-driven rather than a 
means to help employees achieve work-life balance and therefore there may be some 
potential contradictions between this and the 'employer of choice' plan described 
above. 

Alternatively, it may be that, different plans can be applied to different sections of the 
workforce. Purcell ( J 999) suggests that distinctions are growing in the treatment of 
core workers who may be nurtured owing to their contribution lo competitive 
advantage, and non-core periphera l or subcontracted workers. 
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R e1e111io11 Plan 

Manfred Kets de Vries (cited in Williams, 2000: 28) stated that ·today·s high 
performers are like frogs in a wheelbarrow: they can jump out at any time' . lt seems 
that increasing numbers of organizations recognize this and are turning their attention 
to the retention of key staff. The exact components of the retention plan will be largely 
detennined by the outcomes of labour turnover analysis and risk analysis and 
ini tiatives are likely to focus on 'pull' fac tors. Retention measures can include some or 
all o f the fo llowing: 

Pay and benefits - competitive rates of pay, deferred compensation (e.g., share 
optio ns. generous pension scheme), retention bonuses. flexib le benefits. benefits 
package that improves with service. Recruitment and selection - set appropriate 
s tandards, match people to posts, provide an accurate picture of the job. Training and 
development - good induction processes, provision of development opporrnnities to 
meet the needs of the individual and the organization, structured career paths. Job 
design - provision of interesting work, as much autonomy and team working as 
possible, oppor1unities for flexible working to meet the needs of the individua 1. 
Management - ensures managers and supervisors to have the ski lls to manage 
effectively. Attention to the skills and abilities of managers is perceived by some as a 
key element of retention: ' put simply, employees leave managers not companies· 
(Buckingham, 2000: 45). Buckingham (2000) argues that employees are more likely 
to remain with an organization if they believe that their manager shows interest and 
concern for them; if they know what is expected of them; if they are given a role that 
fi ts their capabilities; and if they receive regular positive feedback and recognition. 
However, he also suggests that 'most organizations currently devote far fewer 
resources to this level of management than they do to high-fliers'. 

Downsizing Plan 

T he fourth element of the manpower plan is the downsizing plan. This is concerned 
with the numbers to be 'downsized', the timing of any reduc tions and the process 
itsel f. Methods of reducing the size of the workforce include natural wastage, 
redeployment, and early retirement, voluntary and compulsory redundancy. 
Armstrong (200 I: 382) implies that this plan is implemented as a last resort: 'if all else 
fails, it may be necessary to deal with unacceptable employment costs or surplus 
numbers of employees by what bas euphemistically come to be known as 
downsizing'. 

Several studies suggest that downsizing frequently fails to bring the anticipated cost 
savings for organizations, leading Redman and Wilkinson (2001: 319) to state that 
'despite the real sufferings of many workers in an era of redundancy there have been 
few long-term benefits to justify its level of severity, nor an overwhelming economic 
just ification for its continuing blanket use'. 

Changes in organizational structures and the uncertainty of the environment have led 
to the development of more flexible and focused approaches to planning. Taylor 
(2002: 78-85) suggests a number of variants on the traditional planning process that 
may be more appropriate to organizations w ith unpredictable markets and structures. 

Micro-planning uses similar techniques to more traditional HRP but concentrates on 
key problem areas rather than the organization as a whole. The more limited scope, 
both in terms of coverage and time, makes the process more manageable and the 
re sults more immediately visible. Micro-planning is likely to be a one-off activity 
rather than an ongoing process. It can be used to address a variety of issues such as 
skills shortages, new legislation, competitor activity Of a new business opportunity. 



Contingency planning is based on scenario planning and enables organizations to draw 
up a number of different plans to deal with different scenarios. This can enable HRP 
to switch from being a reactive process undertaken in order to assist the organization 
achieve its aims, to become a proactive process undertaken prior 10 the fonnulation of 
wider organizational objectives and strategies. On the other hand, Mintzberg argues 
that, in practice, contingency planning presents several problems. Firstly, the 
contingency that does occur may not be one that was thought of; and secondly, the 
presentation of a number of different options may lead to no action at all - 'paralysis 
by analysis' 

J n succession planning, the focus is primarily on recruitment and retention and the 
ability of the organization to fill key posts. It is likely that this will relate to a 
relatively narrow group of people. There is nothing new about organizations 
identifying and grooming people to fill key posts; in fact, succession planning has 
always been an element of traditional HRP. The traditional approach relied on 
identifying a few key individuals who would be ready to take on senior roles at certain 
points in time. 

H owever, to be effective, this requires a stable environment and long-tenn career 
plans. In response to a rapidly changing environment where the future is uncertain, the 
focus has moved away from identifying an individual to fill a specific job towards 
developing talent for groups of jobs and planning for jobs that do not yet exist. Jn 
addition, the emphasis is on balancing tlle needs of the organization with the 
aspirations of employees and on increasing the diversity of the ·senior management 
group in terms of competencies and qualities. 

The lack of labour market protection, the weakness of unions and the intense pressure 
on private and · public sector companies a like to improve their profitability and 
efficiency have meant that the fashionable doctrine of downsizing has spread like 
contagion. Succession planning is often linked to competency frameworks and the key 
challenge is to identify the competencies that will contribute to future organizational 
performance rather than those that have been va lued in the past. 

10.6 MANPOWER PLANNING COMPONENTS 

As we have noted, planning is used by organizations to buffer production or service 
delivery processes from sources of uncertainty. Manpower programs for the 
recruitment, selection, training, and motivation of employees help reduce uncertainty 
by ensuring that a sufficient number of people with the required characteristics and 
ski lls are available at all levels in the organizations. 

When the planning horizon is short, there is little uncertainty about which skills and 
how many people will be needed, and it is relatively easy to predict supply. However, 
rapid and ongoing changes in today's business environment mean that the future 
cannot be easily anticipated by simply projecting past trends. As the focus of planning 
moves from short term to intennediate term, the question "What will we need?" is less 
easily answered and becomes more dominant. For intermediate-tenn planning, there is 
also more uncertainty related to the question, "What wilt be available?" Consequently, 
manpower planning for the more distant future qu1ckly raises the question, "How can 
we determine what will be needed and what will be available?" Jn otheF words, more 
technical attention must be given to the problem of forecasting. As in short-term 
manpower planning, the twin problems, of forecasting, demand and forecasting supply 
both must be addressed before objectives can be established and programs developed. 
With increased uncertainty, interaction between the manpower planner and line 
managers is even more critical for making accurate demand and supply forecasts. 
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Manpower planning is probably one of the most critical elements in linl-;iug the \\·ork 
of the human resources function to the business goals of the company ... ,1 is important 
to recognize that certain aspects of human resource management tend to have 
potentially high strategic consequences. Since WW II and the growth of modem 
management science, solid business planning has become the key differentiator 
enabling competitive success. It seems unnecessary to point out that planning for a 
businesses' most critical resource is essential. As we move through the 21st century 
where a globalized workforce is the basis of competition we find that the principles of 
manpower planning are unchanging. Certainly, the h_ow, what, and why of manpower 
planning change dynamically and often; but the basic principles are like the glacier -
very slowly, over eons. 

As most planning models would indicate, the planning processes need to be circular 
and connected dynamically. The link between manpower planning and business 
strategic planning is vital if personnel programs and systems are to be attuned 10 the 
changing needs of an organization. The impact of not doing long-tenn manpower 
planning is to cause the overall business plan to be limited to current human resources 
in trying to accomplish the plan. To achieve most long-term business plans requires 
some change in human resources from current state to the necessary state. The 
business goals achieved are often less that those possible with successfully 
implemented manpower p lans. 

Especially in the areas of policy development and implementation it is "obvious and 
difficult to refute advice that effective human resource policies require manpower 
planning, which in tum, requires effective integration with an organization's strategic 
planning process.''. 

It is evident that manpower planning are becoming more and more important in 
business circles. "Because business profits are squeezed by inflation and a weakened 
economy, management is also concerned with personnel costs and is seeking to 
achieve increased output with the same or fewer staff. Govemment at all levels both 
nationally and internationally (Federal, state, local, etc.) is interested in how 
employers treat their employees. They, therefore, add factors that must be considered 
in any manpower plan (work and wage laws, labour laws, etc,). "The net impact of the 
expanding government intervention has been an increase in the attention given to 
manpower planning in a ll of the problem areas." 

So, while the principles and processes of planning have not changed much, the 
complexity and timeliness have. Information technology enables the collection and 
analysis of more data than was even dreamed of in the 1980s. The complexity of 
planning across countries, cultures, economies, and new technologies is almost 
infinite. This makes the art, the gut feeling, the best guess, that much more important. 
The best that can be accomplished is to predict the probability of multiple successful 
solutions. 

10.7 STEPS IN HRP 

From the above discussions, it is evident that HRP involves a number of steps. Such 
steps can be briefly discussed as follows: 

10.7.1 Job Analysis 

To start with, job a nalysis is done to differentiate one job from the other. Job is 
defined as col lection or aggregation of tasks, duties and responsibilities, wh ich are 
assigned to an individual employee. Job analysis, therefore, provides requisite 
information about a job. It is a process of determining the nature of a specific job 
through a detailed and systematic study. 



Job analysis provides the following information: 

• Job identification, \\hich is done by providing a title or a code number for each 
job. 

• Job characteristics. location, physical setting, hazards and discomforts of a job. 

• Job assignment, specific operations and tasks which make an assignment, its 
importance, s implicity, complexity and the responsibility. 

• Materials, tools and equipment required for a job. 

• Job performance, nature of operations (lifting, handling, drilling. setting up, etc.). 

• Personal attributes, like experience, training, physical strength. mental capabili­
ties, aptitudes. other skills, etc., required for efficient perfonnance of the job. 

• Job relationship, scope for advancement, patterns of promotions, direction or 
leadership fonn, etc. 

Sollrces of /11formatio11 

lnfonnation on a job is usually obtained from different principal sources as follows: 

• From those who are supervising the job, e.g., supervisors and foreman. 

• From professional job analysts (consultants) who may be retained to study a job. 

• From technology vendors who define jobs in their literatures. 

Pllrposes of Job Analysis 

Apart from HRP, job analysis serves the following important purposes of Human 
Resource Management: 

• Recruitment and Selection 

• Wage and Sa lary Administration 

• Job Re-engineering 

• Industrial Engineering Activity 

• Employees Training and Management Development 

• Perfonnance Appra isal 

• Health and Safety 

10.7.2 Job Description and Job Specification 

After the job analysis process is over, job description and job specification are 
developed before going into the successive steps of HRP. Job description is recording 
of duties, responsibilities and conditions needed for satisfactory performance of a 
particular job. Both the terms, job description and job specification are used 
interchangeably. However, it is appropriate to distinguish the term 'description' to 
cover job content (conditions, tasks and responsibilities) and 'specification' to denote 
job requirements (i.e. , qualities necessary) in the worker for satisfactory performance 
of the job. 

Thus, job specifications translate job descriptions into human qualifications, required 
for successful performance of a job. 

10.7.3 Developing Work Rules 

Most of the organizations, after developing job descriptions and job specifications, 
develop work rules, which are some pre-determined decisions about certain courses of 
action that may be taken when certain contingencies arise. Organizations develop such 
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\\·ork rules in documented fom1 and use the same as a control de\·ice to ensure 
predictability of behaviour. Starting and stopping of \\·ork. rest periods. time-keeping. 
insubordination, fighting or drinking on the job. smoking, report of injuries, etc., are 
nonnally incorporated in such work rules . 

10.7.4 Application oflndustrial Engineering Techniques 

Work study, method study and work measurement techniques are also applied as a 
preceding step for HRP. These techniques provide opportunity for effective use of 
plant and equipment, effective use of human efforts, measurement of human work. 
better ways of doing things, developing predetennined standard time, etc. 

10.7.5 Other Factors 

Layout 

Layout of a factory influences determination of manpower requirement. Some plants 
and equipments work in isolation (like lathe. drilling machine, etc.), while some others 
work in groups continuously (like excavators). When a group of machines work in 
union, the whole group may be attended by one or more persons. But when machines 
are not in continuous operation, a s ingle person may look after more than one 
machine. Thus, requirements of manpower may vary for the layout and machine 
arrangement in a shop floor or factory. 

Statutory Requirements 

For certain positions in mines, electrical installations, hazardous places (chemical 
plants, etc.), and welfare amenities need to be provided as per statutory regulations. 
Positions like Welfare Officers, Safety Officers and Medical Officers fall under this 
category. 

Shifts 

Number of manpower required also depends on whether the work would be carried 
out in general shift or in shifts. Number of working shifts will decide the requirement 
of manpower. 

Leave Reserve 

Since no one can work all the days for one reason or the other, certain allo.wances 
need to be given while working out manpower requirement. Apart from unpredictable 
leave of absence, workers are allowed leave systematically for a certain period in a 
year. Conventionally, 20% allowance for weekly off and leave reserves are allowed in 
factories while working out manpower requirements. In mines, however, rate of 
absenteeism being high, such allowance percentage is on the higher side. 

10.8 PROCESS OF MANPOWER PLANNING 

The process ofHRP usually followed in a large organization, consists of the follow ing 
steps: 

10.8.1 Forecasting the Demand for Manpower 

Most finns estimate how many employees they require in future. 



The demand for human talent at ,·arious levels rs primarily due to the following 
factors: 

External Challenges 

These challenges arise from three impor1ant sources: 

1. Economic developments: Liberalization, opening up of banking sector, capital 
market reforms, the on-line trading systems have created huge demand for finance 
professionals during 1990-1995 in India. The late 90s saw the rise of 
manufacturing, FMCG, Phannaceuticals, Auto-components, Healthcare and 
Chemical Industries in a steady manner. Consequently, the demand for 
Engineering and Management graduates, Scientists and Healthcare professiona ls 
has picked up in recent times. 

2. Political, legal, social and technical changes: The demand for certain categories 
of employees and skills is also influenced by changes in political, legal and social 
structure in an economy. Likewise, finns employing latest technology in 
construction, power, automobiles, software, etc., have greatly enhanced the worth 
of technicians and engineers during the last couple of years. Technology, 
however, is a double-edged weapon and hence, its impact on HR plans is d ifficuh 
to predict 

For example, computerization programme in Banks, Railways, Post and 
Telegraph Departments may reduce demand in one department (book keeping, for 
example) while increasing it in another (such as computer operations). High 
technology with all its attendant benefits may compel organizations to go lean and 
downsize workforce suddenly. Employment planning under such situations 
becomes complicated. 

3. Competition: Companies operating in fields where a large number of players are 
bent upon cutting each other's throat (with a view to enhance their market shares) 
often reduce their workforce. Competition is beneficial to customers but suicidal 
for companies operating on thin margins. Such companies have to necessarily go 
'lean' by reducing their workforce. On the other hand, companies that are doing 
well and progressing smoothly will always look for people with critical skills. 

Organizational Decisions 

The organization's strategic plan, sa les and production forecasts and new ventures 
must all be taken into account in employment planning. If Britannia Industries Ltd. 
expects higher demand for biscuits and bread, the long-term HR plan must take this 
into consideration. Likewise, if it tries to venture into other lucrative fields such as 
milk based products and confectionery items, the demand for people possessing 
requisite skills in those areas in the next couple of years should be looked into 
carefully. 

Workforce Factors 

Demand is modified by retirements, terminations, resignations, deaths and leaves of 
absence. Past experience, however, makes the rate of occurrence of these actions by 
employees fairly predictable. 

Forecasting Techniques 

The manpower forecasting techniques commonly employed by modem organizations 
are given below: 

• Expert forecasts: In this method, managers estimate future manpower 
requirements, using their experiences and judgements to good effect. 
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• Trend aua(rsis: HR needs can be estimated by examining past trends. Past rates 
of change can be projected into the future or employmen t grt) \\·th can be estimated 
by its relationship with a panicular index. 

201 1-1 2 

2012-13 

2013-14 

Box JO.I : TrendAnalysis(An Example) 

Production of Units: 

No. of Workers: 

Ratio: 

Estimated Production: 

5,000 

100 

100:5000 

8,000 

No. of Workers required: 8000 X JOO+ 5000 ;.,. 160 

If supervisors have a span of20 workers, 8 supervisors are also needed in 2013-1 4. 

Other Methods 

Several mathematical models, with the aid of computers are also used to forecast HR 
needs, e.g., regression. optimisation models, budget and plann ing analysis. To proceed 
systematically. manpower professionals generally fo llow three s teps. 

Workforce Analysis 

The average loss of manpower due to leave, retirement. death. transfer. discharge. etc .. 
during the last 5 years may be taken into account. The rate of absenteeism and labour 
turnover should also be taken into account. The nature of competition say from 
foreign banks, other non-banking financial institutions may a lso be considered here to 
find out actual requirements in a y~ar (Box. 10.2). 

Transfers In 

Recruits In 

Promotions In 

Box 10.2: Manpower Flows in a Bank 

Promotions out 

> > Job Hopping 

> Transfers Out 

> Retirement 

> YRS Scheme (Golden handshake) 

> > Discharge or Dismissal 

> Terminations 

> Resignations 

> > Retrenchment 

> Attractions in Other Banks, etc. 

While some of the interchanges and external supply could be predicted (growth 
opportunities, promotions, transfers, retirements, etc.) others are not so easy to predict. 
Past experience a nd historical data may help-bank manager::; in this regard. 

Work Load Analysis 

The need for manpower is also determined on the basis of work-load analysis, wherein 
the company tries to calculate the number of persons required for various jobs with 
reference to a p lanned output - after giving weightage to factors such as absenteeism, 
idle time, etc. 



The following example would throw light on this: 

Box 10.3: Work Load Analysis (An Example) 

Planned output for the year 

Standard hours per piece 

Planned hours required 

I 0.000 pieces 

3 hours 

30.000 hours 

Productive hours per person per year l,000 hour-; ( estimated on annual basis) 

(Allowing for absenteeism. turnover, idle time etc.) 

No. of workers required 30 

If span of control in the unit is JO per officer, then 3 officers are also required. 

While determining manpower requirements through work load analysis, commercial 
banks may have to take the following factors into consideration: (i) the number of 
transactions to be handled by an employee; (ii) the amount of deposits and advances 
per employee: (iii) special requirements in respect of managing extension counters, 
currency chests, mobile branches, etc.; (iv) future expansion plans of the bank 
concerned. Managerial j udgement - a study of the past trends - may serve as a useful 
guide in th is regard. Statistical and econometric models may also be pressed into 
service, sometimes, depending on the requirement(s). 

Job Analysis 

Job analysis helps in finding out the abilities or skills required to do the jobs 
efficiently. A detailed study of jobs is usually made to identify the qualifications and 
experience required for them. Job analysis includes two things: Job description and 
Job specification. Job description is a factual statement of the duties and 
responsibi lities of a specific job. It gives an indication of what is to· be done, how it is 
to be done and why it is to be done. Job specification provides information on the 
human attributes in terms of education, skills, aptitudes and experience necessary to 
perform a job effectively. 

10.8.2 Preparing Manpower Inventory (Supply Forecasting) 

The basic purpose of preparing manpower inventory is to find out the size and quality 
of personnel available within the organization to man various positions. Every 
organization will have two major sources of supply of manpower: internal and 
external. 

Internal Labour Supply 

A profile of employees in terms of age, sex, education, training, experience, job level, 
past performance and future potential should be kept ready for use whenever required. 
Requirements in terms of growth/diversification, interna l movement of employees 
(transfer, promotions, retirement, etc.) must also be assessed in advance. The 
possibilities of absenteeism and turnover shou-ld be kept in mind while preparing the 
workforce analysis. Through replacement charts or succession plans, the organization 
can even find out the approximate date(s) by which important positions may fall 
vacant. Frequent manpower audits may be carried out to find out the available talent in 
terms of skil ls, pe1fonnance and potential. (See Figure 10.1) Some of the important 
forecasting techniques may be summarised thus: 

Staffing table: It shows the number of employees in each job. It tries to classify 
employees on the basis of age, sex, position, category, experience, qualifications, 
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skills. etc. A study of the table indicates whether current employees an~ pro perly 
utilised or not. 

Sources of lnfbws The Firm Projected Outflows 

• Promotions 

• Transfers • Q u its 

• Promotions 
Employees In \ 

Terminations • Current Staffing Employees Out 
• New Recru,ts Level • Retirements 

• Recalls • Deaths 

t 
• Layotts 

I 
Current Projected Projected Firm's interna l 
st,1ffing outflows + inflows = supply for this 
level this year this year time next vear 

Figure 10.1: Estimated Internal Lah-Our Supply for a Gi\'en Firm 

Markov analysis: TI1is technique uses historica l rates of promotions, transfe r and 
turnover to estimate future availabi lities in the workforce. Based on past probabilities, 
one can estimate the number of employees \\'ho will be in ,·.:iricus posit:o!ls •.vith the 
organization in future. 

2003-2004 Store Asst. Store Section Dept. Sales Exit 
Managers Managers Heads Heds Executives 

Store Managers 8 s (n = 15) 
12 3 

Asst. Store E) 8 E) Managers 
(n = 36) 4 30 2 

Section 8 8 ® e Heads 
{n = 94) 11 63 8 14 

-
Departmental 

8 8 0) 8 Heads 
{n = 288) 29 201 6 46 

Sales e 8 8 Executives 
(n = 1440) 86 1066 288 

Forecasted 
Supply 16 4 1 92 301 1072 353 

Figures in circles show the transition percentages 

Figure 10.2: Markov Analysis for a Hypothetical Retail Company 

Skills inventory: A skills inventory is an assessment of the knowledge, skills, abil ities, 
and experience and career aspirations of each of the current employees. This record 
should be updated at least every 2 years and should include changes such as new 
skills, additional qualifications, changed job duties, etc. Of course, confidentiality is 
an important issue in setting up such an inventory. Once established, such a record 
helps an organization to quickly match forthcoming job openings with employee 
backgrounds. 



Replacement chart: It shows the profile of job holders department-wise and offers a 
snapshot of who will replace whom if there is a job opening. (See Figure I 0.3 ). 

General Manager Key 

I 
V K. Garg Names given are replacement 

A/2 candidates 
PA to A Promotable now 

General Manager B. Needing development 
L. Mathews C. Not su~able to position 

B/1 1. Superior performance 
Assistant General Manager 2 Average performance 
R.K. Arora A/2 3. Acceptable performance 
B.K. Nehru B/3 4 . Poor performance 

I I I 
Division: Division: Division: 

HR Manager Accounting & Planning Manager Technical Advisor 

C.P. Thakur A/1 Taxation Manager A.N. Gupta A/1 
A.T. Roy C/2 K.P. Rao 8/1 

Northern Region Central Region Southern Region 
. ManaQer Manager Manager 

L.C. Sri11asta11 A/2 S.P. Kumar A/1 A. Subramanyam 8/2 
A. Thapar C/4 R. Pandey B/3 8.K Menon 8/1 

Figure 10.3: An Executive Replacement Chart 

External Labour Supply 

N.R. Murthy B/3 

Eastern Region 
Manager 

R. Krishna B/3 

When the organization grows rapidly, diversifies into newer areas of operations 
(merchant banking, capital market operations, mutual funds, etc., in the case of a 
bank) or when it is not able to find the people internally to fill th·e vacancies,· it has to 
look into outside sources. To the extent an organization is able to anticipate its outside 
recruitment needs and looks into the possible sources of supply keeping the market 
trends in mind, its problem in finding the right personnel with appropriate skills at the 
required time would become easier. ( See Box 10.4) 

Organizations, nowadays, do not generally track the qualifications of thousands of 
employees manually. Detai ls of employees in terms of knowledge, skills, experience, 
abilities, etc., are computerized, using various packaged software systems. 

Box 10.4: Important Barometers of Labour Supply 

I. Net migration into and out of the area 

2. Education levels of workforce 

3. Demographic changes in population 

4. Technological developments and shifts 

5. Population mobility 

6. Demand for specific skills 

7. National, regional unemployment rates 

8. Actions of competing employers 

9. Government policies, regulations, pressures 

I 0. Economic forecasts for the next few years 

11. The attractiveness of an area 

12. The attractiveness of an industry in a particular place 

10.8.3 Forecasting the Manpower Requirement 

The existing number of personnel and their skills (from manpower inventory) are 
compared with the forecastcd manpower needs (demand forecasting) to determine the 
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quantitative and qualitative gaps in the \\·orkforce . . -\ reconci liation of demand and 
supply forecasts will give us the number of people to be recruited or made redundant 
as the case may be. This forms the basis for preparing the HR plan. Box 10.5 shows 
how demand and supply forecasts can be related over a period of three years. 

Box 10.5: Determining "lanpower Requirements 

I. Number required at the beginning of the year 
2. Changes to requirements forecast during the year 
3. T oral requirements at the end of the year ( I + 2) 

4. N urn ber available at the beginning of the year 
· 5. Additions (transfers, promotions) 

Year 
I 2 3 

DEMAND 

SUPPLY 
6. Separations (retirement, wastage, promotion:-- out and other losses) 
7. Total available at the end of year (4 + 5 + 6) 
8. De licit or surplus (3 - 7) 

9 . Losses of those recruited during the year 
I 0. Additional numbers needed during the year (8 + 9) 

1 v.o.'f r ormulating HR Plans 

Reconciliation 
of the above 
manpower needed 

Organizations operate in a changing environment. Consequently, Manpower 
requirements also change continually. Changes in product mix, union agreements and 
competitive actions are some of the important things that need special attention. The 
manpower requu:ements identified along the procedure outlined in the above box need 
to be trans lated into a concrete HR plan, backed up by detailed policies, programmes 
and s trategies (for recruitment, selection, training, promotion, retirement, replacement, 
etc.). 

• Recruitment plan: It will indicate the number and type of people required and 
when they are needed; special plans to recruit right people and how they are to be 
dealt with via the recruitment programme. 

• Redeployment plan: It will indicate the programmes for transferring or retraining 
existing employees for new.jobs. 

• Redundancy plan: It will indicate who is redundant, when· and where; the plans 
for retraining, where this is possible; and plans for golden handshake, 
retrenchment, lay-off, etc. 

• Training plan: It will indicate the number of trainees or apprentices required and 
the programme for recruiting or training them; exis1ing staff requiring training or 
retraining; new courses to be developed or changes to be effected in existing 
courses. 

• Productivity plan: It will indicate reasons for employee productivity or reducing 
employee costs through work simplification studies, mechanization, productivity 
bargaining; incentives and profit sharing schemes, job redesign, etc. 

• Retentio11 plan: It will indicate reasons for employee turnover and show strategies 
to avo id wastage through compensation policies; changes in work requirements 
and improvement in working conditions. 

• Colttrol points: The entire manpower plan is subjected to close monitoring from 
time to time. Control points be set up to find out deficiencies, periodic updating of 
manpower inventory, in the light of changing circumstances, be undertaken to 
remove deficiencies and develop future plans. 



10.9 CONSTRAINTS IN MANPOWER PLANNING 

The manpower planning is concerned with maintaining and recruiting the manpower 
with the requisite quantity and the quality, to fulfill the demand and supply arising in 
the near future. ln spite of its perspectives of keeping the organizat ion's manpower 
position balanced, there are a few constraints of manpower planning, which are 
discussed below: 

• The future is uncertain. There are several externa l factors such as, technological, 
political, cultural, etc., those affect the employment opportunities. Thus, the 
management can consider the manpower planning as a guiding factor and cannot 
rely completely on it. 

• The manpower planning is time-consuming since it collects the complete 
information regarding the personnel requirements of each department and then 
finds the suitable sources to satisfy the needs. 

• With the surplus manpower, the compan ies try to remove this imbalance using 
tennination, layoff, and removal of the existing employees. This could create a 
sense of insecurity among them, and that would result in the loss of their fa ith in 
the company. 

• The manpower planning is an expensive process. All the activit ies carried out 
from the time the manpower need arises till the final placement of employees, 
consumes lot of time and is very expensive. 

• T he manpower planning is time-consuming since it collects the complete 
information regarding the personnel requirements of each department and ·then 
finds the suitable sources to satisfy the needs. · 

Thus, the firm must carry out the manpower p lanning cautiously since it is accorded 
with severa I limitations that can adversely affect the overall functioning of the firm. 

10.10 MANPOWER DEMAND FORECASTING 

Manpower demand forecasting is influenced by primarily two important factors, i.e., 
volume of output and the level of productivity. Manpower requirement may change 
due to change in output volume or mix, which calls for analysis of perfonnance. 
Similarly, as the level of productivity alters over time, it also affects manpower 
requirements. This calls for analysis of productivity. 

10.10.1 Analysis of Performance 

T o derive the manpower demand, it is necessary to estimate the manpower 
requirements in relation to the work load. To start with, each unit of manpower (more 
conveniently defined in terms of man-hours or man-days) required for different 
categories of job to accomplish the job in its entirety, are detem1ined. After such 
determination the total workload are related with the manpower units of different 
categories and then fina lly the total requirement of manpower of different categories 
are determined. Such analysis, therefore, calls fo.r analysis of petforrnance either 
through direct methods or indirect methods. 

Direct analysis is to review past performance to derive a ratio between two variables 
(workload and manpower of certain category). This can be done either by relating to a 
particular point of time or by averaging figures over a period of time. 
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To illustrate this, we may gi,·e follo\\·ing hypothetical example: 

Category A Category B 

Manufacturing I Tonne of Saleable Manufacturing I Tonne of Saleable 
Steel requires IO skilled workers. Steel requires IO ski lied workers 

2 Tonnes require 20 skilled workers 2 Tonnes require 15 skilled workers. 

Company A has a constant ratio, while Company B has a va riable ratio. as it can 
double the rate of production, adding relati vely less number ol' 111,rnpower and 
therefore, can achieve the economy of scale. The period over which suc h forecasts can 
be made depends on the organization. 

Indirect analysis is based on the estimates made on past experience. Thus it is less 
systematic than the direct analysis. However, for short-range forecas ts, indirect 
analysis is more preferred. as experienced managers can make th is analysis after 
putting considerable thought. 

For making both direct and indirect analysis, inter-dependence of different factors 
needs to be considered. The experience of Indian Ordnance Factories may be 
illustrated here to understand the importance of such inter-dependence. Very recently 
some Ordnance Factories have gone in for technological change over, installing NC, 
CNC, DNC machines and systems. Today most of the Ordnance Factories are facing 
acute crisis of operators and so also paucity of maintenance men to gain the advantage 
from such technology. Such short-sightedness, therefore, is resulting in idling crores 
of rupees of investment. 

10.10.2 Analysis of Productivity 

Productivity has two major components, technological change and manpower 
utilization. As technological change requires huge capital investment, organizations 
look for better manpower utilization to achieve increased productivity. With better 
human relations, productivity can be increased. Again rates of productivity sub­
stantially vary the level of performance. Manpower demand forecasting can be made 
more effective, once we consider both the variables; i.e., the performance and the 
productivity. Most of the public sector enterprises are over-staffed, presumably for 
inadequate emphasis on both these two aspects simultaneously. 

10.11 MANPOWER PLANNING AT MACRO LEVEL 

Organization level manpower or manpower planning cannot be done in isolation of 
macro issues. In fact, primary reasons for rising importance of HRP are for both 
macro and micro level issues. At the aggregative or macro level, HRP is influenced by 
general environmental factors like; employment-unemployment situation, 
demographic changes, legal control and institutional policies, policies on globalization 
and opening of market, etc. At organizational or micro level, HRP is more influenced 
by technology changes, organizational restructuring, skill and competency gap, 
strategic objectives, trade unions pressure (though it is dwindling over the years), lead 
time for manpower procurement, i.e., recruitment and selection, training and 
development, etc. Macro level issues are exogenous, i.e., uncontrollable, while mic ro 
level issues are endogenous and, the refore, controllable by an organization. 

10.11.1 HRP at Macro-level 

Development of manpower is one of the important objectives of any country for long­
term economic growth. For a developing economy like India such importance is far 
more. This is more visible from our economic planning, as Government over the years 



are g1vmg increasing priorities to population planning and control. education. health. 
social security, housing. etc. A II planned efforts are now being initiated to augment 
institutional support for developing manpower at the national level. Following are the 
major issues before our Government to develop manpower at 1he national level: 

• Populat;on Pla11n i11g a n d Control: To enforce control over population explosion 
to avert economic imbalances, population planning and control measures have 
been initiated by the govemmenl. Unless such control is enforced in a planned 
manner, no amount of institutional support can sustain this, resulting generation of 
unproductive population. who will remain a drain on our national resources. 
Recognizing this, Government of India has adopted a National Population Policy 
(2000) to ensure popula t ion stabilization. T he policy emphasizes on affordable 
reproductive health care. increased quality of life by enhancing services of 
p rimary and secondary education, sanitation, drinking water, housing, transporl. 
communication and empowering women. 

• Literacy and Ed11catio11: To develop manpower at the macro level, Government 
of Indian have a lso adopted a National Policy on Education in 1986. The Policy 
provides a broad framework fo r complete eradication of illiteracy in the country 
by declaring basic primary level education up to standard V free and compulsory. 
To strengthen inst itutional infrastructure for education the policy emphasizes on 
increased government and non-government expenditure. Allowing private 
participation in education is a right direction at this stage. From elementary 
education, the focus on secondary, university and higher educat ion, technical and 
vocational education, adult education is also increasing. 

• Health and Medical Care: Health Sector refonns are another required initiatjve 
for developing manpower at macro level. In this respect, India has recorded 
disparity and regional imbalances. Baring few positive changes in life expectancy 
ratio, infant morta l ity rate, ch ild mortality rate, etc. we are still fa r away from 
improving general hea Ith ind ices for the nation. Core communicable and non­
communicable d iseases like, M alaria, Tuberculosis, Leprosy, Blindness, Aids, 
Cancer, etc. are still not under expected level of control. Although, Government 
statistically proves o therwise, still more than 50% of our population is not having 
access to basic hea lth care. l n other heath reJated activities like water supply and 
sanitation, achievements are also not at its expected level to support total 
development of quality of life. 

• Housing: In hous ing, Government has renewed its efforts by adopting the 
National Housing and Habitat Policy, 1998. The basic thrust of this policy is to 
achieve sustainable development of housing infrastructure through publ ic-private 
partnership. Repealing of Urban Land Ceiling and Regulatjon Act, 1976 is also 
another positive d irection in this respect. In building housing infrastructure, 
Housing and Urban Development Corporation (HUDCO) is playing a crucial role. 
Although achievement ,is fa r fall ing short of requirement, positive attitude of the 
Government in this direction would definitely contribute to development of 
manpower and qua I ity of life in years to come_ 

10.11.2 Macro-level HRP Models 

Macro-level manpower planning is reinforced through- educational plarming with 
following two recognized approaches: 

I . Manpower Requirement Approach (MRA) 

2. Rate of Return Apprnach (RRA) 

RRA is also known as Cost-Benefit Analysis of Human Capital. By establishing a 
linear relationship betwc-:n the manpower category in different industry groups and 
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!heir ou1pu1, MRA helps us to project the demand for manpo\\·er at the macro level. 
For the educational planning at the national le\el. this approach is much in use in our 
country. Let us undersiand how it works: 

• It establishes a liner relation between employment and output and then 
extrapolates manpower requirements in different categories for years to come. 

• Initially category-wise manpower coefficients are computed based on past data. 
which then are applied on the hypothesized g rowth pattern of different industry­
groups. 

• Thereafter, aggregate manpower requirement of different categories are worked 
out. 

• These inputs a re then converted to different type of educational requirements. 

Even though it is a simple technique for macro-level manpower vis-a-vis educational 
p lanning, it is not a dynamic approach, as it does not cater for labour market 
t1exibility. Perhaps this deficiency, itself is responsible for critical skills shortage in 
our country, as our educational planning is reinforced by this approach. Similarly, 
technology-output relationship is considered as stable under this approach, which in 
reality is not. Moreover, inter-occupational job mobility, man-machine substitution, 
costs, etc., are also not considered, while computing aggregate manpower requirement 
of different categories. That such limitations defeat the purpose of macro level 
man-power planning is evident from the fact that it took over a decade for us to 
respond to redesigning course curriculum in IITs and JTls, matching the same to 
industry requirements. 

RRA or. cost-benefit analysis of human capital is applied to decide the aggregate 
investment requirement for different skill development. Cost an~d earnings of an 
individual over his productive life cycle is first computed and then their discounted 
value is estimated to assess the rate of return. However, aligning our national plans to 
such cost-benefit considerations alone may ignore the social cost benefit aspects of 
education. Nonaavailability of data, labour market flexibility, fluctuations in rate of 
return, etc., is the other major deficiencies of th is approach. 

However, despite such deficiencies in both the estimation tools of manpower at macro 
level, these can at least help in approximation in setting priorities in education and 
skill development. Certain deficiencies are due to our in-built system of compiling 
labour market information. At least on two important .counts, these are visible. Indian 
Labour Year Book and Annual Survey of Industries are two major publications of the 
Government of India, which can streamline the information inputs required for macro 
level manpower planning. First of all both the publications are not available on time. 
There still exists a time lag of 5 - 6 years- in their publications. The system of data 
compilation in such publications is age~old and not in relation to requirements. Here 
we will explain one major deficiency in Indian Labour Year Book of Labour Bureau, 
Shimla. This Year Book, among others, compile data on trend of industrial disputes in 
India, with their distribution of casual factors, like, wages and salaries, indiscipline 
and violence, bonus, etc., in percentage terms. There is no inter-relation with 
'Mandays Loss'. Therefore, it is difficult for us to understand the severity of indivi­
dual casual factor, as mere percentage distribution is a misnomer. The Institute of 
Applied Manpower Research over the years st11died the manpower requirements of 
different categories in the country. They have made some sectoral and occupational 
requirement analysis of manpower for Engineers, Nurses, Scientific manpower, etc. 

Apart from the above, Labour Economics as a subject for study is not yet properly 
integrated with major labour-management related courses, which again restricts our 



knowledge input about labour market trend and its analysis. For ihe primary 
understanding. we have briefly discussed the concepts of Labour Economics. 

Labo11r Economics 

Labour Economics studies the demand and supply for the important factor of 
production, i.e., human beings. Marshall and Smith are the two pioneering economists 
who firs t recognised that the study of market for labour is not possible without 
understanding the social relations of production. long-tenn contractual arrangement, 
problems of motivation. institutions like unions and internal Jabour markets, etc. All 
these characteristic requirements differentiate the market for labour from other 
markets. 

The most important development in the modem Labour Economics is the development 
of the concept of Human Capital. Human capital approach analyzes the individual 
decision making in regard to supply of labour and other behavioural areas which are 
more related with sociology rather than economics. Before the development of the 
concept of human capital, labour supply decisions were considered more as an 
economic rationality. By making such decision as in inter-relational variable of 
education, skill, investment, wages, working hours, etc., the subject of labour 
economics has been demarcated from the traditional economic analysis. 

Like labour supply, which emphasise on individual decision making, as an outcome of 
different inter-relational variables, labour demand and firms' behaviour is influenced 
by internal labour markets, hiring, promotion, wage policies and the structure of 
wages in various markets, etc. Most of the firms maintain computerized personnel 
records to analyze their demand for labour. There are many techniques for analysis of 
labour demand. For example, a finn may study the likely response of workers to a 
particular wage and personnel policy (which optimises their profits). Some finns offer 
maximum compensation to match with the workers' expectations and then try to 
maximize the utility of workers, while other study the effect of deferred 
compensation, piece rates and others systems of rewards. The Neo-classical model on 
study of labour demand examines the magnitude of elasticities and cross-elasticities of 
labour demand for worker of different skills and the effect of minimum wages on 
employment. Similarly, elasticities of substitution and complementarity are also 
studied to analyze the labour demand. 

Labour Markets 

From the neo-classical perspective of labour economics, labour market is defined as 
one where there are buyers and sellers of labour services. Like what we do for other 
products and services, in this market, we keep us engaged in the trade of labour. 
Labour can be traded, because labour has a price and this price, like any other product 
and services, vary in tenns of wages and sa lary. This 'Theory' assumes rational 
workers as sellers and rational employers as buyers, of labour, coming together in a 
competitive market in which their mutual exchange decisions yield an equilibrium 
wage rate and an equilibrium level of employment. Assumption of rational workers 
and economic man are in-built in the tabour market analysis. However, we have also 
critics in labour market assumptions. 

However, it is argued that employment relation is not just a market-mediated 
exchange because workers appear in the labour markets as subjects as well as objects. 
Hence both market and non-market aspects of employment relations, i.e., immediate 
rnarket transactions and actual exchange are important point of consideration. 
Immediate market transactions are hiring of labour, while actual exchange is the 
conversion of hired 'raw labour' into effective labour in the production process. Thus 
when the hiring process is over, market dimension aspect looses its importance, and 

~ 75 
i\-laupow~r Pl.inning 



:: 1(1 
~,, 1 •w11,10. 1lf l\•l;-,n:it?emi:'.nl 

non-market aspect. gnins importance Son-mark,;( 011:ncnsi,rns nn: cto-wage alltibwe 
and largely (kpcu,1 <)n tbe authority relations. Thi, large!}' depends en wm.kers· 
1ier-cep1ion of supply of effort. wilhngness w. atljus(, quality of work, deveJop.-,em of 
skills, knowledge about production ·processes a11d technology. 

Labour nrnrket is milaysed from 1wo perspectives; applica1io11 of 111ic1'0-cconomic and 
application of macroeconomic lechniqucs. Mi1:ro-iconomic techniques -~tudy the role 
of indiviqnals in lhe Jabour mar1':e1. :'<12crreconomic techniques lnok at tfte 
inter-relations betwee1L the lahout market, the good~ marke1. UH: money market. and 
th,; foreign trad1: market. JI lqoks al how these in1emctions inth.:enc,:> macro variables 
such as employmet,t levels, pa11icip..tion rates, aggtegate income (u:d Gro;s Domestic 
Product 

Thus demand, supply ,rnd institu1ions i,,:eract in labour markers a,,ct labour economics 
studies the OJ)Cration of labour markets considering all these issues-. Analysis of bhour 
,mrkers a re csrried out for rli!Terenl occup3l[Olll\l segme11,t~. viz.. market; for 
bllll!-c<illar workers, markets for white-collar wor~~- market~ for profession~ls, elc. 
lovestigating markets for knowledgeable and skilled workers, differe11tia\i11g supply 
and demand forces in the markets, geoJl!;aphic and i11<11.1str1al mobilities, 
unemployment, wage pallem, file" are the area$ for studyi11g tl ie labour 1narke1s . 
. Recenlly, bowever. rnacro changes in wages arid unemrloyment over a given period 
of time, both within 1he country and across countries, are also studied to synthesi,,e 1he 
Fae~; of the l<1bour markets with the ¼sic principles of economic:; 

}'ill in the blank~: 

~ ____ is essential wherever pc:oduc1lo~ of _goods and s,ervices ai\: 

invoJVeil. 
I . 

2. The lndustdal Revolution followed the new economic doctrine 
of ----

}, ____ is based on scenarit• plannin~ and enables organizations to draw 
up a uumber of diff!;:,e.,11 plMs.to deal with diJTecent ~ce,1arios. 

4. _____ js a prntess of qejeo11inhig lhe nature of a .~pecific job 
through a detailed _.,n(l sy&tematic study. 

111.12 LE1' US SUM UP 

fllt Pla1111ing is essent,'alty L!ie P,l'(lcess of'gelling ilie rfghl number of qualificcl people 
intQ the right job at the iiglit time so that an OJ1lac1u11on can meet it$ ohJeciives. 
Organii;,.tions use TIRP as a means of achieving greater effectiveness. The ba~ic 
con1:em of HR!' is 10 idenlif'y skill ;md competep.cy i:aps and subsequently develop 
plans for development of def.l'vieiit skil1s and competencies in ma11power in order to 
rcinain comp..:lilive. It has now become au fmJ)Qrtaot enterprise-wide s1ra1egic 
function not only to achieve &oals and objectives but al50 to sustain the present level 
in a globally competitive environment, Macro-level HRJ• is an important objective of 
the Government for .Jong-tenn economic gr◊wth. Micro level HRP i~ influenced by 
IL-clmological chang,,s, (IJ'gllllizational restructu.riug, skill and competency gap, 
strategic ohj.ectives, trade unions pressure, lead time for man,powcr -procurement, ek_ 
flRP ;ystematicall,y attempts 10 forecast pcrsol\J!el delfi<1T1d, assess supply and 
reconcile the. two. 

The HR Planning pro<:«:$$; it must be :remen)bei'Cd, should be twied to organizational 
objectives and s:irnteglC:$. \1/nile ileve]opmg llR Pt11ns, managers sh0uld scan the-



external environment carefully to identify the effects of economic. social. compe1i1i,·e 
and governmental influences. To overcome problems such as l◊psided focus on 
quantitative aspects. lack of support at the top level. inaccurate estimates due to poor 
search efforts, planners should install HRJS and implement the same sincerely. Basic 
concern of HRP is to identify skill and competency gaps and subsequently developing 
plans for development of deficient skills and competencies in manpower in order to 
remain competitive. It has now become an important enterprise-wide strategic 
function not only to achieve goals and objectives but also to sustain present level in a 
globally competitive env ironment. Macro level HRP is an important objective of the 
government for long-term economic growth. Micro level HRP is influenced by 
technological changes. organizational restmcturing, ski II and competency gap, 
strategic objectives. trade unions pressure, lead time for manpower procurement, etc. 

10.13 LESSON END ACTIVITY 

Visit an organization and study their manpower planning systems. Identify some of 
the important manpower planning systems and write a critical note on such systems. 

10.14 KEYWORDS 

Manpower Pla1111i11g: it tries to assess manpower requirements in advance keeping 
the production schedules, market fluctuations, demand forecasts, etc., in the 
background. 

Skills Inventories: Summaries of the skills and abilities of non-managerial employees 
used in forecasting supply. 

Succession Planning: An executive inventory report showing which individuals are 
ready to move into higher positions in the company. 

Outplacement: The process of helping unwanted present employees finds new jobs 
with other firms. 

Job Analysis: A systematic exploration of the activities surrounding - and within - a 
job. 

Manpower Information's System: A computerized system that helps in the 
processing of HRM infonnation. 

10.15 QUESTIONS FOR DISCUSSION 

1. What is manpower planning? 

2. What are the activities involved in manpower planning? 

3. What are the benefits of HRP? 

4. Discuss the components of HRP in detail. 

5. What are the responsibi lities of HR department? 

6. Explain the reasons for the growing interest in HRP in recent years.. 

7. Write notes on: 

(a) RRA 

(b) MRA 

(c) Labour Economics 

8. Explain the importance of macro-level manpower planning in India. 
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9. What are the steps for HRP? 

10. Analyze the issues before government to develop manpower at national level. 

I I. How is tbe study of labour econom ics useful in manpower planning? 

12. Why is HR planning more common among large organizations than among smc1JJ 
ones? 

13. Discuss the evolution of HRP. What are the factors that are responsible for 
development of HRP? 

!4. Discuss the contemporary approach of HRP. 

I 5. Elaborate the components of HRP. 

16. Elucidate the process used in HRP by large organization. 

Check Your Progress: Model A nswer 

1. Manpower Planning 

2. Laissez-faire 

3. Contingency planning 

4. Job analysis 
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RECRUITMENT AND SELECTION 
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11 .3..2 ExternaJ Sources 

I L4 Process of Recruitment 

I 1.5 Induction and Placement 
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I I.I I Lesson End Activity 

11.12 Keywords 

I 1.13 Questions for Discussion 

11.14 References & Suggested Readings 

11.0 AIMS AND OBJECTIVES 

After s tudying this lesson, you should be able to: 

• Discuss .the concept of recruitment, its sources, importance and process 

• Describe the importance of induction and placement 

• Discuss the concept of selection and its process 

• Understand the various interviews in selection 
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For staffing various positions in the organization, we need 10 go for external hiring, as 
redeploying existing manpower through job restructuring may not be adequate. 
External hiring process succeeds Human Resource Planning. Through HRP we can 
understand the extent of external hiring after adjuslment of .internal manpower. 
Recruitment, selection, induction and placement are importa nt tools for procuring and 
effectively using human resources in an organization. While recruilment involves 
finding suilably trained work force and encouraging them to ;:ipply, selection helps in 
choosing the right candidate for the right job. Induction and placement help in putting 
the men on the right jobs. This lesson focuses on these fo u r important organizational 
activities. 

The traditional approach to personnel management was to ensure routine human 
resources maintenance functions for the organizations. But rece nt ly , radical changes in 
human resource management, i.e., perceiving human resources like other important 
resources (physical and fmancial) of an organiza1ion have developed new areas for 
personnel management. The human resources are the people who are part of the 
organization. Broadly. they may be direct employees. the customers served, part-time 
persons, temporary employees or consultants or any person or persons with a variety 
of other relationships to the organization. Within the human resources area, there are 
two major activities. The first is concerned with the recruitment, selection, placement, 
compensation and appraisal of the human resources (these are .Known as human 
resources uti I ization functions or personnel functions). The other functions are 
directed to work with the existing human resources, improving their efficiency and 
effectiveness. These are known as Human Resources Development (HRD) functions 
which are designed to enable existing human resources to learn activities for their 
effective functioning in the present jobs, future identifiable jobs and so also for future 
undefined jobs. 

For increasing importance of human resources, it is now imperative for al! 
organizations to retain the manpower and at the same time to recruit and select best 
possible talents in the country. Most of the organizations a re now facing technological 
changes, resulting the radical change in the recruitment process. Such a technological 
change, inter aiia, calls for hiring manpower having higher skills and knowledge, 
which were not so far available. However, when we consider the recruitment of 
manpower for unskiUed jobs, there seem to be no apparent problems for the 
organization, as these people are abundantly available in our country due to the high 
rate of unemployment. For high technology employees, i.e., mostly those who are in 
managerial positions with professional skills, recruitment function is more complex 
and dynamic. 

11.2 CONCEPT OF RECRUITMENT 

The term recruitment may be defined as the process to discover sources of manpower 
to meet the requirements or the staffing schedule and to employ effective measures for 
attracting that manpower in adequate number to facilitate the selection of an efficient 
working force. 

The first important task of recruitment funct ion is to frame a recruitment policy, which 
calls for review of manpower requirement i.e., it should be adequately supported by 
effective manpower forecasting. Manpower planning and so also manpower 
forecasting of an organization depends on many important factors like present nature 
of work, possible change in the future working of the organization, the manpower 
records and information available in the organization for the present strength, the 
diversification plans and programmes of the organization. the environmental change 



and the change necessary in the organization to respond to such em·ironmental 
change. etc . Most of the organizations, in principle. belie\·e in recruiting the best 
possible manpo\\'er from outside the organization. However, the recruitment policy of 
some organiza tions considers recruiting the employees based on the recommendation 
of the present employees or recruiting employees from the wards of the existing 
employees. 

For example. in Tata, there is a system to recruit employees for unskilled/ low-skilled 
jobs, both technical and non-technica l nature, from the wards of the existing 
employees. Such a policy of recruitment in Ta1a has been accep1ed in principle and 
Tata, in their manufacturing units, maintain separate employment exchange records to 
enlist the names and other details of the employees' wards to offer them employment 
as and when a vacancy arises. But such type of recruitment policy is not followed 
while hi ring manpower for managerial jobs. In such cases, companies look for best 
available talents. Thus, they go either for advertising the vacancies in leading 
newspapers of the country, even in good professional journals or they may go in for 
recruitment of such managerial manpower by effecting campus interview, and also 
going for retaining the services of recruitment consu ltants. Such recruitment 
consultan ts, having maintained a separate data bank for the prospective job seekers, 
can make available a list of prospective managerial manpower to such companies. In 
addition to the framing of the recruitment policy, each organization for making their 
recruitment a scientific process of selection, carries out regular forecasting of 
manpower recruitments. 

ll.2.1 Recruitment: The Challenges Today 

In today's g lobalised scenario, where 'survival of the fittest' is the name of the game, 
the companies are vying with each other to hire the best fit for their organization. The 
challenges facing them today are delineated below: 

• Attract people with multi-dimensional experiences and skills 

• Induct o u tsiders with a new perspective to lead the company 

• Infuse fresh blood at every level of the organization 

• Develop company culture that attracts people, to the company 

• Locate people whose personalities fit the company's values 

• Devise methodologies for assessing psychological traits 

• Seek out conventional development grounds of talent 

• Search for talent globally, and not just with the country 

• Design entry pay that completes on quality and not quantum alone 

• Anticipate and find people for positions that do not exist as yet. This is very 
important. 

ll.2.2 Why Recruitment is Important? 

The most important purpose of recruitment is to make available a pooi of potentially 
qualified job candidates. The purpose can be understood better by dwelling into the 
following points: 

• A well laid down recruitment policy would help in determining the present and 
future requirements of the organization in consonan ce with the personnel planning 
and job analysis activities. 

• Increase the pool of job candidates at a minimum cost. 
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• Help in churning out under qua lified or owrqualified applicants. 

• Evaluate the efTecti\·eness of various recruiting techniques and sources for al l 
types of job applicants. 

11 .2.3 Recruitment Policy 

A sound recruitment policy calls for adopting a scientific process of rec ru i1111enL i.e., 
those techniques, which are modern and scientific. Recruitment policy al so requires 
one to consider the high cost of ma nagerial turnover. Unless a company adopts a 
suitable recruitment policy. it ma y not be possible for the company to select the right 
candidate for the right job. A sound recrui tment policy, therefore, needs to: 

• Identify, at the outset, the recruitment needs of the organization, 

• Identify the preferred sources of recruitment, 

• Frame suitable criteria for selec tion and 

• Consider the cost of recruitment. 

Factors governing recruitment policy are explained below in Table 11.1: 

Table l 1.1 : Factors Governing Recruitment Policy 

Internal Factors External Factors 

l. Size of the organization I. Demand and supplyofspec i1ic ski lls in the 

2. Structure of the organization labour market 

3. Future expansion plans 2. Unemployment rate in the area. 

4. Rate of labour turnover, problem of 3. Labour market conditions 

absenteeism etc. 4. Political considerations like provision for 

5. A sound recruitment policy reservations and quota 

6. The human resource planning 5. Legal considerations like - chi ld labour 
(Prohibition & Regulation, Act, i 986, 
Employment Exchange (compulsory 
notification of vacancies Act, 1959 etc. 

11.2.4 Importance of Recruitment 

Recruitment is an important function of the management system. It is important to: 

• Determining the organiza tions long and short range needs by job title and levels in 
the organization. 

• Staying infonned of job market conditions. 

• Developing effective recruitment material. 

• Obtaining a pool of qualified applicants. 

• Developing a systematic program of recruitment in conjunction with other HR 
activities. 

• Recording the number and qua lity of job applicants produced by various sources 
and methods of recruiting. 

• Following up applicants those hired and not hired in order to evaluate the 
effectiveness of recruitment effort. 

• Accomplishing all of these activities within a legal context. 

• Provides organization with a pool of qualified candidates. 



11.3 SOURCES OF RECRUITi\1ENT 

The sources of recruitment may be broadly divided into two categories: internal 
sources and external sources. Organizations like General Electric, United Parcel 
Service, give lot of importance to developing and promoting managers w ithin the 
firm. Grooming talent from within is also a muc h-publicized path chosen by Larsen & 
Toubro, ITC, HLL, etc. , in India. Both have their own merits and demerits. Let·s 
examine these. 

11.3.1 Internal Sources 

Persons who are already working in an organization constitute the •internal sources'. 
Retrenched employees, retired employees, dependents of deceased employees may 
also constitute the internal sources. Whenever any vacancy arises, someone from 
within the organization is upgraded, transferred, promoted or even demoted. 

The internal sources of recruitment are as under: 

• Promotions: Promotion means to give a higher position, status, sa lary and 
responsibili ty to the employee. So, the vacancy can be filled by promoting a 
suitable candidate from the same organization. 

• Transfers: Transfer means a change in the place of employment without any 
change in the position, status, salary and responsibility of the employee. So, the 
vacancy can be fi lled by transferring a suitable candidate from the same 
organization. 

• Internal Advertisements: Here, the vacancy is advertised within the organization. 
The existing employees are asked to apply for the vacancy. So, recruitment is 
done from within the organization. 

• Retired Employees: Sometimes, retired managers may be recalled for a short 
period. This is done when the organizat ion cannot find a suitable candidate. 
Employees retrenched due to lack of work and are given employment by the 
organization due to obligation, trade union pressure, etc. Sometimes they are 
re-employed by the organization as a token of their loyalty to the organizat ion or 
to postpone some interpersonal conflicts for promotion. 

• Recall from Long Leave: The organ ization may recall a manager who has gone 
on a long leave. This is done when the organization faces a problem which can 
only be solved by that particular manager. After he solves the probjem, his leave 
is extended. 

• Dependents of Deceased, Disabled, Retired and Present Employees: Some 
organizations function wi th a view to developing the commitment and loyalty of 
not only the employee but also h is family members. 

• Employee Referrals: Present employees are well aware of the qualifications, 
attitudes, experience and emotions of their friends and relatives. They are also 
aware of the job requirements and organizational culture of their company. As 
such they can make preliminary judgment regarding the match between the job 
and their friends and relatives. 

Merits of Internal Sources of Recruitment 

The benefits/advantages/merits of using internal sources ofrecruitment: 

• Jt is time saving, economical, simple and reliable. 

• There is no need of induction training because the candidate already knows 
everything about the organization, the work, the employee, the rules and 
regulations, etc. 
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• It moti\·ates the employees 10 \\-◊rk hard in order to get higher jobs in the same 
organ ization. 

• It increases the morale of the employees and it improves the relations in the 
organizat ion. 

• It reduce executive turnover. 

• It develops loyalty and a sense of responsibility. 

Demerits of Jmema/ Sources of Recruitme111 

The limitations/demerits of using internal sources of recruitment: 

• It prevents new blood from entering the organization. New blood brings 
innovative ideas, fresh thinking and dynamism into the organization. 

• It has limited scope because it is not possible to fill up al! types of vacancies from 
within the organization. 

• The position of the person who is promoted o r transferred will be vacant. 

• There may be bias or partiality in promoting or transferring persons from within 
the organization. 

• Those who are not promoted will be unhappy. 

• The right person may be promoted or transferred only if proper confidential 
reports of all employees are maintained. This involves a lot of time, money and 
energy. 

11.3.2 External Sources 

External sources lie outside an organization. The external sources of recruitment are 
given below: 

• Management Cons11/ta11ts: Management consultants are used for selecting higher 
level s taff. They act as a representative of the employer. They make all the 
necessary arrangements for recruitment and selection. In return for their services, 
they take a service charge or commission. 

• Public Advertisemems: The Personnel department of a company advertises the 
vacancy in newspapers, the internet, etc. This advertisement gives information 
about the company, the job and the required qualities of the candidate. It invites 
applications from suitable candidates. This source is the most popular source of 
recruitment. This is because it gives a very wide choice. However, it is very costly 
and time consuming. 

• Campus Recruitment: The organization conducts interviews in the campuses of 
Management Institutes and Engineering Colleges. Final year students, who are 
soon to get graduated, are interviewed. Suitable candidates are selected by the 
organization based on their academic record, communication skills, intelligence, 
etc. This source is used for recruiting qualified, trained but inexperienced 
candidates. 

• Recommendations: The organization may also recruit candidates based on the 
recommendations received from existing managers or from sister companies. 

• Deputati'on Personnel: The organization may a lso recruit candidates who are sent 
on deputation by the Government or Financial institutions or by holding or 
subsidiary companies. 



• Public Employme11t Exchanges: The Go,·emmcnt sets up Public Employment 
Exchanges in the country to provide infonnation abo ut , acancies to the cand idates 
and to help the organization in finding out suitable candidates. As per the 
Employment Exchange Act, 1959, makes it obligatory for public sector and 
private sector enterprises in India to fill certain types of vacancies through public 
employment exchanges. 

• Professional Organizations: Professional organizations or associations maintain 
complete bio-data of their members and provide the same to various organizations 
on requisition. They act as an exchange between their members and recruiting 
firm. 

• Data Banks: The management can collect the bio-data of the candidates from 
different sources like Employment Exchange. Educational Training lnstitutes, 
candidates, etc., and feed them in the computer. lt will become another source and 
the company can get the particulars as and when required. 

• Casual Applicants: Depending on the image of the organization its prompt 
response participation of the organization in the local activities, level of 
unemployment, candidates apply casually for jobs through mail or handover the 
application in the Personnel dept. This would be a suitable source for temporary 
and lower level jobs. 

• Trade Unions: Generally, unemployed or underemployed persons or employees 
seeking change in employment put a word to the trade union leaders with a view 
to getting suitable employment due to latter rapport with the management. 

• Walk In: The busy organization and rapid changing companies do not find time to 
perform various functions of recruitment. Therefore, they advise the potential 
candidates to at1end for an interview directly and without a prior application on a 
specified date, time and at a specified place. 

• Consult In: The busy and dynamic companies encourage the potential job seekers 
to approach them personally and consult them regarding the jobs. The companies 
select the suitable candidates and advise the company regarding the filling up of 
the positions. Head hunters are also called search consultants. 

• Body Shopping: Professional organizations and the hi-tech training develop the 
pool of human resource for the possible employment. The prospective employers 
contact these organizations to recruit the cand idates. Otherwise the organizations 
themselves approach the prospective employers to place their human resources. 
These professional and training institutions are called body shoppers and these 
activities are known as body shopping. The body shopping is used mostly for 
computer professionals. Body shopping is also known as employee leasing 
activity. 

• Mergers and Acquisitions: Business alliances like acquisitions, mergers and take 
over help in getting human resources. In addition, the companies do also aHiances 
in sharing their human resource on ad hoc basis.. 

• £-recruitment: The technological revolution in telecommunications helped the 
organizations to use internet as a source of recruitment. Organizations advertise 
the job vacancies through the World Wide Web (www). The job seekers send their 
applications through e-mail using the internet. 

• Outsourcing: Some organizations recently s tarted developing human resource 
pool by employing the candidates for them. These organizations do not utilize the 
human resources; instead they supply HRs to various companies based on their 
needs on temporary or ad-hoc basis. 
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Adva111ages of External Sources of Recruitmem 

The benefils.,merirs; advantages of using external sources of recruitment: 

• It encourages young blood with new ideas to enter the organization. 

• It offers wide scope for selection. This is because a large number of suitable 
candidates will come for the selection process. 

• There are less chances of bias or partiality. 

• Here there is no need to maintain conlidenrial records. 

Limitations of External Sources of Recruitment 

The demerits/limitations of using external sources of recruitment: 

• It is very costly. This is because advertisements, test, medical examination, etc., 
has to be conducted. 

• It is very time consuming. This is because the selection process is very lengthy. 

• It may not develop loyalty among the existing managers. 

• The existing managers may leave the organization if outsiders are given higher 
post. 

11.4 PROCESS OF RECRUITMENT 

Recruitment process involves a systematic procedure from sourcing the candidates to 
arranging and conducting the interviews and requires many resources and time. 
Having the right person, ii1 the right place, at the right time, is crucial to organizational 
performance. Therefore, recruitment is a critical activity and should incorporate the 
following steps: 

Step I: What's the job? 

Gather information about the nature of the job. Think about: 

• The content (such as the tasks) making up the job 

• The job's purpose 

• The outputs required by the job h?lder 

• How it fits into the organization's structure 

• The skills and personal attributes needed to perform the role effectively 

Step 1: Prepare a Job and Person Profile 

A person's specification or job profile states the necessary and desirable criteria for 
selection. Increasingly such specifications are based on a set of competencies 
identified as necessary for the performance of the job. These include: 

• Skills, aptitude, knowledge and experience 

• Qualifications (which should be only those necessary to do the job - unless 
candidates are recruited on the basis of future potential, for example graduates) 

• Personal qualities relevant to the job, such as ability to work as part of a team. 

• The document fonned from the person specification can then be used to inform 
the criteria you use to shortlist applicants. 



Step 3: Finding Candidates 

• lntemal methods: There are many options available for generating interest from 
individuals inside the organization. 

•·· Staff referra Is 

••• Succession planning 

❖ Secondments 

❖ Job sharing 

It is important not to forget the internal talent pool when recrm tmg. Providing 
opportunities for development and career progression is an important factor for 
employee retention and motivation. 

• External methods: There are many options available for generating interest from 
individuals outside the organization. 

❖ Online recrui tment 

❖ Press advertising 

❖ Networking 

❖ Open days 

Advertising remains the most common means of attracting and recruiting. 
Advertisements should be clear and indicate the: 

•·· Requirements of the job 

❖ Necessary and the desirable criteria for job applicants (to lim it the number of 
inappropriate applications received) 

••• Nature of the organization's activities 

❖ Job location 

❖ Reward package 

❖ Job tenure (for example, contract length) 

❖ Details of how to apply. 

Advertisements should be genuine and relate to a job that actually exists. They 
should appeal to all sections of the community using positive visua l images and 
wording. ·· 

Step 4: Managing the Application Process 

There are two main formats in which applications are likely to be received: the 
curriculum vitae (CV) or application form. lt is possible that these could be submitted 
either on paper or electronically and the use of e-applications (Internet, intranet and 
email) is now part of mainstream recruitment practices. 

Application forms: Application forms allow for information to be presented in a 
consistent format, and therefore make it easier to collect information from job 
applicants in a systematic way and assess objectively the candidate's suitability for the 
job. Be aware that application form design is also important under the Disability 
Discrimination Act, 1995, it may be necessary to offer application fonns in d ifferent 
formats. 

CVs: The advantage of CVs is that they give candidates the opportunity to sell 
themselves in their own way and don't have the restrictions of fitting information into 
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boxes as often happens on an application form. However, CVs make it possible for 
candidates to include lots of additional, irre levant material which may make them 
harder to assess consistently. 

Step 5: Selecting Candidates 

Selecting candidates involves two main processes: shortlisting and assessing 
applicants to decide who should be made a job offer. 

Shortlisting: The process of shonlisting involves slimming down the total number of 
applications received to a shonlist of candidates you wish to take forward 10 the more 
detailed assessment phase of the selec t ion process. When deciding who to shortlist. it 
is helpful to draw up a list of criteria using the person specification. Each application 
can then be rated according to these standards, or a s imple scoring system can be used. 

Assessment: A range of different methods can be used to assess candidates. These 
vary in their reliability as a predictor of performance in the job and in their ease and 
expense to administer. Typical methods inc lude: 

• General interview 

• Competency based interview 

• In-tray exercise 

• P resentation 

Step 6: Making the Appointment 

Before making an offer of employment, employers have responsibility for checking 
that applicants have the right to work in the locality and to see and take copies of 
re levant documentation - a list of acceptable documents demonstrating the right to 
work in the locality is available from the concerned Office. 

• Contract: Offers of employment should always be made in wntmg. But it is 
important to be aware that an oral offer of employment made in an interview is as 
legally binding as a letter to the candidate. 

• References: A recruitment policy should sta te c learly how references will be used, 
when in the recruitment process they will be taken up and what kind of references 
will be necessary· (for example, from former employers). These rules should be 
applied consistently. 

• Medical examinations: It is reasonable to require completion of a health 
question-naire where good health is releva nt to the job. Any particular physical or 
medical requirement should be m ade clear in the job advertisement or other 
recruitment li terature. 

Step 7: Induction 

Jnduction is a critical part of the recruitment process, for both employer and new 
employee. An induction plan should include: 

• Orientation (physical) - describing where the faci li ties are 

• Orientation ( organizational) - showing how the employee fits into the team and 
how their role fits with the organization 's strategy and goals 

• Health and safety infonnation - this is a legal requirement 

• Explanation of terms and conditions 



• Details of the organization's history. its products and ser- ices. its culture and 
, ·alues 

• A clear outline of the job/role requirements 

11.5 INDUCTION AND PLACEMENT 

After selection of employees, the first step is to orient them to organizational life. 
Induction or orientation programme of an organization is a process to guide and 
counsel the employees to familiarise them with the job and the organization. This 
process helps an organization to clarify the terms and conditions of employment, 
specific job requirements and also to inculcate confidence in the minds of the new 
entrants. 

P lacement is the actual posting of an employee to a specific job. It involves assigning 
a specific rank and responsibility to an employee. The placement decisions are taken 
by the line manager after matching the requirements of a job with the qualifications of 
a candidate. Most organizations put new recruits on probation for a given period of 
time, after which their services are con finned. During this period, the performance of 
the probationer is closely monitored. If the new recruit fails to adjust himself to the 
job and turns out poor perfonnance, the organization may consider his name for 
placement elsewhere. Such second placement is ca lied differential placement '. 
Usually the employees' supervisor, in consultation with the higher levels of line 
management, takes decisions regarding the future placement of each employee. 

Placement is an important human resource activity. If neglected, it may create 
employee adjustment problems leading to absenteeism, turnover, accidents, poor 
performance, etc. The employee will also suffer seriously. He may quit the 
organization in frustration, complaining bitterly about everything. Proper placement 
is; therefore, important to both the employee and the organization. The benefits of 
placements may be summarised thus: 

The employee is able to: 

• Show good results on the job 

• Get along with people easily 

• Keep his spirits high, report for duty regularly 

• Avoid mistakes and accidents. 

Placement, it should the remembered, should be made with as little disruption to the 
employee and organization as possible. To this end, new recruits must be oriented 
properly so that they become productive contributors. There should be a conscious and 
determined effort to adapt the new recruit to the organization's culture (the rules, 
jargon, customs and other traditions that clarify acceptable and unacceptable 
behaviour in an organization) by conveying to the employee how things are done and 
what matters. When new employees know what is expected of them, they provide 
better organizational performance and less frustrated and uncertain. 

l 1.5.l Importance of Induction and Placement 

Common use of higher technology, increased level of knowledge and skills of the new 
job entrants, production restructuring and flexibility coupled with perceptive change 
about hwnan resource, which is now considered as most important resource of an 
organization, have now transfonned labour as an item for competitive sale and 
purchase. However, despite the problem of unemployment in India, there still exists 
dearth of knowledge and skilled workers and so also executives and managers. Recent 
economic liberalisation programme of the Government of India has now paved the 
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way for entry o f mu ltinationals and foreign companies. Market globa lisation has 
further intensified the competit ion. Development of Total Quality Munagement 
philosophy. inter a lia, is also demanding sea change in product and service-mix of an 
organization . All these together have now increased the scope for job-mobility for 
employees with knowledge and skills of appropriate type and degree. 

Unfortunately, retaining employees after the recruitment and sclect ,on is an utterly 
neglected area in Indian corporate sector. Many organizations spend several lakhs of 
rupees in terms of job advertisement, conducting tests and intervie ws, hiring the 
services of consulta nts a nd psychologists, etc., for selecting a m anagerial employee. 
Weak induction programme. without adequate emphasis on building confidence and 
sense of belongingness in the minds of the new employees, result in quick separation, 
so also wastage of colossal sum of money for the organization. Such experience is 
quite common in public sector units. Very recently a leading Tata organization has 
lost few hundreds of their young engineers and professionals, who left enmass to join 
elsewhere. 

Some organizations, on the contrary, do not review the progress of the new 
employees, who get permanent automatically after completion of their probationary 
tenure, despite the reason that they are unproductive. Thus a good induction and 
placement programme needs to ensure, employees' retention by keeping their 
motivation high while at the same time getting rid of the unproductive employees 
within the org;;in ,.,,, ,;,..ns. 

11.6 SELECTION 

The size of the labour market, the image of a company, the place_ of posting, the nature 
of job, the compensation package and a host of other factors influence the manner in 
which job aspirants are likely to respond to the recruiting efforts of a company. 
Through the process of recruitment, a company tries to locate prospective employees 
and encourages them to apply for vacancies at various levels. Recruiting, thus, 
provides a pool of applicants for selection. To select means to choose. The ~asic 
purpose is to choose the individual who can most successfully perform the job, from 
the pool of qualified candidates. The purpose of selection is to pick up the most 
suitable candidate who would best meet the requirements of the job and tbe 
organization. Effective selection, therefore, demands constant monitoring of the 'fit' 
between the person and the job. 

Selection is the process of choosing individuals who have relevant qualifications to fill 
jobs in an organization. The primary purpose of selection activities is to predict which 
job applicant wi ll be successful if hired. A test is a standardized, objective measure of 
a person's behaviour, performance or attitude. The basic objective of intelligence tests · 
is to pick up employees who are alert and quick at learning things so that they can be 
offered adequate training to improve their skills for the benefit of the organization. 
Selection is usually a series of hurdles or steps. Each one must be successfully cleared 
before the applicant proceeds to the next. 

11.7 PROCESS OF SELECTION 

Selection is usually a series of hurdles or steps. Each one must be successfully cleared 
before the applicant proceeds to the next. The time and emphasis placed on each step 
will, of course, vary from one organization to another and, indeed, from job to job 
within the same organization. 



The sequencing of steps may also ,·ary from job to _jo b and organization to 
organization. 

I. Reception: A company is known by the people it employs. In order to attract 
people with talents, skills and experience a company has to create a favourable 
impression on the applicants' right from the stage of reception. Whoever meets 
the applicant initially should be tactful and able to extend help in a friendly and 
courteous way. Employment possibilities must be presented honestly and clearly. 
If no jobs are available at that point of time, the applicant may be asked to call 
back the personnel department after some time. 

2. Screening Interview: A preliminary interview is generally planned by large 
organizations to cut the costs of selection by allowing only eligible candidates to 
go through the further stages in selection. A junior executive from the Personnel 
Department may elicit responses from applicants on important items detennining 
the suitability of an applicant for a job such as age. education, experience, pay 
expectations, aptitude, location, choice, etc. This 'courtesy interview', as it is often 
called, helps the department screen out obvious misfits. If the department finds the 
candidate suitable. a prescribed application fonn is gi,·en to the applicants to fill 
and submit. 

3. Applicmion Blank: Application blank or fonn is one of the most common 
methods used to collect infonnation on various aspects of the applicants' 
academic, social, demographic, work-related background and references. It is a 
brief history sheet of an employee's background, usually containing the following 
things: 

Box 11.1: Contents of Applkation Blanks 

• Personal data (address, sex, identification marks) 

• Marital data (single or married, children, dependents) 
• Physical data (height, weight, health condition) 
• Educational data (levels of formal education, marks, distinctions) 
• Employment data (past experience, promotions, nature of duties, reasons for 

leaving previous jobs, salary drawn, etc.) 

• Extra-curricular activities data (sports/games, NSS, NCC, prizes won, leisure­
time activities) 

• References (names of two or more people who cerlify the suitability of an 
applicant of the advertised position) 

11.8 SELECTION TESTING 

Another important decision in the selection process involves applicant testing and the 
kinds of tests to use. A test is a standardised, objective measure of a person's 
behaviour, performance or attitude. It is slandardised because the way the test is 
carried out, the environment in which the test is administered and the way the 
individual scores are calculated - are uniformly applied. lt is objective in that it tries 
to measure individual differences in a scientific way, giving very little room for 
individual bias and interpretation. 

Over the years, employment tests have not only gained importance but also a certain 
amount of inevitability in employment decisions. Since they try to objectively 
determine how well an appiicant meets job requirements, most companies do not 
hesitate to invest their time and money in selection testing in a big way. Some of the 
commonly used employment tests may be stated thus: 

• Intelligence tests: These are mental ability tests. They measure the incumbent's 
learning a\)ility and also the ability to understand instructions and make 
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judgement:;_ The basic ob_iecti\ e of intelligence tests is to pick up employees who 
are alert and quick at learning things so that they can be offe red adequate training 
to improve their skil ls for the benefit of the organization. Intelligence tests do not 
measure any single trait, but rathe r several abilities such as memory, vocabulary. 
verbal fluency, numerical ability , perception, spatial visualisation, etc. , Stanford­
Binet test, Binet-Simon test , and The Wechsler Adult Intelligence Scale are 
examples of standard intelligence tests. Some of these tests are increasingly used 
in competitive examinations whi le recruiting graduates and post-graduates at entry 
level management positions in Banking, Insurance and other Financial Services 
sectors. 

• Aptitude tests: Aptitude tes ts measure an individual's potential to learn certain 
skills - clerical, mechanical , mathematical, etc. These tests indicate whether or not 
an individual has the ability to learn a given job quickly and efficiently In order to 
recruit efficient office staff, apti tude tests are necessary. Clerical tests, for. 
example, may measure the incumbent's ability to take notes, perceive things 
correctly and quickly locate things, ensure proper movement of files, etc. Aptitude 
tests, unfortunately, do not measure on-the-job motivation. That is why the 
aptitude test is administered in combination with other tests, like intelligence and 
personality tests. 

• Personality tests: Of all the tests required for selection, personality tests have 
generated lot of heat and controversy. The definition of personality, methods of 
measuring personality factors and the relationship between personality factors and 
actual job criteria has been the subject of much discussion. Researchers have also 
questioned whether applicants answer all the items truthfully or whether they try 
to respond in a socially desirable manner. Regardless of these objections, many 
people still consider personality as an important component of job success. 

Personality tests are used to measure basic aspects of an applicant's persona lity 
such as motivation, emotional balance, self-confidence, interpersonal behaviour, 
intro-version, etc. The most frequently used tests are the Minnesota Multiphasic 
Personality Inventory (MMPL), the California Psychological Inventory, the 
Manifest Anxiety Scale, Edwards Personal Performance Schedule, etc. 

There are three types of PIP tests: projective (personality), interests and 
preferences. Let's examine these in detail. 

(a) Projective tests: These tests expect the candidates to interpret problems or 
situations based on their own motives, attitudes, values, etc. Many 
personality tests are projective in nature. A picture is presented to the person 
taking the test who is then asked to interpret or react to it. Since the pictures 
are clouded, the person's interpretation must come from inside - and thus 
get projected. The person supposedly projects into the picture his or her own 
emotional attitudes, motives, frustrations, aspira tions and ideas abou t life . 
Standard tests are also frequently used to assess the personality of the testee. 
For example, in the Thematic Appreciation Test, the testee is shown a 
picture and is asked to make up a story based on the picture. The responses 
are analysed and a profi le o f personality is developed. However, projective 
tests have been under attack s ince they are unscientific and often reveal the 
bias of the test evaluator, particularly ifhe is not properly trained. 

(b) Interest tests: These are meant to find how a person in tests compares with 
the interests of successful people in a specific job. These tests show the 
areas of work in which a person is most interested. The basic idea behind 
the use of interests ' tests is that people are most likely to be successful in 
jobs they like. These tests could be used as effective selections tools. 



Obviously if you can select people \\·hose interests are roughly the same as 
tbose of successful in\ est m en ts by using. say the Strong-C ampbe l I 
inventory, in the jobs for which you are recruiting, it is more likely that the 
applicants will be more successful in their new jobs. The chief proble m with 
using the interest tes ts for selection purposes is that responses to the 
questions are not always sincere. 

(c) Preference tests: These tests try to compare employee preferences with the 
job and organizational requirements. The job diagnostic survey d evelo ped 
by Hackman and Oldham is an e xample of a preference test. This tes t sho ws 
how people differ in their preferences for achievement, meaningfulness. 
discretion. etc., in their jobs. 

• Achievement tests: These are designed to measure what the applicant ca n do on 
the job currently, i.e .. whether the testee actually knows what he or she claims to 
know. A typing test shows ty ping proficiency, a shorthand test measures the 
testee's ability to take dictation and transcribe, etc. Such proficiency tests are also 
known as work sampling tests. Work sampling is a selection tests wherein the job 
applicant's ability to do a smal I portion of the job is tested. These tests are of two 
types; Motor, involving physical manipulation of things (e.g., trade tests for 
carpenters, plumbers, electricians) or Verbal, involving problem situations that are 
primarily language-oriented or people-oriented ( e.g., situational tests for 
supervisory jobs). 

Since work samples are miniature replicas of actual job requirements, they are 
difficult to fake. They offer concrete evidence of the proficiency ofan applicant as 
against his ability to do the job. However, work-sample tests are not cost effective, 
as each candidate has to be tested individually. It is not easy to .develop work 
samples for each job. Moreover, it is ·not applicable to all levels of the 
organization. For managerial jobs, it is often not possible to develop a work 
sample test that can take one of all the full ranges of managerial abilities. 

• Simulation tests: Simulation exercise is a test which duplicates many of the 
activities and problems an employee faces while at work. Such exercises are 
commonly used for hiring managers at various levels in an organization. To assess 
the potential of a candidate for managerial positions, assessment centres are 
commonly used. 

• Assessment centre: An assessment centre is an extended work sample. It uses 
procedures that incorporate group and individual exercises. These exercises are 
designed to simulate the type of work which the candidate will be expected to do. 
Initially small batches of applicants come to the assessment centre (a separa te 
room). Their performance in the situational exercises is observed and evaluated by 
a team of 6 to 8 trained assessors. 

11.9 SELECTION INTERVIEW 

Interview is the oral examination of candidates for employment. This is the most 
essential step in the selection process.. In tbis step, the interviewer tries to obtain and 
synthesise information about the a bi Ii ties of the interviewee and the requirements of 
the job. Interview gives the recruiter an opportunity to: 

• Size up the interviewee' s agreeableness; 

• Ask questions that are not covered in tests; 

• Obtain as much pertinent information as possible; 

• Assess subjective aspects of the candidate - facial expressions, appea rance, 
nervousness and so forth; 
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• \l ake judgements on interviewee's enthusiasm and int e l I igencc; 

• Give facts 10 the candidate regarding the company, its po lic ies, programmes, etc., and 
promote goodwill towards the company. 

11.9.1 Types of Interviews 

Several types of interviews are commonly used depend ing on the nature and 
importance of the position to be fi lled within an organi7.ation. 

• No11-directive interview: ln a non-directive interview. the recruiter asks questions 
as they come to mind. There is no specific fonnat to be followed. The questions 
can take a ny direction. The interviewer asks broad. open-ended questions such as 
·tell me more about what you did on your last job· - and allows the applicant to 
talk free ly with a minimum of interruption. D ifficulties with a non-d irective 
interview include keeping it job related and obtaining comparable data on various 
applica nts. 

• Directive or structured interview: In the directive interview, the recruiter uses a 
predetermined set of questions that are clearly job related. Since every applicant is 
asked the same basic questions, comparison among a pplicants can be made more 
easily. S tructured questions improve the reliability of the interview process, 
eliminate biases and errors and may even enJiance the ability of a company to 
·.·: !'.1- -•---l 1':"~?.! challenge. On the negative side, the whole process is somewhat 
mechan ica l, restricts the freedom of interviewers and may even convey disinterest 
to applicants who are used to more flexible interviews. Also, designing a 
structured interview may take a good amount of time and energy. 

• Situational illterview: One variation of the structured interview is known as the 
situationa l interview. In this approach, the appl icant is confronted with a 
hypothetical incident and asked how he or she would respond to it. The 
applicant 's response is then evaluated re lative to pre-established benchmark 
standards. 

• Behavioural interview: The behavioural interview focuses on actua l work 
incidents (as against hypothetical situations in the situational interview) in the 
applicant's past. The applicant is supposed to reveal what he or she did in a given 
situation, for example, how he disciplined an employee who was smoking inside 
the (actory premises. 

• Stress i11terview: In stress interview, the interviewer attempts to find how 
appl ica nts woutd respond to aggressive, embarrassing, rude and insulting 
questions. T he whole exercise is meant to see whether the applicant can cope with 
high ly s tress-producing, anxious and demanding s ituations while at work, in a 
calm and composed manner. Such an approach m a y backfire also, because the 
typical appl icant is already somewhat anxious in a ny interview. So, the appl icant 
that the firm wants to hire might even tum down the job offer under such trying 
conditions. 

• Panel interview: In a typical panel interview, the applicant meets with three to 
five interviewers who take turns asking questions. After the interview, the 
inte rviewers pool their observations to arrive at a consensus about the suitability 
of the applicant. The panel members can ask new and incisive questions based on 
their expertise and experience and elicit deeper and more meaningful responses 
from candidates. Such an interview could also limit the impact of the personal 
biases of any individual interviewer. On the negative s ide, as an applicant, a panel 
inte rview may make you feel more stressed than usu<1 I. 



11.9.2 InterYiewing ~listakes 

The inter\'ie\\- is a good selection tool in the hands of the person who knows how to 
use it. If it is 1101 used properly or the interviewer himself is not in a positive frame of 
mind, m istakes may occur. The interviewer, for example. may: 

• Favour applicants who share his own attitudes; 

• Find it difficult to establish rapport with interviewees, because he himself does not 
possess good interpersonal skil ls; 

• Not be ask ing right questions and hence not getting relevant responses; 

• Resort to snap judgements, making a decision as to the applicant's suitability in 
the first few minutes of the interview. Too often interviewers fonn an early 
impression and spend the balance of the interview looking for evidence to support 
it; 

• Have forgotten much of the interview 's content with in minutes after its 
conc lusion; 

• Have awarded high scores by showing leniency (le niency); 

• Have been influenced by ·culwra/ noise'. To get the job, the applicants try to get 
past the interviewer. If they reveal wrong things about themselves, they realise 
that they may not get the job, so they try to give the interviewer respoll""" wai ,He: 
social ly acceptable, but not very revealing. These types of responses are known as 
cultural noise - responses the applicant believes are socially acceptable rather than 
facts; 

• Having allowed him to be unduly influenced by associating a particular 
personality trait with a person's origin or cultural background and that kind of 
stereotyping/generalising ultimately determining the scores of a candidate 
(stereotyping). For example, he may feel that candidates from Bihar may find it 
difficult to read, write and speak English language and hence not select them at 
all! 

• Allow the ratings to be influenced by his own likes and d islikes; (bias) 

• Cone Jude that a poorly dressed candidate is not intell igent, attractive females are 
good for public dealings, etc. This is known as 'halo effect', where a single 
important trait of a candidate affects the judgement of the person who rates. The 
halo effect is present if an interviewer allows a candidate's accomplishments in 
athletics to overshadow other aspects and leads the interviewer to like the 
applican t because 'ath letes make good sales people'; 

• Rating a n applicant poorly, following the interview of very favourable or 
unfavourable candidates (an anomaly known as candidate-order error; the order 
in which you interview appl icants can also affect how you rate them); 

• Have been influenced more by unfavourable than favourable information about, or 
from, the candidate. Unfavourable information is given roughly twice the weight 
of favourable infonnation. According to Dobmeyer and Dunette, a single negative 
characteristic may bar an individual from being accepted, whereafter no amount of 
positive features will guarantee a candidate's acceptance; 

• Have been under pressure to hire candidates at short notice; 

• Have been influenced by the behaviour of the candidates (how he has answered, 
his body language), his or her dress (especially in the case of female candidates) 
and other physical factors that are not job related . 
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Check Your Pro ress 

Fil l in the blanks: 

I. The first important task of recruitment function is to frame a 
_____ which calls for review of manpower requirement. 

2. Retrenched employees, retired employees, dependents of deceased 
employees may also constitute the -----

3. ___ _ _ is the process of choosing individuals who have relevant 
qualifications to fill jobs in an organization. 

4. _ ____ is the oral examination of candidates for employment. 

11.10 LET US SUM UP 

Recruitment is the process of locating and encouraging potential applicants to apply 
for existing or anticipated job openings. Certain influences restrain (the freedom of) 
managers while choosing a recruiting source such as: image of the company, 
attractiveness of the job, internal policies, budgetary support, government policies, etc. 
The sources of recruitment may be broadly divided into two categories: internal 
sources and external sources. Both have their own merits and demerits. A finn may 
choose a particular recruiting method such as job posting, employee referral, campus 
hiring, advertisements, private search firms or internal promotions and transfers etc., 
depending on the skills required, the nature of the job and budgetary support etc. 
Recruitment, selection, induction and placement are important tools for hiring 
manpower from external sources. HRP helps us to identify the manpower require­
ments, keeping pace with corporate objectives and strategies. 

The selection process - from reception through initial screening, application, testing, 
interview, medical and reference checking - must be handled by trained, 
knowledgeable individuals. Selection tests include intelligence and aptitude tests, 
achievement tests, assessment centres and general psychological G1' personality tests. 
The value of tests should not be discounted, since they are objective and offer a 
broader sampling of behaviour. The interview is an important source of information 
about job applicants. Several types of interviews are used, depending on the nature 
and importance of the position to be filled within an organization. Interv iews can be 
conducted by a single individual or by a panel of interviewers who are generally 
trained for the purpose. The training helps interviewers to be more objective and not 
get carried away by biases and errors of various kinds. References and medical 
evaluations are common aspects of the selection process of many employers these 
days. 

11.11 LESSON END ACTIVITY 

A company recruits candidates at the enhy-level executive pos1t1on in general 
category, without emphasising on specialisation areas of the candidates. The company 
believes that learning is different from areas of interest in jobs. All new recruits go 
through systematic job rotation and monitored to understand their areas of interest. 
Individual employees are also asked to indicate their choice. When both the identified 
areas of interest match, candidates a re placed in the job. Critically evaluate this 
process and comment. 

11.12 KEYWORDS 

Recruitment: Recruitment is the process of hiring talented employees for certain jobs 
by motivating them to apply for those jobs which are available in organization. 



Competitive Adva11tage: .-\ compctiti\e ad\·antage is an advantage over competitors 
gained by offering consumers greater \ alue. either by means of lower prices or by 
providing greater benefits and service that justifies higher prices. 

J11temal Recr11itme11t: It is a recruitment which takes place within the concern or 
organization. 

lntemal Advertisement: In this method, vacancies in a particular b ranch are 
advertised in the notice board. 

External Recruitment: The assessment of the current available pool of job candidates, 
other than existing staff. to ascertain if any are sufficiently skilled or qualified to fill 
and perform existing job vacancies. 

011tso11rcing: Outsourcing is the contracting out of an internal business process to a 
third party organization. 

Poaching/Raiding: Poaching means employing a competent and experienced person 
already working with another reputed company in the same or differen t industry; the 
organization might be a compet itor in the industry. 

£-Recruitment: E-Recruitment is the use of technology to assist the recruitment 
process. 

Recruitment Policy: The recruitment policy of an organization specifies the objectives 
of recruitment and provides a framework for implementation of recruitment program. 

Selection: The process of picking-individuals who have relevant qualifications to fill 
jobs in an organization. · · 

Application Blank: It is a printed form ·completed by job aspirants detai ling their 
educational background, previous work history and certain personal data. 

Interview: It is the oral examination of candidates for employment. 

11.13 QUESTIONS FOR DISCUSSION 

1. Define recruitment. What are the important recruitment functions? 

2. If you were responsible for hiring someone for your job, which recruitment 
sources would you use? Why? Which recruitment sources would you avoid? 
Why? 

3. Describe briefly the various steps that are involved in hiring human resources in 
an organization. 

4. What are the various sources of recruitment? How can an organization evaluate 
the worth of these sources? 

5. List the most important merits. and demerits of various sources of recruitment. 

6. Examine various selection techniques in • general. Outline those selection 
techniques which are popularly used in India. 

7. What do you mean by testing in selection? Examine its validity and reliability in 
the selection process. What types of tests will you adopt for selecting mechanical 
engineers in a large tool making industry? 

8. If you were interviewing a promising candidate but he seemed nervous, what 
actions might you consider to catm the candidate? 

9. Do you think that all the selection tools can be trusted? If not, then how do you 
evaluate the candidates selected? 
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I 0. \\ 'hat important points would you keep in mind while facing a stress interview? 

I I. Which type of interview do you think to be the best for the interviewee and why? 

12. How would you determine the standard for selection tests at an organization that 
appoints you as HR manager? 

Check Your Progress: Model Answer 

I. Recruitment policy 

2. Internal sources 

3. Selection 

4. Interview 
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12.0 AIMS AND OBJECTIVES 
After studying this lesson, you shou!d be able to: 

• Understand Transfer 

• D iscuss Promotion 

• Discuss Reward Policies 

12.1 INTRODUCTION 

H RP at the enterpr}se level is integrated with transfer, promotion and job rotation. For 
internal staffing of vacancies, suitable policies on the above areas must exi"st, or else, 
the organisation would be constrained to frequently go for redundancy, leaving its fate 
only to extemal hiring. For managerial and executive leveJs, this is addressed by 
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succession planning. f o r non-executive positions, suitable policies on promotion and 
transfer and also job rotation, facilitate restructuring of manpower and their 
redeployment to meet the requirements of HRP. In this lesson, we will discuss the 
basic concepts and point out their importance for HRP. 

Organizational environment is dynamic. Besides environmental changes there are 
changes in the job, their specifications, the technology used to execute them and the 
employees carrying out various organizational functions. The changes in the 
employees can be in the form of their movement within and outside the organisation. 
The movement of employees within the organisati0n can be in the form of transfer, 
promotion or job mtation Transfer is movement of employees from one unit to 
another, the responsibilities and functions remaining the same. Promotion relates to 
vertical movement of employees in the hierarchy involving better status and increased 
responsibility. Job rotation is movement of the employees from one job to another to 
break the job monotony and to enable the employees to und<ustand the total 
organizational system. 

J 2.2 TRANSFER 

Transfer is the lateral movement of employees from one position, division, department 
or unit to another. Such movement of employees from one job to another may be 
either due to promotion, demotion, organizational restructuring or may be for routine 
administrative reasons (some organiz.ations do not allow employees to remain in the 
same job for a long duration, which are sensitive in nature). Generally transfer does 
not involve any significant change in compensation, duties, responsibilities or even 
status. 

12.2.1 Objectives of Transfer 

The objectives of transfer are to: 

• Increase organizational effectiveness. 

• Add to the versatility and competence of key personnet 

• Cope with the fluctuations in work requirements. 

• Rectify erroneous placement. 

• Relieve boredom and monotony. 

• Set right incompatibilities in employees' relations. 

• Look after the interests of the employees (their health or age-group, family 
problems, etc.) 

• Provide creative opportunities. 

• Train employees for their future advancement or promotion. 

12.2.2 Different Types of Transfers 

• Production Tran~fers: Such transfers are done for stabilizing employment. In an 
organisation, there may be several independent plants for different product-mixes 
or shop-floors to produce sub-assemblies or components. Production in any of 
such plants or shop-floors may get discontinued, either for dropping of the product 
or for other miscellaneous reasons. Such a situation necessitates production 
transfer. 

• Replacement Transfers: Such transfers are effected during lay-off, when senior 
employees may be transferred or relocated to protect their interest against 
employees with short service. 



• Versatility Tra11sfers: To pre,·ent employees to develop proprietary interest in the 
job. materials and equipment used on the job and workloads, such transfers are 
effected, both for the benefits of the organisation and the employees ( employees 
gain varied job experience). 

• Personal or Remedial Transfers: Such transfers are usually made in the interest 
of the employees. as they often may request for transfer on grounds of health, age 
or family issues. To correct erroneous placement also such transfers are made. 

• Shifi Transfers : Such transfers are effected within the shift itself (without any 
change in job etc.). where the shift system of work is prevalent. Shiti system is a 
regularized rotation of employees from one shift to another. 

12.3 TRANSFER POLICY 

In order to be impartial and objective: transfer policy and procedures must be 
established and made known to all employees. 

A good transfer policy must answer the following questions: 

• What type of transfers are to be used? When? 

• What is the area over which transfers will be effected? 

• What is the basis used for effecting transfers? 

• Who is responsible for initiating and approving transfers? 

• Should transfers be permanent or temporary? 

• What is the rate of pay and other fac ilities the transferred employee should receive 
on his new job? 

• Is training necessary to effect a transfer? 

However, in India, most of the organizations do not have a well formulated transfer 
policy, resulting in its gross misuse (often as an instrument to victimize the 
employees). Public sector enterprises and departmental undertakings (government 
departments) often use this instrument without any regard to the cost aspect. Recently, 
Ordinance Factories Board had been adversely criticized for effecting meaningless 
transfers of officers and staff members, which involved crores of rupees of 
expenditure from the public exchequer. For such irrational use, transfer -related issues 
have now become important ·causal factor~ of industrial disputes in India . 

12.4 LIMITATIONS OF TRANSFER 

The right of transferring abroad is not implied. However, in the absence of a provision 
in a contract of service to the contrary, a finn of Chartered Accountants with accounts 
in foreign countries may order an employee to go into a foreign state to work on a 
client's accounts. Many organizations, however, make it a point to include a paragraph 
in the tenns and condi tions of the letter of appointment of their would be employee, 
before its issue in a language or similar there to "you would be liable to transfer from 
your present place of posting to anywhere in India or abroad". This often saves the 
organisation from future confusion or embarrassment. 

When an emptoyee is hired by a firm with no branches, there is no implied contract 
which pennits his transfer to a branch thereafter established. Although transfer, per se, 
is not punishment in the eye of law, transfers are limited by the standard of 
reasonableness. For example, although a bank can transfer its employees, it cannot 
harass them by doing so repeatedly. An order of transfer cannot be made which will 
result in a material change for the worse in the employee's contractual rights, such as 
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reduction in his amenities like free quarters, medical assistance, fuel, electricity a nd 
cheap rations. Similarly, a radical change in the employee's duties may invalidate a 
transfer. And, in any event, an employee is entitled to reasonable time upon transfer to 
wind up his affairs. 

At the end of this lesson, we have discussed the lateral transfer and horizontal transfer 
as promotion alternatives. 

12.5 PROMOTION 

Promotion basically is a reward for efficiency. lt is conferment of additional benefit s, 
usually in the fonn of higher pay, for an incr~ase in responsibility or skill which is 
forma lized by an increase in status or rank. Yet, in another way, promotion can be 
defined as advancement of an employee in an organization to another job, which 
commands better pay/wages, better status/prestige and higher opportunities/challenges 
and responsibilities, a better working e nvironment, hours of work and facilities, etc. 
Thus, it has been observed that promotion is usually associated with the assignment of 
an individua l to a position of more responsibility or to one which requires the 
application of his particular education or experience in a better way. 

'Promotion from within' as a system in an organisation, outlines the policies and 
procedures for internal promotion of personnel. The basic difference between 
· promotion' and ·promotion from within' lies in the fact that promotion policy in an 
organisation, as such, may incorporate provisions for recruitment from the outside to 
man promotional vacancies but 'promotion from within' policy in an organisation 
s trictly provides for internal recruitment only to man such vacancies. 

From the legal standpoint, however, no distinction, as such, is made between 
'promotion' and ' promotion from within' and these two terms are interchangeably 
used. 

12.5.1 Forms of Promotion 

/11/ormal and Formal 

The two major forms of promotion are: 

(i) Informal promotion, and 

(ii) Formal promotion. 

The informal form of promotion or the promotion at the discretion of the employer is 
the oldest form of promotion, which enables the employer (s) concerned to promote 
those employees who have the requisite ability and merit. 

The real problem of the infonnal form of p romotion is that the senior managers may 
recommend for promotion only those indiv iduals with whom they have already 
worked, or who, for one reason or the other, have impressed them by their activities or 
presence. This may sometimes result in promotion on the basis of prejudices of the 
employer and specialized knowledge and the abilities of the employees {which should 
form the basis of promotion) may be overlooked. 

The formal form of promotion, contrarily, ensures objective evaluation of the 
responsibilities and duties vis-a-vis different levels of an organisation. The 
significance of all the positions in the orga n isation structure is considered· with a view 
to facilitate the objective appraisal of the capa bilities of the individuals in the context 
of promotion. The formal form of promotion is also known as the standardized or 
systematic form. Seniority and length of service, serve as the criteria to qualify for 
promotion under this form. 

This form of promotion is strictly follo wed in the organizations having the 'promotion 
from within' policy. 



Open and Close 

Promotion may also be classified in a different manner: 

( i) Open form, and 

(ii) Close form. 

In case of the open form of promotion, organizations do not restrict themselves to the 
existing employees only for the purpose of filling promotional vacancies. They 
announce such vacancies in order to han·est from the nation's ·personnel-crop' and to 
attract the best talents to the maximum extent possible. But the closed form of 
·promotion from within' policy, restricts the candidacy for filling promotio na l 
vacancies to the existing employees only or the organisation concerned. 

Other Forms 

Promotion can be grouped according to the following four forms: 

(i) Movement to an authoritative position: 

( ii} Movement to a highly skilled and highly evaluated job; 

(i ii} In-grade progression (upgradation); and 

(iv) Widening of duties and responsibi lities associated with the existing job with some 
increase in payment. 

12.5.2 Elements of Promotion 

We can deduce the following elements of promotion from the definition contents of 
promotion and 'promotion from within ': 

• Upward Advancement: Whatever may be the fonn of promotion, it necessarily 
implies upward advancement, i.e., movement of employees to higher positions in 
the organizational hierarchy. A lthough there are some promotions which, in 
reality, indicate upgradation or in-grade progression (i.e., promotion-in-situ), e.g., , 
promotion of a clerk from Grade II to Grade I, strictly speaking, such promotions 
also imply upward advancement because the promoted employees now occupy 
positions higher than juniors in the organisation structure. 

• Enhanced Responsibilities, Stallls and Prestige: Since change of job(s) , 
consequent upon promotion, is quite common, the promoted employees are 
normally expected to assume h igher responsibilities on being promoted. However, 
where promotion is somewhat in the nature of upgradation, the nature of the job 
being unchanged, responsibilities of the promoted employees mostly remain the 
same. In all other cases, enhanced responsibilities, status and prestige together 
constitute an element of promotion. 

• Better Pay and Wages: II is the next important element of promotion. But, 
promotion may not always entitle the promoted employees to higher emoluments, 
even though their responsibilities, status and prestige may be enhanced. In order to 
encourage creative behaviour in his functional area, an employee, · whose 
contentment has almost reached a plateau, may be entrusted with a qualitatively 
different job which demands increased responsibilities and which enhances his 
status and prestige but not his emoluments. 

Other Elements: Better working environment, functional autonomy, scope for 
application of specialized knowledge. skill(s) and work experience, etc., are 
certain other important elements of promotion. 
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12.5.3 Objectives of Promotion 

Promotion serves one important purrose or the employer, i.e., it enables him to adjust 
his workforce to the changing requirements. Moreover, from an employer's point of 
view, promot ion is an important motivational tool as it can reduce employees' 
discontent and unrest. 

Promotion can, therefore, improve the effectiveness of an organisation's structure in 
order to meet the targets and, at the same time, can considerably increase the 
effectiveness of its employees through assignment of suitable positions. 

According to an expert in this field, the main purpose of promotion is to staff a 
vacancy that, in general, is worth more to the organisation than to the incumbent's 
present position. 

In a more comprehensive manner, the purposes of promotiqn can be stated as fol lows: 

• To put an employee in a position where he will be of g reater use to the 
organisation and where he is expected to derive increased personal satisfaction 
and have an increase in his emoluments; 

• To recognize an individual's performance and reward h im for his work so that he 
may have an incentive to forge ahead; 

• To boost mora le and encourage loyalty and help develop a sense of belongingness 
so far as an employee is concerned; 

• To promote job satisfaction and to motivate an employee to continue in the 
organisation; 

• To attract sui table and competent employees to the organisation and 

• To provide opportunities to an employee (who has not succeeded in ga111mg 
promotion) to enhance his skills and abilities required for superior performance. 

It is important to note here that all the above mentioned purposes are equally served 
by the 'promotion from within' policy as well. That apart, the 'promotion from w ithin' 
policy serves the following important purposes. 

• It reduces employee turnover and consequently reduces replacement cost 

• It maintains high employee morale and productivity; and 

• It maximizes uti lization of human resources. 

12.6 PROMOTION POLICY 

Promotional disputes in the recent years have become an important causal factor vis-a­
vis industrial d isputes in India (as these form an im portant part of the personnel 
related disputes and the d isputes arising out of indiscipline and violence). Therefore, 
in order to avoid any possible complications in future and i ts consequential adverse 
effects on industrial relations, union participation, as far as possible and should be 
encouraged by management while formulating promotion policies. 

Some of the important requirements of an effective promotion policy are presented 
below: 

• Preparing a s tatement showing ratios of internal promotions to direct recruitments 
at each level, mentioning the rnethod(s) of selection ( e.g., trade test and interview) 
and indicating the qualifications desired; 

• Identifying the network of the related jobs and the promotional channels for each 
job, taking into account the job relatedness, the opportunities for interacting with 



the e:-.e.::uti , es placed in the higher levels with a view of fostering job learning and 
the qua lifica tio ns (both academic and professiona l) and the work experience 
required: 

• Developing the procedural nonns for detennining employees' seniority and 
deciding whethe r it should be considered in a plan l-wise or unit-wise or an 
occupation-wise manner; and 

• Developing the relationship between disciplinary action ,1nd promotions. 

The Indian Institut e of Personnel Management (now renamed as the Na1ional Institute 
of Personnel Management) has suggested that the following statements, etc., should be 
included in any s tandard promotion policy: 

• A sta tement regarding promotion from within the organ isation with a view to 
fill ing vacancies in higher posts; 

• A statement regarding the promotional bases like abi lity a nd sen iority; 

• A well-drawn organisation chart in order to help a ll concerned understand the 
ladder of promotion: as well as the structural relationship of the employees 
working in the different positions among various professions/functions and within 
their own profession/function; 

• A statement clearly mentioning the officials who may init iate and handle cases of 
promotion in order to help all concerned; and 

• A statement regarding provision for reversion in case a promotee's performance is 
not satisfactory. 

Basis of Promotion 

After formulation and acceptance by management of a sound promotion policy the 
next question that an organisation faces is "What should be the basis for such 
promotions?' A decision in this regard is of utmost importance. In promotional 
decisions, the most important base is seniority. The Japanese concepts of Nenko Setdo 
(i.e., promotion on the basis of age and length of service) and Shike Seido (i.e., status 
ranking), reflect no thing but seniority considerations in promotional decisions. Jn the 
USA and in the UK, seniority is an important factor of promotion. In India, seniority 
consideration in promotional decisions has not received much cognizance from 
organizations until recently. But, due to pressure from unions and subsequent changes 
in the government policies regarding promotional matters, seniority is fast emerging 
as an important consideration in the public sector. Different basis of promotion, 
however, are discussed as follows: 

Seniority · 

Seniority refers to the relative length of service of e m plo yees. It may also be 
determined in re la tion to the age, occupation, department o r organisation, of an 
employee. Basically, seniority implies skill formation through experiential learning. 
Seniority being quantifiable, provides an objective means of ident ifying the personnel 
eligible fo r p romotion. Since biased managerial decisions on promotion can be averted 
to the fulles t extent, seniority criterion is widely accepted by employees. As 
promotion is predictabte under the seniority system, it g reatly reduces employee­
turnover. 

However, the seniority system has many disadvantages as well. Since merit or ability 
is altogether ignored, it does not guarantee quality staffing of promotional vacancies. 
Even though it is believed that, through experiential learning an individual develops 
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his knowledge that aids in 'skill lormation', during his long tenure of service, due ro 
'trained incapacity', he may be incapable of undertaking new assignments. 

Moreover, what should be the basis or such seniority? Is it the total number of years of 
experience of the employee in the organisation plus the experience already gained in 
his past employments with other organizations or the experience (length of service) in 
the present organisation only? Would the experiences unrelated to the promotional 
vacant post be taken into account? 

Mere consideration of seniority in lhe context of promotion, in reality discourages 
creativity and innovation. Despite, the above demerits, the seniority based promotion 
system is widely prevalent. 

Merit Rating 

The weaknesses of the seniority based promotion system have resulted in developing 
the merit based promotion system because that encourages excellence in an 
organisation. Merit is defined as efficiency and capacity of an individual judged in lhe 
light of his past performance. The obvious advantages of the merit based promotion 
system are that it enhances organisation efficiency and maximizes utilization of talen1 
(as only the deserving employees arc promoted after thorough assessment of their 
abilities and performance). However, integrity of managerial personnel vis-a-vis 
detennination of merit criteria objectively is suspect from the employees' side in 
general. And, that defers mosl of the organizations from using merit as the sole 
criterion in promotional decisions. 

Even though the seniority based promotion system is largely followed in the public 
sector organizations in India, the merit-cum-seniority approach plays a major role in 
promotional decisions in the private sector organizations. 

Quota System 

This system of promotion is mainly practiced in government departments and public 
sector undertakings. The Government of lr,dia has framed rules/regulations regarding 
promotion of SC/ST employees who enjoy fixed quota. The organizations have to 
prepare and maintain rosters for this purpose and whenever the tum comes, the 
existing SC/ST candidates have to be promoted without consideration of either 
seniority or merit. 

Trade Tests 

For staffing certain vacancies through promotion, specific trade tests are conducted in 
order to rate the candidates' trade specific knowledge and skills. The ultimate 
promotional decisions are taken only after the candidates qualify in the specific trade 
test(s). For certain posts like fitter, turner, welder, etc., (technical) and stenographer, 
typist, etc., (non-technical), specific knowledge and skills are important prerequisites. 
Thus, effecting promotion to the:,e posts is subject to the candidates' ability to acquire 
such knowledge and skills. While some organizations stipulate minimum qualifying 
service vis-a-vis one's eligibility to appear for such trade tests, most of the 
organizations usually allow their employees, irrespective of their length of services, to 
compete for such posts. In a strict sense, selection of an existing employee (after 
qualifying the stipulated trade test(s) is not considered as promotion and can better be 
tenned as re-appointment (without break of service). 

Promotion by Examinations 

Examinations also play a major role in promotional decisions. Examinations, to a 
large extent, supplement the merit rat ing system and provide opportunities to the 
talented employees for getting promoted to the higher posts without waiting for a Jong 



1ime. In some organ1za:,o~s. a 1111111,num quaittying serv,ce is sti~u1a1ed vis-a-vis one's 
eligibiliry 1p appear tbr such e:s.ami11atio11s. Inothe1· orgat1i;ations, qualifying in svch 
1;xamina1ions helps employees become eligible for prorno1ion to certal!l posts . The 
Subordinate Accounts S.ervices lSAS) ExamiM1ion anci l,imi1ed i)eparlmental Section 
Officers"Examina1ion for certain cate~orie, to theCcnttal CovenlJlleTII empl0}Ccs, tile 
CAT!B ExaminaltOll for 1hc bank employees, 1hc Associateship Exa111ina11cin 
(conducted llY the IJlStilUte of' Act11aties) for 1Jic employees• in !lie imura11c~ 
companies, etc., ·are sor.1e exa111ples of the,e tyws of eM,nination~, llowever. the 
$<:Ope for promolio!t based on exarninolions is veoy liMited because 011ly a few 
depar.tmenl& c1f the Ce,Hrlli Govem,ne,1_t aud a hand!'uLor privateorganizii!ions, prac tice 
this. 

Ag1: Group Preference 

!11 mally ,organizations. -a par1icuJar .age-group i!i' preferred IQ other ~ge gro).tps for 
stal1Iog vacancies. The idea of prcfcrellce for a particular age group is based on 
fol lowing considera1ioos'. 

• 'Ex~ted number of years of s~-rvicc,;; 

• Pn;ifessional source of supply of required manpower in future: and 

• Personality, dynamism, ini1ia1ivc, challenging altitude, elc, 

Age 1s userl as ;,11 index of 'Stamina and tle>ribility and for determining the po!.sil:>1e 
length of service before re.tireinenl. Allhough, no empirical support, as ~uch, is 
available to relate promotion to preference for ,1gc group, maoy organizations, as a 
matter of policy, follow some norms regarding .ige groups vis-a-vis staffing of certain 
vacancies from withiu. !.n some cases, where 1he <;~is1i,1g employees also contest with 
th~ outsiders for a ,particular vacancy, some rela)(ation in ~gc is give11 lo them. Thus, 
for the reA,Sons s!Med earlier, prefere1ice for age group also influences promotional 
decisions, 

Personal A11rib{'te.r 

Personal altr,ibutes like i11tellige11ce, health, energy, staminll, inherent-attitude,. inter-est 
and preferences, taken together, also form an important basis for promotitmal 
df!l:isioos. Since these anributes are not quantifiable i•l the strict sense. rati()g by the 
s11perior is usually considered as an yards1ick. Mon: ,iob e.1<perience, aeguirc{l 
knpwled,ge and strong ed11catioJ1al background may not make one compete111 ot 
eligible for promotion. For example, certain jobtt demand aptitude for figure vvork, 
which can ◊nly be found among those employees whn -have an inhetelll interest iu 
doius ligure work. Similarly, poor he:ihh, lack oJ energy a.nd stamin,a, ere., makes one 
wis1<itable for sa)es jobs, supen:isory jobs; requiring dealing$ will! the public llJ'ld 
leadership quality. l.nherent auirudes, interest~ an<I fll'e:ferencl!.'i also, ;_;t the s,a.me time, 
act, in one way or !he other, as impertan\ pcercquisil~ for t.-main jo~. Jn many 
o~nizations, the system of wdting 'a'.11J1ual co.,f"identi:al reporis about ert>ployees 
exists, Certain col11mns in this report pcrtilin l<> pcr!;c)f)Gl attribuies. This reporl which. 
is usually written by lhe superior concer.liCd; ihus', serve~ an imp:imnt purpose of the 
management, i:e., c.insrdering the personal atuibules of. an,empioyw tor the pmpose 
of t~g_ promotional decision~. 

PeifimrJanc1: Appraisq/ 

Performance appraisal, in reality, is an importallt vanable in promotio,tal dedsioi1s. 
However, the tel'm meriJ rntlng is. quitt, " n.11-r\;iw one ano limited ill approach. 
J?erfor.mance app.-aisal has wider ·applicability in the context of evaluuti.011 of 
employees vis-a-vis theu-cllaraclMi&lM.:s, qualifications, troll;, Cll!"ICilies. prof..-iencies 
and abiliites for the plllJ)OSe of, ~nter atia, t~king promotional detisi.ons. Performances 
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appraisal is basically a formal exercise in an organisation with a view to evaluating the 
employees performance in a documented form at pe riodic intervals. A leading 
management theorist has identified the following three basic purposes of fonnal 
performance appraisal: 

• To provide systematic judgements on salary increases, promotions, transfer, etc. 

• To rnake an employee know ·where he stands ' with respect to his boss; and 

• To provide a basis for coaching and counselling of an employee by his superior. 

Alt hough there are various methods of perfonnance appraisa l, the most widely used 
method is ranking. Under this method, ranking of an employee is done on the basis of 
comparison with others. An employee, who gets the highest numerical value to his 
credit (a s compared to other employees), is considered most suitable for promotion. 

Because of its simplicity and objective, the perfo1mance appraisal system is widely 
used throughout the world. An Indian study, covering 60 organizations, has indicated 
that companies, both in the public and private sectors, give considerable weightage 
(58 per cent) to performance appraisal for effecting promotional decisions. 

Promotion Alternatives 

' Promotion from within' as a regular process, apart from resulting in in-breeding, lack 
of dynamism and innovativeness, etc., has an inevitable danger of over-staffing of an 
organisation. Japanese organizations, which follow this system compulsorily even 
without 'objective assessment of employees' performance, have introduced an 
excellent promotion alternative, known as "status ranking system", in order to obviate 
the problems of over-staft1ng. Under this system, a worker, who is otherwise eligible 
for promotion but cannot be promoted because of the problems of over-staffing is 
awarded a s tatus rank with increased allowances so as to make his pay almost at par 
with that of the promotable post. Thus, without actually promoting the e ligible 
employees, this system ensures increased status fo r them in order to maintain their 
motivation levels and ensure their loyal!Y towards the organisation. 

Inability to promote the eligible employees, for one reason or the other (e.g., the 
problem of over staffing), is a problem of structural nature (because most of the 
employees have reached a plateau) before the management in any organisation. While 
job enrichment, job enlargement, lateral transfer, horizontal transfer, etc., which focus 
primarily on the change of work content, can in o ne way or the other, fulfill the 
intrinsic needs of the employees, these, in reality, reduce only the stresses resulting 
from content plateauing. The problem of structure p lateauing remains unless suitable 
restructuring of the organisation, with due emphasis on reducing the importance of 
promotion and increasing the value of challenge, is attempted. 

Since, temporary measures, job enrichment, job enlargement, lateral transfers and 
horizontal transfers can successfully reduce the stress of the employees, who are 
otherwise promotable, but are not promoted for the obvious inability of the 
organizations, these are considered as promotion alternatives. Ensuring timely 
promotion of employees is a major problem even for well-organized and 
professionally managed organizations in India. Government organizations, for the low 
paid white-collar employees, relate their promotional decisions to the availability of 
vacancies, while, for the direct recruits in the officers' cadre, they have a system of 
promotion based on time scale. This clearly indicates poor career planning, which 
results in serious motivational problems in the government organizations. Stagnation 
in different cadres for years together is a result of such ill-framed policy. Commercial 
banking organizations have made some progress in this matter, i.e., in the case of 
senior employees, the probability of getting promotion after completion of a certain 
number of years of service is quite high. But such types of measures are not at all 



adeq uaie. H (m e\·er. _job enrichment, _job enlargement1 la1eral transfer and horizontal 
tra nsfer5 c:in. to a large extent, alleviate the motivational problems of .employees, in 
such cases. ar leasl, for the time being. Thus, an organisation gels an opportunity to 
restrucrure itself and can take some provisions for pro111otion during the intervening 
period. 

Lateral and fiorizo111al Tran~/'er 

Two other promot ion ahernatives are lateral and horizontal transfer. fn the strict sense, 
transfer is !he moving of an employee from one job to another. Such movement may 
either be horizontal or lateral·. For internal mobility of the manpower, periodic 
tra nsfers of employees are effected by an organisation either for the interests of the 
orga nisa1io11 or for the interests or the employees or for both. Although need for 
transfer may arise for one reason or the other (e.g., fluctuations in work requirements, 
increasing versatility and competence of key employees, correcting erroneo_us 
placemen!. relievi ng employees from monotony, protecting the interests of employees 
vis-a-vis their health or age a nd providing creative opportunities for employees), 
Indian organizations mosrly relate transfyr decisions to promotions, excepting cases 
where transfers of senior employees are affected for the ma.intenance of a tenure 
system. Since transfers, in most of the cases. involve change of place(s) and even, in 
some cases, result in reduction in material gains, transfer decisions of an organisation, 
quite often. are resented by the affected employees. Tbis is particu larly evident in the 
government and commercial banking organizations. Problems of housing, education 
of chi ld ren , inadeq uacy of compensation, disruption of family life and social life, etc., 
are some of the common grounds for which even promotional transfers are not 
accepted by many employees. Jn order to obvia te such problems relating to 
implementation of transfer either for routine administrative reasons or for promotional 
reasons, transfer liability is usually made a pre-condition to employment. Most of the 
organizations have well drawn transfer policies in this regard. While, in ·.other 
organizations, transfer is still a prerogative of the management. 

Lateral transfer is the vertical movement of employees and denotes significant change 
in the work content. Cross functional or cross Jate ral transfers, througho·ut the career 
of an employee, keep him fresh and receptive to new ideas and make him more 
creative aJ1d productive. 

Horizontal transfer, on the other hand, is the movement w ithin the same job-famjly. 
While j ob enrichment a nd job enlargement exercises do not involve, in reality, any 
movement from one job to another, lateral and horizontal transfer indicate physical 
movement from one job to another and, thus, have some potentjal to motivate 
employees intrinsically. 

Both latera l and horizontal transfer can be effectively used for structure and content 
plateaued employees as temporary promotion altemative$. In some organizatio~s, such 
transfers are made to equip the employees for assuming higher responsibilities, 
consequent upon promotion. 

12.7 REWARD POLICIES 

Reward policy sets guidelines for decision-making and action. Jt may include 
statem ents of guiding principles or common purposes. Reward policies may be written 
or implied, and can be identified by the foJlowing fea tures: 

• They provide a positive indication of what the organisati.on and its management 
may be expected to do and. how they will behave in given circumstances. 

• They ind icate the amount of discretion like managers can exercise, suggesting 
answers to be question 'How do I deal with this reward issue in the 
circumstances?' 
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• Employee reward systems refer to programs set up by a company to reward 

performance and motivate employees on individual and/or group levels. They are 
normally considered scrarate from salary but may be monetary in nature or 
otherwise have a cost to the company. While previously considered the domain of 
large companies, smal I businesses have also begun employing them as a tool to 
lure top employees in a competitive job market as well as to increase employee 
performance. 

Purpose 

Employee reward covers how people are rewarded in accordance with their va lue to 
an organisation. JI is about both fi nancial and non-financial rewards and embraces the 
strategies, policies, struc tures and processes used to develop and maintain reward 
systems. The ways in which people are valued can make a considerable impact on the 
effectiveness of the organisation and is at the.heart of the employment relationship. 

The aim of employee reward policies and practices is to help attract, retain and 
motivate high-quality people. Getting it wrong can have a significant negative effect 
on the motivalion, commitment and morale of employees. Personnel and development 
professionals will be involved frequently in reward issues, whether they are 
generalists or specialise in people resourcing, learning and development or employee 
relations. An integrated approach to human resource management means that all these 
aspects have to be considered together so that a mutually reinforcing and interrelated 
set of personnel policies and practices can be developed. 

Personnel and development practitioners are expected to play their part alongside line 
managers in maximising the contribution of people to the achievement o f corporate 
purposes. They must understand the business context and the importance of adopting a 
strategic viewpoint when meeting business needs in partnership with their colleagues. 

This standard defines how thinking perfonners can meet these requirements in the 
fie ld of employee reward. It is relevant for: 

• Any personnel/human resources practitioner at a relatively early stage in their 
career, responsible for a range of basic personnel operations and wanting to 
develop deeper and broader knowledge and skills and make a professional 
contribution to the employee reward process. 

• Externally-based consultants providing advice and services in many organisational 
types, sectors and settings. 

The keys to developing a reward program are as follows: 

• Identification of company or group goals that the reward program w i II support 

• Identification of the desired employee performance or behaviours that wilJ 
reinforce the company's goals 

• Determination of key measurements of the performance or behaviour, based on 
the individual or group's previous achievements 

• Determination of appropriate rewards 

• Communication of program to employees 

• Reward Policies set guidel ines for decision making and actions. It may include 
statements of guiding principles for common purposes. 



Rc\\ard policies may be written or implied and can be identified by the following 
features: 

• They provide a positive indication of what the organization and its management 
may be expected to do and how they will behave in given circumstances. 

• They indicate the amount of discretion line margin can exercise. suggesting 
answers to questions 'how do I deal with this reward issue in the circumstances?' 

12.8 REWARD POLlCY ISSUES 
• Competitive pay: The 'pay stance' or 'pay policy' of the organisation indicates the 

extent to which it wants to be 'marketed' - i.e., the relationship it wishes to 
maintain between its pay levels and market rates. 

• Internal equity: The degree to which internal equity is a prime consideration and 
the circumstances in which the need to be competitive may override the principle 
of internal equity. 

• Variable pay: The extent, if any, lo which the firm believes that pay should vary 
according to perfonnance, competence and/or skill. 

• Individual or team reward: The need for rewards to concentrate on ind ividual or 
team perfonnance. 

• Employee benefits: The types and levels of employee benefits to be provided and 
the extent to which employees can choose the benefits they want. 

• Total reward mix: The mix of total rewards as between base pay, variable pay, 
employee benefits and non-financial rewards. 

• Structure: The extent to which the organisation wants a hierarchica l and relatively 
formal (narrow-banded) structure or one that is flexible and broad banded 

• Reward priorities: The degree to which the organisation wants to concentrate on 
'piling the rewards high' for the relatively small number of key players, or 
recognises the need to provide rewards which will sup?()rt the steady 
improvement of the many. (In other words, who are the people likely to exert the 
most leverage on overall business performance who should be rewarded 
accordingly?) 

• Differentials: The levels of reward at the top of the organisation compared with 
ayerage and minimum reward levels. 

• Flexibility: The amount of flexibility allowable in operating the reward system; 
the degree of consistency required in applying policies; the amount of control 
exercised from the centre. 

• Uniformity: The extent to which pay structures and policies should apply to the 
whole organisation or be flexible for different levels or categories of employees. 

• Devolution: The amount of authority to be devolved to line managers to make pay 
decisions. 

• Control: How much control should be exercised from the centre over the 
implementation of reward polic:ies. 

• Gender neutrality: The approach to be adopted towards eliminating gender bias in 
reward processes and structures so as to ensure equal pay for work of equal value. 

• Partnership: The extent to which the organisation believes in sharing success 
with employees. 

• Involvement: How much employees are involved in pay decisions that affect 
them. 
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l2.8. l Content of Reward Policies 

There is no such thing as an ideal set of reward policies or a list of headings that 
should be included, although most policy statements refer to at least some of the issues 
listed above. 

12.8.2 Developing Reward Policies 

Reward policies should be developed by: 

• Referring to the list of policy issues and adding or subtracting items which appear 
10 be most relevam. taking into account the structure, culture, management style 
and values of the organisation, its reward philosophy and its business, personnel 
and reward strategies. 

• Deciding under each heading, in consultation with those concerned, what policy 
approach is likely to be most relevant to the business priorities of the organisation 
and the needs of its employees. 

• Ensuring that the policies are practical (implementable) and will provide the 
requisite level of guidance for decision and action. 

• Deciding on the amount of training and guidance which will be required to enable 
line managers and others to implement policies with an appropriate degree of 
consistency. 

• Communicating the policies to all affected by them: ideally, they should be 
expressed in writing and the communication process should include briefing­
groups to ensure that employees have the opportunity to seek clarification and 
make suggestions. 

12.8.3 Reviewing Policies 

It needs to be re-emphasised that all aspects of reward management are dynamic and 
evolutionary. They cannot stand still. They must be continually reviewed and 
modified in line with changes in organisation structures, strategic priorities, core 
values, processes, technologies and the new demands such changes make on people. 

Check Your Pro ress 

Fill in the blanks: 

1. The ____ fonn of promotion, contrarily, ensures objective evaluation 
of the responsibilities and duties vis-a-vis different levels of an 
organisation. 

2. _____ is basically a fonnal exercise in an organisation with a view 
to evaluating the employees performance in a documented form at 
periodic intervals. 

3. _____ transfer is the vertical movement of employees and denotes 
significant change in the work content. 

4. Employee _ _ ___ covers how people are rewarded in accordance 
with their value to an organisation. 

12.9 LET US SUM UP 

Transfer, promotion and job rotation are three different types of employees movement, 
which facilitate adjustment of manpower both within and outside the organizations. 



Today's organizations are required to frequently restructure the jobs, to keep pace with 
the changing technology, systems and practices. This necessitates restructuring of 
manpower. Without suitable policies on promotion. transfer and job rotation it is 
difficult for an organisation to enforce them. Again policies need to be periodically 
reviewed to ensure their relevance. For HRP, all these three instruments provide 
adequate flexibility. 

12.10 LESSON END ACTIVITY 

The promotion and reward of employees re late to the productivity of employees 
elaborate this to the class through a visual presentation on ' Promotion and its Impact 
on Employees' . 

12.11 KEYWORDS 
Trn11sfer: Transfer is the lateral movement of employees from one position, division, 
department or unit to another. 

Prod11ctio11 Transfers: Such transfers are done for stabilizing employment. 

Replacement Transfers: Such transfers are effected during lay-off, when senior 
employees may be transferred or relocated to protect their interest against employees 
with short service. 

Versatility Transfers: To prevent employees to develop proprietary interest in the job, 
materials and equipment used on the job and workloads. 

Personal or Remedial Transfers: Such transfers are usually made in the interest of the 
employees, as they often may request for transfer on grounds of health, age or family 
issues. To correct erroneous placement also such transfers are made. 

Shift Transfers: Such transfers are effected within the shift itself (without any change 
in job etc.), where the shift system of work is prevalent. Shift system is a regularized 
rotation of employees from one shift to another. 

Promotion: Promotion basically is a reward for efficiency. It is conferment of 
additional benefits, usually in the form of higher pay, for an increase in responsibility 
or skill which is formalized by an increase in status or rank. 

Employee Reward Systems: Employee reward systems refer to programs set up by a 
company to reward performance and motivate employees on individual and/or group 
levels. They are normally considered separate from salary but may be monetary in 
nature or otherwise have a cost to the company. 

12.12 QUESTIONS FOR DISCUSSION 
I. Define transfer. Why is transfer necessary for an organisation? What are the 

different types of transfer? 

2. Is it necessary for an organisation to have a transfer policy? Justify your answer 
duly pointing out important components of a transfer policy. Do you think transfer 
is absolutely a management prerogative? 

3. What is promotion? In what way does it d iffer from 'promotion from within'? 
What are the different forms of promotion? 

4. Briefly state the elements and purposes of promotion. 

5. You have been asked by an organisation to draft a promotion policy for their 
employees. What are the a,eas, you think you should consider, while drafting such 
a policy? 

313 
Transfer. Pro motion 
and Reward Poki-,,; 



~ 1-l 

l'n1h..·ipk, of M..1nage,ncn1 
6. Brie!1y state the different basis of promotion. Identify at least three fac tors. which 

you think are important while tak ing a promotion decision. 

7. Is it possible to e nsure increased status for employees without actually promoting 
them? Select at least three promotion a lternatives, which can confer increased 
status and job sal is faction to plateaued employees. 

8. Write short notes on: 

(a) Lateral Transfer 

(b) Replaccrnenl Transfer 

(c) Merit Rating 

Check Your Progress: Model Answer 

I. Fonnal 

2. Perfonnances appraisal 

3. Lateral 

4. Reward 
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13.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Jdentify the need for training 

• Define the terms like training, development and education 

• Discuss the relationship between training and various learning principles 

• Outline the areas and types of training 

• Describe the systems approach to training 

• List the various training methods that are currently employed 

• Evaluate the effectiveness of training programmes 

13.1 INTRODUCTION 

Training is an important HRD activity which reinforces HRP in an organisation. Apart 
from the need for internal staffing, training enhances job related skills and also 
faci litates acquiring of new skills required for averting skill obsolescence in an 
organisation. 

HRD is a macro concept and it consis ts of organized services of learning activities 
within a given time limit. for achieving desired behavioural changes in people. From 
the organizational point of view, HRD is a process and it helps employees to improve 
their func tional capabilities for present and future ·roles. It also develops their genera l 
capabil ities, harness their inner potentialities, and there by facilitates for self and 
organizational development. 

Discussions on training remain incomplete w ithout linking the same to performance 
appraisa l. This is because performance appraisal is one single important tool, which 
helps in deciding about training requirements for an organisation and it reinforces 
training activities. There are lot of misconceptions about training, education and 
development functions vis-a-vis HRD, which we have clarified in the introductory 
lesson. Without precisely knowing the functions of training, education and 
development, as pointed out earlier, it would be difficult for us to appreciate the 
objectives, roles and significance of training in an organisation. 



13.2 DEFINITION AND PURPOSE OF TRAINING 

Training may be defined as a systematized tailor made programme to suit the needs of 
a particular organisation for developing certain attitudes, actions, skills and abilities in 
employees irrespective of their functional levels. Training therefore, serves the 
following important purposes for an orga nis<1tion. 

• To increase the perfonnance level or an employee and to develop him/her in such 
a manner that he/she can rise to the position of higher responsibility. 

• To constantly develop manpower 10 m ee t the current as well as future needs of the 
organisation. 

• To ensure effective utilization of human resources. 

• To integrate individual goals with the organisation goals by creating a climate so 
that an individual employee can best achieve his goals by achieving the goals of 
the organisation. To be more spec ific, this is the stage of identifying employees 
with the organisation. 

13.2.1 Need for Manpower Training 

Most of the organizations prefer internal manning of positions than external hiring for 
obvious motivational benefits and cost cffect i veness. Even though training, prima 
facie, emphasizes on increasing the performance level of an employee, a continuous 
training fUDCtion enables the organisation to develop employees for future responsible 
positions in the organisation itself. 

The needs for manpower training in an organisation may be categorized as follows: 

• Updaling Knowledge: Technological advancement, business environmental 
changes and new management philosophies have now made it imperative for the 
organisation to renew and update the knowledge and skills of the employees so 
that they do not become redundant for obvious functional incompetence. 

The first and foremost need for manpower training therefore, is to renew and 
update knowledge and skills of employees to sustain their effective performance 
and so also to develop them for future managerial positions. 

• Avoiding Obsolescence: Recent economic liberalization programmes of 
Government of India are necessitating organizational restructuring, which inter 
a/ia, calls for training the employees, irrespective of their functional level, for 
their redeployment in restructured jobs. Therefore, the second important need fo r 
training is to avert functional obsolescence. 

• Improving Performance: Continuous training being required lo renew and update 
knowledge and skills of employees, it makes them functionally effective. The 
third need is therefore, to make employees effective in their performance through 
continuous training. 

• · Developing Human SkiJJs: Apart from emphasizing on technical and conceptual 
skills, new training programmes also e mphasize on developing human skills of 
employees. Such human skill is necessary for effective interpersonal relations and 
sustaining healthy work environment. This need for training therefore, also cannot 
be altogether ignored. 

• Imparting Trade~specific Ski/Js: Jn industrial employment, the convention is to 
recruit workers and employees through compulsory apprenticeship training. Such 
apprenticeship training enables an organisation to impart industry and trade 
specific skills to workers. This also, therefore, is an important need for man power 
training. 
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• Stabilizing the Workforce: Throughout the world the importance of training is 

now increasingly fel t for stabilizing the workforce to withstand the technologica l 
change and for making the organisation dynamic in this changed process. 
Management theorists now unanimously agree that it is the responsibility of the 
organisation to train and develop their manpower as a continuous process. 

13.3 CLASSIFICATION OF TRAINING PROGRAMMES 
Depending on the functional level and occupational categories of employees, an 
organisation can clnssify training programmes as under: 

Table 13.1: Classification of Training Programmes 

Level Types of Training 

I. Workers (i) ln1roduc1ion 

(ii) Job Training 

(iii) Craft Training 

(iv) Special Purpose Training 

2. Supervisors (i) Induction 

(ii) Fon:manship/Shoplloor Supervision 

(iii) Manpower Management 

3. Stuff Memhers (i) Introduction 

(ii) Professional 

(iii) Technical 

(i_v) Human Relations 

4. Manager.; .ind Executives (i) In~uction 

(ii) Executive Training 

. (iii)Training in Executive Develop 

Apart from the above routine trammg programmes for different levels, training on 
total quality awareness and training encompassing all aspects of total quality 
management have now become almost compulsory for all functional levels. 

13.3.1 Induction and Orientation 
These terms are inlerchangeably used to give a friendly welcome . to the new 
employees as members of the organisation so also to introduce the new employees 
with lhe available inslallations (plant and machineries, systems), work norms, 
organizational objectives and the job positions of the employees. Some organizations 
make available programmed instruction materials to new employees to help them to 
get acquainted with the departmental rules and regulations, their entitlement for ]eave, 
pay, overtime, retirement benefits and other miscellaneous privileges, which affect 
their whole service. Tata Iron and Steel Co. circulates to all their new employees, a 
brief booklet under the name and style of 'Write Your Future in Steel' to illustrate 
their career prospectus. However such documented materials cannot be made available 
by all organizations. They try to supplement it through a brief induction programme. 

13.3.2 Supervisory Training Programme Training and Retraining 

Supervisors monitor the work of the workers and are anns of the management. They 
must have adequate skill, experience, ability and leadership. A supervisor is required 
to do a job in five broad areas, i.e., knowledge of the work, awareness of 
responsibilities, capacity to instruct, skill in improving methods and ability to work 
with people. 



13.3.3 Training for Top and Middle Management 
Top and middle management personnel are !rained mainly 011 lhe following eight 
areas 10 expose them to the managerial practices: 

• Pla1111i,rg: This covers 1J1e policy, general programme and plans of the 
organisation and also methods for effective action. 

• Control: To check cllrrent perfonnance against predetermined standards (as 
mentioned in the plans) to ensure progress and also to record experience from the 
working of p lans lo serve as a guide to possible future operations. 

• Coort/i,rntin11: To balance the team efforts, ensuring proper allocation of 
activities among different members of the group. 

• Moti,,rai<m: This covers employees morale and is sought through by proper 
leadership. The art of self-moti vation has to be included fn the manager and 
executives. 

• /11spiratio11: It is the act or power of exerting influence on the intellect or 
emotions, which ultimately leads to the creative thin.king and work. fnspiration 
arouses o ur mind to special and unusual activity, stimulating our creativity. 

• Com11111nicatio11: It is the process of transferring infonnation through interaction~ 
with two o r more persons. Communication interchanges our thoughts, opinions) 
sharing of i nfonnation by speech, in writing or through body language. 

• Decision : It -is the choice of selecting the best course of actio1\ between 
alternatives. Thus, it helps to come to a conclusive point to solve a problem, 
selecting the best courses of actions. 

• /11tegratinn : It helps in establishing link between previously separate systems. 
services, apphcations or processes. In manufacturing, integration is a process to 
combine separately produced components or sub-systems, addressing problems 
through interactions. 

13.3.4 Sequence of a Training Programme 
Any training programme should follow the order of sequence of actions, as under, to 
make it effective. 

• Design ing the programme and matching with the learning process 

• Matching the programme to the organizational expectations 

• Developing the training group 

• Identify ing the themes of training and development 

• Achieving consistency in training 

13.3.5 Need for a Training Policy 

To ensure consistency in Training and Development Function, the HRM department 
of each organisation develops a suitable training policy, defining the scope, objective, 
philosophy and techniques. Such a training policy, inler-alia, serves the following 
purposes: 

• It defines what the organisation intends to accomplish through training. 

• It indicates the type of persons to be responsible for training functions. 

• 1t identi fies the formal and informal nature of training. 

• It spells oul the duration, time and place of training. 

• It indicates the need for engaging outside institutions for training. 

• It embraces and includes training in relation to labour policies of the organisation. 
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PROGRAMME 
Traditionally, training needs identification is done by the HRD department, which to 
keep pace with organizational requirements identifies a series of training modules for 
different categories of employees and publishes such training calendars to circulate 
among d ifferent departments to depute their employees for such training courses. 
Depending on the facilities avai-lable: some of these training courses are also offered 
utilizing in-house training faculty, while for others (where expertise is not a va i la ble) 
such training may either be offered by retaining professional trainers or by deputing 
employees to attend some outside train ing courses. 

However, to ensure better utilization of employees' acquired knowledge and skill. 
identification of training needs are now being left with the respective departmental 
heads, who because .of their proximity with the employees concerned can better 
suggest the training and development needs. Hence, right at the beginning of the year, 
HRD department circulates the format for suggesting training requirements of 
different departments, which after necessary processing, are developed as training 
calendars. The heads of the departments through performance appraisa I, job 
evaluation and keeping in mind future requirements (due to change of technology, 
etc.), may identify such training requirements and also study the cost-benefit aspect 
closely monitoring employees' post-training performance. 

Incidentally, it has now also become one important corporate practices in line with 
ISO Certification requirement. 

The following steps are involved in designing the training programme: 

j Selecting Strategies: The first step is to choose a strategy or strategies for training 
methods. Strategies prioritize training objectives and also help in selecting 
training areas which may be skill formation, developing conceptual 
understanding, etc. 

• Breaking Objectives: The second step in to break the general training objectives 
into different parts like, knowledge, understanding and skills. Each constituent 
part of the training objective is matched with appropriate training events. 

If> Choosing Methods: The next step is to use specifications for different training 
methods to decide over time the facilities r~uired for the programme as a whole. 

e Deciding on Packages: The fourth step is to decide different package in which 
programmes could be offered. An organisation at this stage considers different 
training packages, keeping in view the time and cost aspects. 

• Designing the Programme: The finat step is to design the training programme. 

l3.5 TRAINING METHODS 

· l'he following methods are mostly used for training of employees: 

(i) On-the-Job Training: Under this technique, an employee is put on-the-job and is 
trained to perform the said job thereby helping the employee to acquire the ski I Is 
for performing the said job in future. 

Most of the organizations utilize the services of senior workers to impart such 
training. Training and Retraining Apprenticeship, creation of 'assistant-to' 
positions, job rotation and special assignments are different forms of such training 
programmes. 

(ii) Job Instruction Training: This js training through step-by-step learning. Usually 
steps necessary for a job are identified in order of sequence and an employee is 
exposed to the different steps or a job by an experienced trainer. 



(iii) Vestibule Trainitig: This method duplicates on-the-job situation away from the 
actual worksite with machinery and equipment similar to those used in actual 
production or operatjon and is used to help employees to acquire a new skill. 
Usually, training is given away from the production centre. 

(iv) Training Centre-Training: Such site trainings are given in the fonn of lectures. 
conferences. case studies. role playing and discussions. 

(v) Sim11latio11: Simulation again duplicates the actual condition encot111te red on a 
job. The vestibule training method or the business-game method are the examples 
of business simulation. 

(vi) Apprenticeship: Such train,ing is g iven for a longer du ration to help the employees 
to acquire skills in specific trade(s). A major part of this training is g iven on the 
job. 

(vii) Offihe-job .Methods: These methods consist of: · 

(a) lectures: Through lectures, participants are motivated to learn. Lectures focus 
on understanding rather than enriching knowledge and skills through reading 
assignments and experience. However, empirical studies on the effectiveness 
of training through lecture methods indicate that this is not effec tive for 
obvious inability of participants to retain the infonnation and, failure of 
trainers to make such sessions more interesting relating to on-the-job 
experience. 

(b) Conference Method: It is a participative group centred method through which 
participants deve~op knowledge and understanding by small group di'scussions 
and active participation. 

(c) Group Discussion: 1l1is is also a very.useful method of training and is usually 
based on papers prepared by trainees on a given subject. The trainees read 
lheir papers which are usually followed by critical djscussions. lt may, 
however be a follow-up discussion on some statement or on a paper presented 
by an expert. • 

(d) Case Study: Case study method helps students to learn on their own by 
independent thinkj11g. A set of data or some descriptive materia ls a re given to 
1he participants -asking them to analyze, identify the problems and a lso to 
recommend solutions fo r the same. 

(e) Role Playing: This training method particularly helps in learning human 
rela tions skills through practice and imbibing an insight into one's own 
behaviour. Trainees of such a programme are informed of a situation and 
asked to play their roles in the imaginary situation before the rest of tJ,e class. 
This therefore, heJps in the enriching of interactional skills of the employees. 

(t) Programmed 1nstruction_· This method is pre-arranged desired course o I' 
proceeding to the learning or acquisition of specific skills or knowledge. 
Informa tion in such programmes is conveniently broken into differen~ units, to 
allow the trainees to learn at their conven'ieot pace. 

(g) T-Group Training; T-group is sensitivity training, and takes place under 
laboratory conditions and is mostly instructed and thus an informal kind of 
training. The trainer in such a training programme is a catol.yst. He helps the 
individual pa11icipant to understand how others perceive his behaviour, how 
he reacts to the behavjour of others and how and wher1 a group acts either in a 
negat,ive or in a positive way. 
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( h ) £-learning: Training programmes delivered via Intranet are now thought of as 
the most cost-effective route. It is not only cost effective but also caters to the 
real time infonnation need of employees. However, it involves convergence 
of several technologies, like, hardware, software, web designing and 
authoring, instructional design, multimedia design. telecommunications and 
finally internet intranet network management. Organizations can outsource 
e- learning training modules at relatively cheaper rate. Even though training 
I hrough e-leaming is globally increasing, we do not have adequate empirical 
evidence to justify this. 

13.6 TYPES OF TRAINING 

There are many approaches to training. We focus here on the types of training that are 
commonly employed in present-day organisations. 

• Skills training: This type of training is most common in organisations. The 
process here is fairly simple. The need for training in basic skills (such as reading, 
writing, computing, speaking, listening, problem solving, managing oneself, 
knowing how to learn, working as part of a team, leading others) is identified 
through assessment. Specific training objectives are set and training content is 
ckveloped to meet those objectives. Several methods are available for imparting 
these basic skills in modem organisations ( snch as lectures, apprenticeship, 
on-the-job, coaching, etc.). Before employing these method;), wullU!,\;f;) ;)houlJ: 

❖ Explain how the training will help the trainees in their jobs. 

❖ Relate the training to the trainees' goals. 

••• Respect and consider participant responses and use these as a resource. 

❖ Enco urage trainees to learn by doing. 

·•· Give feedback on progress towards meeting learning objectives. 

• Rlfresher training: Rapid changes in techno logy may force companies to go in 
for this kind of training. By organising short-term courses which incorporate the 
latest developments in a particular field, the company may keep its employees 
up-to-date and ready to take on emerging challenges. Jt is conducted at regular 
intervals by taking the help of outside consultants who specialise in a particular 
descriptive. 

• Cross-ftznctional trainitig: Cross-functional training involves training employees 
to perform operations in areas other than their assigned job. Then;! are many 
approaches to cross functional training. Job rotation can be used to provide a 
manager in one functional area with a broader perspective than he would 
otherwise have. Departments can exchange personnel for a certain period so that 
each employee understands how other departments are functioning. High 
performing workers can act as peer trainers and help employees develop skills in 
another area of operation. Cross-functional training provides the following 
benefits to an organisation (and the workers as well): (l) Workers gain rich 
experience in handling diverse jobs; they become more adaptable and versatile. 
(2) They can better engineer their own career paths (3) They not only know their 
job well but also understand how others are able to perfonn under a different set 
of constraints. ( 4) A broader perspective increases workers' understanding of the 
business and reduces the need for supervision. (5) When workers can fill in for 
other workers who are absent, it is easier to use flexible scheduling, which is 
i11creasingly in demand as more employees want to spend more time with their 
families. Eli Lilly and Company (India), for example, encourages cross-functional 



movements to make the organisation equally attractive to both specialists and 
generalists. 

Thermox: At lhermax (over ] 200 employees nearly Z 600 crore turnover, 6 per 
cent attrition rate) high-potentia'l individuals are g iven greater exposure, high 
vis ibility and asked to chart ou\ a career vision through an ongoing dialogue. 

CCPL: Godrej Consumer Products Ltd. ' s ( I 052 employees, nearly ~ 500 crore 
sales) ta lent management system allows bright employees to acquire a wide 
variety o f skills thmugh job rotation (e.g., sales sys tems, project management 
skills , IT skills, Team building skills, etc.) . Outstanding performers get salary 
increase ins tantaneously . 

Sopit:nt Corporation: (9 14 employees with over $ 202 million global sales), Al 
Sapient employees work on 48-50 projects a t any given time. Some of these are 
executed entirely by the loca l employees frem their Gurgaon and Bangalore 
offices. 

Johnson & Johnson: (1419 employees with over$ 41 ,000 million global sales) 
J&J constantly encourages its employees lo upgrade their skills and lu1owledge 
through short-tem1 programmes at institutes like the llMs, XLRI, etc. apart from 
rotating employees on challenging tasks. 

Monsanto India: (354 employees with nearly $ 5 ,000 g lobal sales) Monsanto sets 
stiff targets for employees, but trains employees with _a rare rigour so tliat they get 
a fai r shot at those. People identified as future leaders are given internal 
international positions. 

P&G: (Over t 750 crore sales and powerful brands like Vicks, Tide, Ariel, 
Pa ntene, Whisper, Pampers, Head and Shoulders, etc.) P&G relies on t11e 
·promote-from-within philosophy'. II hires freshers s traight out ofB-school, trains 
and empowers them to handle challenging jobs from day l. Says a new recruit 
from JIM Alun.edabad: 

"I am two months old in the company and already handling a new brand launch". 

Source: BT-Hewitt S1udy, 2003: BT-Mercer-TN$ Study. 2004; Grow Talent Study, 8. World, 
L 9.20U3 and 6.12.2004 • 

• Team training: Team training generally covers two areas: content tasks and group 
processes. Conlent tasks specify the team's goa ls such as cost control and problem 
solving. G roup processes reflect tl1e way members function as a team - for 
example, how they interact with each other, how they sort out differences, how 
they participate, etc. Companies are investing heavy amounts, nowadays, in 
training new employees to listen lo each other and to cooperate. They are using 
outdoor experiential training techniques to develop teamwork and team spirit 
among their employees (such as scaling a mountain, preparing recipes for 
colleagues at a restaurant, sail ing through uncha rted waters, crossing a jungle. 
etc.)_ The training basically throws light on ( i) how members should communicate 
with each other (ii) how they have to cooperate and get abead (iii) bow they 
shou ld dea l with conflicting situalions (i,v) how they should find their way, using 
collective wisdom and experience to good advantage. (Buchen) 

• Creativity training: Companies like Mudra Communications, Titan Industries, 
and Wipro encourage their employees to U1in.k unconventionally, break the rules, 
take risks, go out of the box and devise unexpected solutions. (Hequet; Kawatra; 
So lomon) 
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In creativity training, trainers often focus on three things: 

(a) Breaking away: Jn order to break away from restrictions. the trainee is 
expected to (i) identify the dominant ideas influencing his own thinking 
(ii) define the boundaries within which he is working (iii) bring the 
assumptions out into the open _and challenge everything. 

(b) Generate new ideas: To generate new ideas, the trainee should open up his 
mind; look at the problem from all possible angles and list as many alternative 
approaches as possible. The trainee should allow his mind to wander over 
alternatives freely, e .xpose himself to new influences (people, articles, books, 
situations), switch over from one perspective to another, arrange cross 
ferti lisation of ideas with other people and use analogies to spark off ideas. 

(c) Delaying judgement: To promote creative thinking, the trainee should not try 
to kill off ideas too quickly; they should be held back until he is able to 
generate as many ideas as possible. He should allow ideas to grow a lillle. 
Brainstonning (getting a large number of ideas from a group of people in a 
short time) often helps in generating as many ideas as possible without 
pausing to evaluate them. It helps in releasing ideas, overcoming inhib itions, 
cross fertilizing ideas and getting away from patterned thin.king. 

• Diversity training: Diversity training considers all of the diverse dimensions in 
the workplace - race, gender, age, disabilities, lifestyles, culture, education, ideas 
and backgrounds - while designing a training programme. It aims to create better 
cross-cultural sensitivity with the aim of fostering more hannonious and fruitful 
working relationships among a firm's employees. The programme covers two 
things: (i) awareness building, which helps employees appreciate the key benefits 
of diversity, and (ii) ski ll building, wbich offers the knowledge, skills and abilities 
required for working with people having varied backgrounds. 

• Literacy training: Inability to write, speak and work well with others could often 
come in the way of discharging duties, especially at the lower levels. Workers, in 
such situations, may fail to understand safety messages, appreciate the importance 
of sticking to rules, and commit avoidable mistakes. Functional iHiteracy (low 
skill level in a particular content area) may be a serious impediment to a firm's 
productivity and competitiveness. Functional literacy programmes focus on the 
basic skills required to perform a job adequately and capitalize on most workers' 
motivation to get help in a particular area. Tutorial programmes, home 
assignments, reading and writing exercises, simple mathematical tests, etc., are 
generally used in all company in-house programmes meant to improve the literacy 
levels of employees with weak reading, writing or arithmetic skills. 

• Orientation training; In orientation training, new hires get a first hand view of 
what the company stands for, how the work is carried out and how to get along 
with colleagues. In short, 'they learn the ropes', the specific ways of do ing things 
in a proper manner. When a new employee is from a different country and culture, 
this initial training is especially important in helping new employees adjust in the 
company. 

13. 7 TRAINING NEEDS ASSESSMENT 

Training efforts must aim at meeting the requirements of the organisation (long-term) 
and the individual employees (short-tenn). This involves finding answers to questions 
such as: Whether training is needed? lf yes, where is it needed? Which training is 
needed? etc. Once we identify training gaps within the organisation, it becomes easy 



lO design an appropriate 1ra111ing programme. Training needs can be identified through 
the following types of an,1 lysis: 

• Orga11isatio11a/ analys is: It involves a study of the entire organisation in tenus of 
its objectives, its resources, the utilisation of these resources, in order to achieve 
stated objectives and its interaction pallern with environment. The important 
elements tl1at are closely examined in this connection are: 

❖ Analysis o/ ohjectii·cs: This is a study of short-term and long-term objectives 
and the strategics followed at various levels to meet these objectives. 

·•· Resource u1,Hw1lo11 analysis: How the various organisational resources 
(human, phys ical and financial) are put to use is the main focus of this study. 
The contributions or various departments are also examined by establishing 
efficiency indices for each unit. This is done to find out comparative labour 
costs, whether a unit is undermanned or over-manned. 

❖ Enviro11me11wl scu1111i11g: Here the economic, politica l, socio-cultural and 
technological env ironment of the organisation is examined. 

•·· Organisational climate analysis_· The climate of an organisation speaks about 
the attitudes of members towards work, company policies, supervisors, etc. 
Absenteeism, turnover ratios generally reflect the prevailing employee 
attitudes. The::;e can be used to find out whether training efforts have 
improved the ove rall cl imate within the company or not. 

• Task or role analysis: This is a detailed examination of a job, its components, its 
various operotions and conditions under which it has to be performed. The focus 
here is on the roles played by an individual and the training needed to perform 
such roles. The whole exercise is meant to find out how the various tasks have to 
be performed and what kind of skills, knowledge, atlitudes are needed to meet the 
job needs. Questionnaires, interviews, reports, tests, observation and other 
methods are general ly used to collect job relaied information from time-to-time. 
After collecting the informati~n, an appropriate training programme may be 
designed, paying attention to (i) performance standards required of employees, 
(ii) the tasks they have to discharge, (iii) the methods they will employ on the job 
and (iv) how they have learned such methods, etc. 

• Person analysis: Here the focus is on the individual in '<l given job. There are three 
issues to be resolved through manpower analysis. First, we try to find out whether 
performance is satisfactory and training is required. Second, whether the 
employee is capable of being trained and the specific areas in which training is 
needed. Finally, we need to state whether poor performers (who can improve with 
requisite training inputs) on the j ob need to be replaced by those who can do the 
job. Other options to training such as modifications in the job or processes should 
also be looked into. Pe rsonal observation, performance reviews, supervisory 
reports, diagnostic tests help in collecting the required information a.nd select 
particular training options that try to improve the perfonnance of individual 
workers. 

To be effective, trai·ning efforts must continuously mon.itor and coordinate the 
three kinds of analyses described above. An appropriate programme that meets the 
company's objectives, task and employee needs, may then be introduced. Further, 
the training needs have to be prioritised so that the limited resources tbal are 
allocated to fill training gaps are put to use in a proper way. 
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Training evaluation checks whether training has had the desired impact or not. lt also 
tries to ensure whether candidates are able to implement their learning in their 
respective workplaces or not. The process of training evaluation has been defined as 
"any attempt to obtain information on the effects of training performance and to assess 
the value of training in the light of that information." Training evaluation helps in 
offering feedback to the candidates by defining the objectives and linking it to 
learning outcomes. It helps in finding the relationship between acquired knowledge. 
transfer of knowledge at the workplace and training. lt helps in controlling the training 
programme because if the training is not effective, then it can be dealt with 
accordingly. It helps in determining that whether the actual outcomes are aligned with 
the expected outcomes. 

13.8.1 Process of Training Evaluation 

• Before Training: The learner's skills and knowledge are assessed before the 
training programme. During the start of training, candidates generally perceive it 
as a waste of resources because at most of the times candidates are unaware of the 
objectives and learning outcomes of the programme. Once aware, they are asked 
to give their opinions on the methods used and whether those methods confinn to 
the candidates preferences and learning style. 

• During Training: It is the phase at which instruction is started. This phase usually 
consist of short tests at regular intervals. 

• After Training: JI is the phase when learner' s skills and knowledge are assessed 
again to measure the effectiveness of the training. This phase is designed to 
determine whether training has had the desired effect at individual department and 
organisational levels. There are various evalua tion techniques for this phase. 

13.8.2 Five Levels of Training Evaluation 

Hamblin suggested five levels at which evalua tion of training can take place, viz., 
reactions, learning, job behaviour, organisation and ultimate value. 

1. Reactions: Trainee's reactions to the overa II usefulness of the training including 
the coverage of the topics, the method of presentation, and the techniques used to 
clarify things, often throw light on the effectiveness of the programme. Potential 
questions to trainees might include: (i) What were your learning goals for the 
programme? (ii) Did you achieve them? (iii) Did you like this programme? 
(iv) Would you recommend it to others who have similar learning goals? (v) What 
suggestions do you have for improving the programme? (vi) Should the 
organisation continue to offer it? 

2. Learning: Training programme, trainer's ability and trainee's ability are evaluated 
on the basis of quantity of content learned and time in which it is learned and 
learner's ability to use or apply the content learned. 

3. Job behaviour: This evaluation includes the manner and extent to which the 
trainee has applied his learning to his job. 

4. Organisation: This evaluation measures the use of training, learning and change 
in the job behaviour of the department/organisation in the fonn of increased 
productivity, quality, morale, sales turnover and the like. 

S. Ultimate value: It is the measurement of ultimate result of the contributions of the 
training programme to the company goals like survival, growth, profitability, etc., 



and ro the individ ual .goals ike develop,nenr of personality arid ,social go,l~ li.ke 
,na,.imi~ing t ot i:,I htriefir: 

An example of a,, a~te,,m~r>l J'inu 10 he comple(ed hy trainees is given in Tit bl~ 13.2. 

Table IJ.2: An bample of~ T1·ainet Reacli1,n Quts'tionnair• 

£y·;11uatton Questi·onnnire 

(l>ttia~t rtturn thi~form unsign~it 10 Developme-nt Group) 

I . (',,1t:.i~h;ring C\'Cl')'thjfl~, lJ(ll,l' would yov 1-:ae 11,i~ prognun'! (Chtd oor:) 

l Jii~a1idJ:c.1ory __ S-afr:;l1ctory ___ Good ___ 01.1tstaodittg _ _ 

Pica~ explain brid1y l h~ 1~aSCX1s fo:rthl1 ,-nting you huve gi~·cn: 

2 Were your c~pcc1mions'. C:\Cecded _ rna1ched _ fallet1 below __ ? (Ctl:ed, Ont.) 

3. Ar~ you going 10 ~Oilt1t1nld !hi:i Ir.tining' p1vgrtlrnmt: 10 01htr mt:mbtrs of yoonlcr,tnnu:n1? 

Ye~ __ !'Jo __ U' you c,hcckcd ·•yes," ple-a~-e dc~cfilx the-job 1;1Jes h{'ld ·;>y ch'.e- pf.lplt- to 

wJ:orll )'OIJ would r<:-.,:urr~nc::nd 1hi:,-pn1gnm1mC' .. t 

4. Plcaw ta.h." the tt'l.:11~vc \•~1.lui.: ( I -= ·:..:I')· .,:aluaplc: 2 = W<mhwhi'lc; 3 = negligible) of tr,c foU01,,ri1,g 
co,npor\t>'nt1-onh~ 11.1:1lj11g pmgr.-.;la c_o you: 

WorlcOOl>k, 

S1naJI group di3cusslons 

Roh:--pJ;1ying (";'(.~rci:s:~ 

Sm-all -group Cis..zussior, 

LccltJres 

5, Please race the. main lcc(uf':r:.s pn:S(,1l(fltion ( I = not cfftttivti 2 = somcwha, c'tl'~-ctivc; 3- = ~ 
effective) in Cenns of: 

Abilhy to Communic·ati: 

F,,mphas'is v/1 K~• P-0in.1:-: 

Visual Aids 

1-lon<lovt Ma1ctlols-

6, PleaSt" r;.ce the· f<lllowins ca,;e~, readiugs-, aod \·ldeocassettes by placing a chec~m!lJk in tht: 
;;1pproplia1c column: 

8. \Vet'c 11,c vtdeocas.sctt1.,-:-;, ~-ninerll to yQPr w<J1'k'! (-l.'.fl't':4,:k oi1-i::1) 

T 9 m9sl of i:nY work 

Tl-.~Ornc-: Qf rriy ~)f!( 

To none (\f m,.. work 

Ok Low ? 
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9 To hr.Ip tht.> tr.aiflit'!g J:r<'Ctor atld lh~ ~tuff provit:.c fuT1her improvem..-i1ts j,1 nr,1.,re- programs. I 
plc:eliet;ivcn ~s )·S~~r fr.~nk ppi.uicmofeach ~·a-~t di.<.c:..isi:.lou •e:0.:1.:~·c1.,H1trit,u1i<'>i1 w• your lea.ming. 
(1 '13CC' your chet.;t1riark:.- itl 11,c app:t,pn.are 'Jo«~.) 

-
' AVI~ 

~ 
Gtl:ASON - ·-
LA.ili.D - -
MARTIN - ---
~OJI.TEUv ' ~HA,.L-- -- ---- - +-S◊Ml\fE°RS - · - ~ -IV\' lt,$~ t 

17111,tMER I - · - - -
~ ... W,(l"VC'V (;10,1h.oilti°-~II p.Yl~,-v'JOl\i~ln8P•~ 1;.,11'YfCl!E' .. \ ~ 
'O\~<.'IQ',,r7dood· TtX h•~YJ _M1rigril ___.lcolii!:il _ _ 
C:'H~ Prepa,a:iou. loo 'i'IM/f __ Jui;r righl __ Tfi11 L~-­
~e,,,,.c,-: asr,;f!l"lf't1,i'1!ls: T,oo~ __ J.;.::sJ i",Jhi __ ,.ix>l.ig'I! 
•'i'/('a1 SuQ!?(<.ShO""S- <1oyoo ~...-~.~ Ina ptc,Jrsrn? 

- --

- - - - ·---------
- --- ---------------- - - -

10. I low would )'Ou .... 'Valuatt yct1.1r pa,1.etr,aciou 'in 1ht:1,ro!;r.,m? ((.:htd) 

Ov~ workload: 
T<>p l i~hl __ _ 

Ca~ pre~r,.nioo: 

I 

I 
I 

Top light Toohe3vy __ Too heavy __ _ 

HC1mewock ~-%.ignme,,t:;: 
Top lighl __ _ Too h~\'}' foo heavy __ _ 

- - - -- - - - --------------1 
1 I. Wbat s.uggcsti'ons do you hEtve. fur improving the- program? 

- -- - - --------- - - ------- - - ---
13.8.3 Decision Polnts i.u Planning Training Evaluation 

John Dopyer,1 and Louise Pitone. identified eight decision points in µla11ni11g training 
evalna,ion. They are as follows: 

I. Should an eva I uation be done? Who shou!t.l evaluate'! 

:!. What is the purpoi,e of evaluation? There are 1na·[11Jy two JAlrposcs of doing 
<,-valuation. They are justif,ca1io11 evaluation and determination evaluation. 
Ju.~tilication cval1~lions are undetlaken as reactions to mandates, 01her purposes 
thal will make ev<1luation efforts more frnitfu!. These purposes include !mining 
needs as.scssment. programD:le improvemeuts and i1upac1 ev&luation. 

3. What will he measured)' Too focus of the evaluatio1> will he on training and 
delivery, programme conlel)I, materials. impact ot' trJining on in<li'vidoals through 
learning, hehaviour or perfom1ance change. Learning c<1n he me<1sured il\rough 
prbtes1 and post-test. Evaluate the effects of 1raioiug after the tl'ainee returns to 
thework place, using cbaop fo bctwee:1 or the work.re$ults &$ indicators, 

4. How con'lprebensive will the evaluation be? The scope or the duration and 
comprehensiveness of the eyalualion arc inOuenct:d. by av~iluble support, 
communicalion an<l eva!U,&lioopur])OSe. 

5. Who has the ' authority and respooslbility'> Who has the authority and 
respcmsibility lit differ.:nt St;tge., of evalu.11ion will be dctcnn/ned by t.he factocs 
!i,ke pe~nncl, credibility of i!l)ern~l Slaff, commu11ication, aod oojec1ivity of 
internal staff 10 do an evaluation regardiess of results, 



6. Whal are the so urces of data? The most common sources of e,·aluation data are 
reactions, opini011s and/or test results of the participants, managers. supervisors, 
production records, quality control, financial records, personne l records, safety 
records, etc. 

7. How will lhe data be collected and compiled? Data can be collected before 
training for needs analysis or pre-testing purpose, during train ing programme to 
make impr0ve111cn ts along the way and after training for eva luation. Next step is 
selection of trea1111ent or control groups and determination of na ture of samples. 
Data can be compi led either manually or by computers. 

8. How will the data be analysed and reported? First reporting issue is concerned 
with audiences like participants or trainees, training staff, managers, customers, 
etc. Second and third issues are concerned with analysis and results and accuracy, 
policies a nd format respectively._ 

These decision points are intended to increase awareness of, a nd interest in, the 
evaluation of training. to improve planning skills and to encourage more systematic 
evaluation of training. 

13.8.4 Methods of Evaluation 

Various methods ca n be used to collect data on the outcomes of training. Some of 
these are as follows: 

• Questionnaires: Comprehensive questionnaires could be used to obtain opinions, 
reactions, and views of trainees. 

• Tests: Standard tests could be used to find out whether trainees have learnt 
anything during and after the training. 

• Interviews : Interviews could be conducted to find the usefulness of training 
offered to opera tives. 

• Studies: Compre hen.c;ive studies could be carried out e liciting the opinions and 
judgements of trainers, superiors and peer groups about the training. 

• Human resource factors: Training can also be evaluated on the basis of employee 
satisfaction, w h ich in tum can be examined on the basis of decrease in employee 
turnover, absenteeism, accidents, grievances, discharges, dismissals, etc. 

• Cost benefit analysis: The costs of training (cost of hiring trainers, tools to learn, 
training centre, wastage, production stoppage, opportunity cost of trainers and 
trainees) could be compared with its value (in tenns of reduced learning time, 
improved learning, superior performance) in order to evaluate a training programme. 

• Feedback: After the evaluation, the situation should be examined to identify the 
probable causes tor gaps in performance. The training evaluation information 
(about costs. time spent, outcomes, etc.) should be provided to the instructors, 
trainees and o ther parties concerned for control, correction and improvement of 
trainees' activ ities. T he training evaluator should fo llow it up sincerely so as to 
ensure effective implementation of the feedback report at every stage. 

13.9 EXECUTIVE DEVELOPMENT 

Managers are the indispensable resources, the priceless assets of an organisation. They 
generate creative ideas, translate them into concrete action plans and produce results. 
When they succee d, they are able to keep everyone in good humour - including 
shareholders, employees and the general public. They are hailed as 'invincible 
corporate heroes · and even treated as prized possessions of a country. When they fail. 
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they destroy the scarce corporatt: resources and make everyone cry. The outcomes of 
managerial actions, thus, are going to be deep. profound and decisive. To get ahead in 
: i,e race especially in a complex, dynamic and ever-changing world, managers need to 
develop their capabilities that go beyond those required by the current job. 

13.9.l Concept 

Development is an education process as it tries to enhance one's abili ty to understand 
c1 nd interpret knowledge in a useful way. Development is different from training in 
that it is often the result of experience and the maturity that comes with it. It is 
possible to train most people to drive a vehicle, operate a computer, or assemble a 
radio. However, development in such areas as judging what is right-and-wrong, taking 
responsibility for results, thinking logically, understanding cause and effect 
: dationships, synthesising experiences 10 visualise relationships, improving 
communication ski lls, etc., may or may not come through over time. Training 
certainly helps in improving these types of skills. But when the intent is to enhance 
,~xecutives' ability to handle diverse jobs and prepare them for future challenges, the 
focus must shift to executive development. Executive development focuses more on 
the manager' s personal growth. It is more future oriented and more concerned with 
education than employee training. 

13.9.2 Definition 

Executive or management development is a planned, systematic and continuous 
process of learning and growth by which managers develop their conceprual and 
analytical abilities to manage. It is the result of not only participation in formal 
courses of instrnction but also of actual job experience. It is primarily concerned with 
improving the performance of managers by g iving them stimulating opportunities for 
g rowth and development. 

• It is a planned effort to improve executives' ability to handle a variety of 
assignments. 

• It is not a one-shot deal, but a continuous, ongoing activity. 

• It aims at improving the total personality of an executive. 

• It aims at meeting future needs unlike training, which seeks to meet current needs. 

• JI is a long-term process, as managers take time to acquire and improve their 
_capabilities. 

• It is proactive in nature as it foe uses attention on the present as well as future 
requirements of both the organisation and the individual. 

13.9.3 Importance 

I :xecutive Development has become indispensable to modem organisations in view of 
1!1c following reasons: 

• For any business, 'Executive Development' is an invaluable investment in the 
long run. It helps managers to acquire Knowledge, Skills and Abilities (KSAs) 
required grappling with complex changes in environment, technology and 
processes quite successfully. They can have a better grip over market forces and 
get ahead of others in the race in a confident manner. 

• Developmental efforts help executives to realise their own career goals and 
aspirations in a planned way. 
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prod~ctivc, The ri(:11 t:.(pcric.:nC(: that they, g,1 ih over;, period of rime would heH, 
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• J::xei;111iw LkvcJopmc111 progrnm1ne;; help m,magers to bi-oader their outlook. look 
into various pwbkms d1sp,1ssionatclx. ux,1mine \he ~onseque11ces earefuil)(. 
a11preciale how· others w<Ulld reac1 to a pa,iicufar solution and <t'iscforp,e thei,· 
rcspDllli'ibililk$· 1,1ktng a hQJistJ\> v,cw of 1he cul ire qr.gams,11iqn. 

• 'J'hc: ~r,x.-ci~I cou-rse:;, projet1~. c()Jr)111iHce a~signm~nls~ jdh r~na1i<m und e\lhur 
.;xer<;ises help ll\~naiers 11, lrnve ,1 ·t'.ecl of l,ow to discharge thei, .duties w i1 l1m 11 
ruJ1hing people is11bordi11a1e.~. ,1,ee1·s, ~uperiors, co,11perilcirs, cus1ome~, ctc,) •h•1 
wrong way. 

13.J0 STEPS IN TUE ORGAl'i..lSATIO~ 01" A 
~ANAGEME~T DEVELOPME:-ilT PROGR1\M\1F. 

Th·e folluwiog are ti)<! importan1 .steps i11 ti,e org.;inis~tion ,,r 1'I managcrncnl 
development progi•amnie: iNoe; Wexley; Quinnones} 

• Analysis 1,f i>rglmisati<Jt1al ;/"wdopm,cnt 11«eilt: i\11:cr sJ.cdding Jo hlmwh ,1 

ma11aieme,51 devetc>pnient prog,rnmme, 11 close und critical examination of the 
proSl.11t ~nd future devclopmrnl n(:cds of the organisation has II> be made. We 
sJ1011ld k~ow how many a,ui wbat type, of ,11a,iaget1 are required LO 111cc1 tl11; 
preseiit,and future rct1uireme11ts . 

A,c0mpa,rison of the already <:.~isting, t,lknts with lho:sc' that ;tre req11ired lo meet 
the pmjt,:ted ,1eeds wiil hel 1) the top manilge11ie11t to take a policy dwi~i!:in ,.1 s to 
whethe1 it wishes to t'l)I those positions from ~dthin ·the orga11i:.ation or frotn 
nutsirie sourc~~-

• AJJprai.wl 1>/ ,,,,es_e11t management talcnl.f: In ,wder to make the aliove ,\/gRe~ted 
comparison, a qualitative ,lss<:ssrncnl o'f th\> "xisting i:xc1'utive tulellts should be 
made al)d an estimate of th.eir potential for deve!'oprne,11 ~h,,i,ld Ile wldcd JO tltlt\., 
Only then can 11 be c,nnpared with tl1e projected reqnire'd i~le111s. 

• l111vt111oryofmunagpneru 11utr1pO'>'f.!l': T,hfa is prepared to have a complete sec o-f 
ip.fornJalion abo111 each eXc\>u1ivc in t:,1t,h position, For ,ca·ch mq:nbcr of the 
executive 1eam, a card is prepared lisJing such data as 11ame. age, length of 
seriJic(\ education. worl<. e,rpe1ie11ce, heallh reG◊.1'1, psychvlug_ical tell r9lllts and 
peif9m,ance appraisal data. etc. The selectwn of inilividuals for a ma11agement 
dcocJopml;n1 programme Ls made r,>u 1J.1c hi,\$lS of tb.e kind of ba"kgr!lund. lht:y 
po,s.;ss. 

Such illiom1atio11, when-anal,ysed1 disclose;. the ~ttt\}!U\$ a.~ well as weakness.es nr 
deficiencies of niamJg))rs in ce11i,in forrdil!DS rcJ;rting tt; the fi,r4r□ needs ('f lhu 
\uganjsations. 

• Plt1111u.g of /ndiliU/uril dev.:fopml!nl prognvnmes! Guided hy llle results of the 
pertol'll'llllCe appraisal ·thal i'ndi<!,,te·s llic ,lrcnglhs and wl)akr.csscs of c.1ch of lhu 
executives, ihio acrivitf i,r pla111i i11g ot' iodi vidu31 deve~f:1)1 pr.ogra,1)me cnn he 
performed. 

• E.Ylhblislunent //f development progrtm1mes: ii is thl: <lu1y of the HR dep;irtmenr 
ti) est.abllsh the devdopmcnl-111 t.>ppurlunitics. Th~ HR (leparlmtnt has lo id<:ntil'y 
the \)Xis1ing l,;,vd pf !i.,ilts, lu10wledge, CIC" at VS(j()US e,ll,CCUUVeS a<)d com,>al'-:: 
then, with their ft'SfJ"tli¥e j oh vequirt1\.\el!ts. TIius, it iden1i.ire~ developine,.ltal 

m 
T1~iu;n~~~r·xi Dt-vdoJ)mc:n~ 



332 
Pri1H,:ipk:-- o f 1\i!an~agement 

needs and requirements and establishes specific development programmes, like 
leadership courses, management games, sensitivity training. etc. 

• Evaluation of results: Executive development programmes consume a lot of time, 
money and effort. It is, therefore, essential to find out whether the programmes 
have been on track or not. Programme evaluation will cover the areas where 
changes need to be undertaken so that the participants would find the same to be 
relevant and useful for enriching their knowledge and experience in future. 
Opinion surveys, tests, interviews, observation of trainee reactions, rating of the 
various components of training, etc., could be used to evaluate executive 
development programmes. 

13.10.l Career Stages 

A career, as mentioned above, includes many positions, stages and transitions just as a 
person's life does. It can be easily understood if we think of a career consisting of 
several stages. Most of us have gone or will go through the under mentioned five 
stages: 

Exploration 

This is the career stage that usually ends in one's mid-twenties as one makes the 
transition from college to work. What we hear from our teachers, friends and relations; 
our own observations of careers of our parents shape our future career choices at this 
stage. From an organisational standpoint, this stage has least relevance as it takes 
place prior to employment. However, the organisation can still track the minds of 
young people by offering internships to them or offering on-the-job training to bright 
students. For the individual, this is the stage of self-exploration seeking answers to 
various puzzling questions about careers. 

Establishment 

This is the career stage where one begins the search for work and picks up the first 
job. It includes the first experiences on the job, peer group evaluations, personal 
tensions and anxieties that confront a person trying to make his mark. This period is 
characterized by committing mistakes, learning from those mistakes and assuming 
increased responsibilities. One does not reach the summit at this stage as he rarely gets 
a chance to handle powerful assignments. It is like going uphill, spending lot of time 
and energies all the while. 

• List all your wins and achievements, and then draw a second list from it -
highlighting different aspects of your personality. Do not underplay your 
achievements. 

• Seek help from all your contacts. Asking for help du1ing job hunt is like asking for 
directions when you are lost. It is better to ask for directions than to stay lost. 

• Your resume should not be a condensed biographical sketch (nor a razzle-dazzle 
document) of your life and work. It must reveal your experiences, diverse skills 
and vast knowledge in an appropriate manner. 

• Be ready to respond positively (" I can do that") to tricky questions probing your 
knowledge and experience in a different area. Having a ''can do" attitude can 
sometimes be more important than the actual experience. This way, one is sure to 
get at least interesting work where one can learn and get ahead. 

• · Be it a war or an interview, before actually going full throttle, one need to plan 
and prepare well and at the same time watch out for the unexpected. The best way 
out is to arm oneself with answers for all the possible questions. 



• Try 110 1 t(1 be everything in an interview. Most candida tes try too hard in an 
interview and are very accommodating. Don' t be. The most commonly asked 
quest ion during interviews is ''what could you contribute to this organisation?'' 
The usual answer given is 'whatever you need' .. This just shows your desperation. 
Guard t1gainst 1his. 

• Ncgotime sa lti ry, benefits and working conditions c learl y, keeping realistic picture 
or your own Fair market va lue and the current economic cl imate in mind. Most 
expert :-. believe that a candidate should guard against w inning a salary tug-of-war 
at the c,pcnsc of losing the goodwill of his interviewer. 

• Losl out on a job, no problem. It is always a good idea to cal I your interviewer and 
ask him fo r feedback on the reasons why you were not hired. 

Source: I' D11linia C'EO. JobsAhead.com: CollcclorS· Series, 8Llsim:s:- WorlJ. 2 I,. L2002 

Mid-career 

Mid-career is a stage that is typically reached between the age of 35 and 50. At this 
point, one: may continue to show improved perfom1ance, level off or begin to decline; 
you are no longer viewed as a ' learner' . Mistakes committed by you would be viewed 
seriously c1nd may invite penalties as well. If you are good enough, you may grow and 
tum out good results. lf you do not have the same fire in the be lly when you started 
your caree r. the best thing would be to hold on to w ha t you have. Technically 
speaking, o plateaued career stares at you. Plateauing is a condition of stagnating in 
one·s current job. Since you are no longer ambitious and are more or less happy with 
what comes your way, the organisation can place you on jobs that require experience 
and maturity. The organisation can' t discount your worth and treat you as deadwood, 
since you still reta in the flavour and continue to show reasonably good performance. 
But then wha t would happen to those emP.loyees who have lost both interest and 
-productivity a t work? Organisations often show them the door or shift them to less 
important jobs. 

According to \.\'ill iam Ell is, the fo llowing strategies help a person get off to a flying 
start in a new posi tion. 

• Make yottrself visible early: Try a novel tactic, use a stunningly different strategy 
or follow a rou te that's generally avoided by most others. Try anyth ing so as to get 
noticed . 

• Overkill that first assignm ent: In your first assignmen l, set impossible targets for 
yoursc:I f - which others can' t even think of in the ir wildest dreams and deliver 
results fas ter than others. 

• Get t/Je lay of the land: Get as much informatio n as possi ble about people, 
processes and activities in your work spot - at an a mazing speed and become a 
quick a nd au1horitative information source. 

• Say ''sure" mu/ figure out how later: Management values the new employee who 
grabs a cha I lenge and runs with it. Try to get over the hurdles somehow - through 
a painful process of trial and en-or and come back with winning solutions. 

• Accelerate your eJJ.thusiasm: An enthusiastic newcomer can spark a whole 
department. Yet some days your enthusiasm will run low. There is a remedy., 
however~ if you want to be enthusiastic, act enthus iastic. lnner enthusiasm 
fol lows, and it will have an echo effect on colleagues and bosses. Even cynical old 
hands want to help an enthusiastic new person. 
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• Dare to Change the Entrenched Method: Try to challenge the traditional old 
ways of doing things. Stretch yourself to find those creative ways that sa,·e lot of 
organisational time, energies and resources. · 

The greatest advantage of the fast start on a new job is the early creation of a winning 
mystique. Even if you were a little slow in the beginning, nothing says, you can·t go to 
work tomorrow morning and act as if it was your first day on a new job. Better. late, 
than never? 

Source: W. Ellis, ··Get off 10 a fa~t ~tu,, in your new Job:· Reader·s Digest. Win@, Work. 2001. 

late Career 

Tbis is the stage where one relaxes a bit and plays the part of an elder statesperson. 
For those who continue to grow through the mid-career stage, this is the time to 
command respect from younger employees. Your varied experiences and judgement 
are greatly valued and your word will carry weight; undoubtedly, you can teach others 
and share your experiences w ith others. 

For those who have stagnated or deteriorated during the previous stage, the late career 
brings the reality that they are no longer required to run the race and its better to 
redirect the energies to fami ly , friends and hobbies. 

Decline 

During this period, a person' s attention may tum to retirement. The achievements of a 
long career and the frustrations and anxieties that go along with that phase are left 
behind. Regardless of whether one is leaving a glorified career or a dismal job, one 
has to make adjustments and get a long with people and things. To ensure smooth 
transition many organisations, nowadays, conduct training programmes for their 
retiring employees (about managing finances, coping with stress, how to use time 
productively, etc.). 

• Self-management: The retiree must adjust to being self-directed after retirement. 
There is no longer any supervisor or work agenda dictating what to do and when 
to do it. 

• Need to belong: The retiree is no longer a member of the workgroup that 
consumed so much of his time and fonned an important social structure in the 
past. What takes its place? 

• Pride in achievement: Achievement reinforces self-esteem and is often centred on 
work. In retirement, past achievements are quietly buried. 

• Territoriality: The retiree's personal turf in the fonn of office, company, and title 
is lost in retirement Other ways to fill the vacuum must be found. 

• Goals: Organisations must often shape many of a person's goals. Some people 
may find it extremely difficult to set meaningful personal goals after retirement. 

How do People Choose Careers? 

Studies show that four genera l individual characteristics influence how people make 
career choices (Hall): 

• Interests: People tend to go after careers that they believe match their interests. 

• Self-image: A career is a reflection of a person's self image, as well as moulders 
ofit. 



• Personality: This factor includes a person·s personal orientation (whether one is 
adventurous, outgoing, passive, submissive, artistic, etc.) and personal needs 
(including affiliation, power and achievement needs). 

• Social backgro11nds: Socio-economic status, education and occupat ional status of 
a person ·s parents are covered in this category. 

Career Anchors 

Just as boats put down anchors to keep them from drifting too far, individuals put 
down c1 nchors to stabi lise their career choices. Career anchors are distinct patte rns of 
self-perceived talents, atti tudes, motives and values that guide and stabilise a person·s 
career after several years of real world experience and feedback. According to Schein, 
career anchors are difficult to pred ict ahead of time because they are evolutionary and 
a result of a process of discovery. You are not very sure about them unti l you are 
confronted with a choice such as moving to headquarters or sta11 your own business 
(e.g., remember Ashok Scoota, who after 20 years of life as CEO in Shriram 
Refrigeration, joined Wipro lnfotech as President and spent the next I 5 years bu ilding 
it? He quit the job in I 999 to set up a software start up Mindtree when Wipro chief 
Azim Premji asked him to move to America). It is usually at such a point that all the 
person's past work experience, interests, and orientations converge into a discernible 
picture (or career anchor) that helps show what is personally most valuable. Based on 
his study of MIT graduates, Schein identified eight career anchors: 

• Managerial competence: People having this drive seek managerial positions that 
offer opportunities for higher responsibility, decision making, power, etc. 

• Technical competence: People who have a strong technical or functional career 
anchor seem to make career choices based on the technical or functiona l content 
of the work, such as engineering or accounting. 

• Sec11rity: If your career anchor is security, then you are willing to do w hat is 
needed to maintain job security (complying with rules and regulations of every 
kind) a· decent income and a stable future in the form of a good retirement 
package. 

• Creativity: These people are driven by an overwhelming desire to do something 
that is entirely of their own mak ing. For them, starting a new venture, working in 
a research lab, piloting a novel venture in a desert may be exciting a lternatives, 
tJ1eir idea of a creative vocation. 

• Autonomy: These people seek a career that offers freedom of action and 
independence. 

• Dedication to a cause: If this is your anchor, you focus on a cause that you 
believe is important (ending starvation deaths, bringing about word peace, cure for 
a disease, etc.) 

• Pure challenge: If this is your career anchor, you seek to meet and overcome 
difficult barriers or obstacles (scaling a mountain, reviving sick companies, etc.). 
You basically seek novelty and variety in your work. 

• Life-style: If this is your career anchor, you seek to integrate persona l, career and 
family goals. You choose jobs that enable you to fit all parts of your li fe together. 

13.11 CAREER PLANNING 

Career planning is the process by which one selects career goals and the path to these 
goals. The major focus of career planning is on assisting the employees achieve a 
better match between personal goals and the opportunities that are realistically 
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available in the organisat ion. Career programmes should not concentrate only on 
career growth opportunities. Practically speaking. there may not be enough high level 
positions to make upward mobility a reality for a large number of employees. Hence, 
career-planning efforts need to pinpoint and highlight those areas that offer 
psycho logical success instead of vertical growth. 

Career planning is not an event or end in itself, but a continuous process of developing 
human resources for achieving optimum results. It mus!, however, be noted that 
individual and organisational careers are not separate and distinct. A person who is not 
able to translate his career plan into action within the organisation may probably quit 
the job, if he has a choice. Organisations, therefore. should help employees in career 
planning so that both can satisfy each other's needs. 

13.1 l.l Career Planning vs. Human Resource Planning 

Human Resource planning is the process of analysing and estimating the need for and 
availability of employees. Through Human Resource planning. the Personnel 
department is able to prepare a summary of skills and potentials available within the 
organisat ion. Career planning assists in finding those employees who could be 
groomed for higher level positions, on the strength of their performance. 

Human Resource planning gives valuable information about the availabi lity of human 
resources for expansion, growth, etc. (expansion of faci lities, construction of a new 
plant, opening a new branch, launching a new product, etc.). On the other hand, career 
plaru1ing only gives us a picture of who could succeed in case any major 
developments leading to retirement, death, resignation of existing employees. 

Human Resource planning is tied to the overall strategic planning efforts of the 
organisation. There caMot be an effective manpower planning, if career planning is 
not carried out properly. 

13.11.2 Need for Career Planning 

Every employee has a desire to grow and scale new heights in his workplace 
continuously. If there are enough opportunities, he can pursue his career goals and 
exploit his potential folly. He feels highly motivated when the organisation shows him 
a clear path as to how he can meet his personal ambitions while trying to realise 
corporate goals. Unfortunately, as pointed out by John Leach, organisations do not pay 
adequate a ttention to this aspect in actual practice for a variety of . reasons. The 
demands of employees are not matched with organisational needs; no effort is ma.de to 
show how the employees can grow within certain limits, what happens to an employee 
five years down the line if he does well, whether the organisation is trying to offer 
mere jobs or long-lasting careers, etc. When recognition does not come in time for 
meritorious perfonnance and a certain amount of confusion prevails in the minds of 
employees whether they are 'in' with a chance to grow or not, they look for greener 
pastures o utside. Key executives leave in frustrat io n and the organisation suffers badly 
when turnover figures rise. Any recruitment effort made in panic to fill the vacancies 
is not going to be effective. So, the absence of a. career plan is going to make a big 
difference to both the employees and the organisation. Employees do not get right 
breaks at a righ t time; their morale will be low and they a re always on their toes trying 
to find escape routes. 

Organisations are not going to benefit from high employee turnover. New employees 
mean additional selection and training costs. Bridging the gaps through short-tenn 
replacements is not going to pay in tenns of productivity. Organisations, therefore, try 
to put their career plans in place and educate employees about the opportunities that 
exist internally for talented people. Without such a progressive outlook, organisations 
cannot. prosper. 



13. I 1.3 Objectives 

Career planning seeks to meet the following objectives: 

• Attract and retain talent by offering careers, not jobs. 

• Use human resources effectively and achieve greater productivity. 

• Reduce employee turnover. 

• Improve employee morale and motivation. 

• Meet the immediate and future human resource needs of the organisation on a 
timely basis. 

13.11.4 Process 

The career planning process involves the following steps: 

• Identifying individual needs and aspiration~: Most individuals do not have a 
clear cut idea about their career aspirations, anchors and goals. The human 
resource professionals must, therefore, help an employee by providing as much 
infonnation as possible showing what kind of work would suit the employee most, 
taking his skills, experience, and aptitude into account. Such assistance is 
extended through workshops/seminars while the employees are subjected to 
psychological !esting, simulation exercises, etc. The basic purpose of such an 
exercise is to help an employee fonn a clear view about what he should do to 
build his career within the company. Workshops and seminars increase employee 
interest by showing the value of career planning. They help employees set career 
goals, identify career paths and uncover specific career development activities. 
These individual efforts may be supplemented by printed or taped information. To 
assist employees in a better. way, organisations construct a data bank consisting of 
infonnation on the career histories, skill evaluations and career preferences of its 
employees (known as skill or talent inventory). 

• Analysing career opportunities: Once ca_reer needs and aspirations of employees 
are known, the organisation has to provide career paths for each position. Career 
paths show career progression possibilities c learly. They indicate the various 
positions that one could hold over a period of time, if one is able to perform well. 
Career paths change over time, of course, in tune with employee's needs and 
organisational requirements. While outlining career paths, the claims of 
experienced persons lacking professional degrees and that of young recruits with 
excellent degrees but without experience need to be balanced properly. 

• Aligning needs and opportunities: After employees have identified their needs 
and have realised the existence of career opportunities the remaining problem is 
one of alignment. This process consists of two steps: first, identify the potential of 
employees and then undertake career development programmes (discussed later 
on elaborately) with a view to align employee needs and organisational 
opportunities. Through perfonrnmce appraisal, the potential of employees can be 
assessed to some extent. Such an appraisal would he lp reveal employees who need 
further training, employees who can take up added responsibilities, etc. After 
identifying the potential of employees certain developmental techniques such as 
special assignments, pla1med position rotation, supervisory coaching, job 
enrichment, understudy programmes can be undertaken to update employee 
knowledge and skills. 

• Action plans and periodic review: The matching process would uncover gaps. 
T hese need to be bridged through individual career development efforts and 
organisation supported efforts from time to time. After initiating these steps, it is 
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necessary to review the \\'hole thing every now and then. This will help the 
employee know in \\'hich direction he is moving, what changes are likely to take 
place, what kind of skills are needed to face new and emerging organisational 
challenges. From an organisational standpoint also, it is necessary 10 find out how 
employees are doing, what are their goals and aspirations. whether the career 
paths are in tune with individual needs and serve the overall corporate objectives, 
etc. 

13.12 CAREER DEVELOPMENT 

Career development consists of the personal actions one undertakes to achieve a 
career plan. The tenns ·career development' and ·employee development' need to be 
differentiated at this stage. Career development looks at the long-term career 
effectiveness of employees. whereas employee development focuses on effectiveness 
of an employee in the immediate future. The actions for career development may be 
initiated by the individua l himself or by the organisation. These are discussed below: 

13.12.1 Individual Career Development 

Career progress and development is largely the outcome of actions on the part of an 
individual. Some of the important steps that could help an individual cross the hurdles 
on the way 'up' may include: 

• Performance: Career progress rests largely on performance. If the performance is 
sub-standard, even modest career goals can't be achieved. 

• Exposure: Career development comes through exposure, which implies becoming 
known by those who decide promotions, transfers and other career opportunities. 
You ·must undertake actions that would attract the attention of those who matter 
most in an organisation. 

• Networking: Networking implies professional and personal contacts that would 
help in striking good deals outside (e.g., lucrative job offers, business dea ls, etc.). 
For years men have used private clubs, professional associations, old-boy 
networks, etc., to gain exposure and achieve their career ambitions. 

• Leveraging: Resigning to further one's career with another employer is known as 
leveraging. When the opportunity is irresistible, the only option left is to resign 
from the current position and take up the new job (opportunity in terms of better 
pay, new title, a new learning experience, etc.). However, jumping over jobs 
frequently (job-hopping) may not be a good career strategy in the long run. 

• Loyalty to career: Professionals and recent college graduates generally jump jobs 
frequently when they start their career. They do not think that career-long 
dedication to the same organisation may not help them further their career 
ambitions. To overcome this problem, companies such as Infosys, NIIT, WIPRO 
(all information teclmology companies where the turnover ratios are generally 
high) have come out with lucrative, innovative compensation packages in addition 
to employee stock option plans for those who remain with the company for a 
specified period. 

• Mentors and sponsors: A mentor is, generally speaking, an older person in a 
managerial role offering informal career advice to a junior employee. Mentors 
take junior employees as their proteges and offer advice and guidance on how to 
survive and get ahead in the organisation. They act as role models. A sponsor, on 
the other hand, is someone in the organisation who can create career development 
opportunities. 



• Key subordinates: Qualified and knowledgeable subordinates. often extend 
invaluable help that enables their bosses lo come up in life. When the bosses cross 
the bridge, they take the key subordinates also along with them. In his own self 
interest, the subordinate must try to find that winning horse on which he can bet. 

• Expand ability: Employees who are career conscious must prepare themselves for 
future opportunities that may come their way internally or externally by taking a 
series of proactive steps (e.g., attending a training programme, acquiring a degree, 
updating skills in an area, etc.). 

13.12.2 Organisational Career Development 

The assistance from managers and HR department is equally important in achieving 
individual career goals and meeting organisational needs. A variety of tools and 
activities are employed for this purpose. 

• Self-assessment tools: Here the employees go through a process in which they 
think through their life roles, interests, skills and work attitudes and preferences. 
They identify career goals, develop suitable action plans and point out obstacles 
that come in the way. Two self-assessment tools are quite commonly used in 
organisations. The first one is called the career-planning workshop. After 
individuals complete their self-assessments, they share their findings with others 
in career workshops. These workshops throw light on how to prepare and follow 
through individual career strategies. The second tool, called a career workbook, 
consists of a form of career guide in the question-answer format outlining steps 
for realising career goals. Individuals use this company specific, tailo r-made guide 
to learn about their career chances. This guide generally throws light on 
organisation's structure, ca·reer paths, qualifications for jobs and career· ladders. 

• Individual counselling: Employee counselling is a process whereby employees 
are guided in overcoming performance problems. It is usually done through 
face-to-face meetings between the employee and the counsellor or coach. Here, 

• discussions of employees' interests, goals, current job activities and performance 
and career objectives take place. Counselling is generally offered by the HR 
department. Sometimes outside experts are also being called in. If supervisors act 
as coaches they should be given clearly defined roles and training. This is, 
however, a costly and time consuming process. 

• Information services: Employment opportunities at various levels are made 
known to employees through information services of various kinds. Records of 
employees' skills, knowledge, experience and performance indicate the possible 
candidates for filling up such vacancies. For compiling and communicating 
career-related information to employees, organisations basically use fo ur methods: 

(a) Job posting system: Job posting systems are used by companies to inform 
employees about vacancies in the organisation through notice boards, 
newsletters and other company publications. 

(b) Skills inventory: Skills inventories (containing employees' work histories, 
qualifications, accomplishments, career objectives, geographical preferences, 
possible retirement dates, etc.) are created to help organisations learn the 
characteristics of their workforces so that they can use the skills of their 
employees, whenever required. Skills inventories also reveal shortage of 
critical skills among employees, which is helpful in tracing traini ng needs. 

(c) Career ladders and career paths: Career paths and ladders throw light on 
career progression and future job opportunities in the organisation. They 
indicate a career plan complete with the goal, intermediate steps and 
time-tables for realising the goal. Usually career paths for fast-track 
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employees are laid do\vn in most organisations outlining a series of career 
moves that these employees need to initiate in order to reach higher le\'el 
positions. 

(d) Career resource centre: The career centre is a sort of library in the 
organisation established to distribute career development materials such as 
reference books. career manuals, brochures, newsletters and learning guides 
and self-study tapes. 

• Employee assessment programmes: Initial ly. a new recruit is informed about 
career policies and procedures of the company. Socialisation efforts help the 
recruit learn about these things quickly. An experienced employee, acting as a 
coach may also help the new recruit form a realistic view of the skills needed at 
various levels and develop appropriate career goals and action plans. Formal 
orientation programmes are used to educate employees on career programmes, 
career paths and opportunities for advancement within the company. 

Several assessment programmes are also used to evaluate the employees' potential 
for growth and development in the organisation. They include assessment centre, 
psychological testing, promotability forecasts and succession planning. 

(a) Assessment centres: A number of performance simulation tests and exercises 
(tests, interviews, in-baskets, business games) are used to rate a candidate's 
potential in assessment centre method. The performance on these exercises is 
evaluated by a panel of raters and the candidates are given feedback on their 
strengths and weaknesses. This feedback helps participants to assess where 
they stand and what is to be done to scale the corporate ladder in future. 

(b) Psychological tests: Diagnostic tests are used to help candidates determine 
their vocational interests, personality types, work attitudes and other personal 
characteristics that may uncover their career needs and preferences. 

(c) Promotability forecasts: This is a process of identifying employees with high 
career potential and giving them necessary training and thereby groom them 
for higher positions. 

(d) Succession planning: This is a repo11 card showing which individuals are 
ready to move into higher positions in the company. The HR department 
keeps records of all potential candidates who could move into senior 
positions, whenever required. 

• Employee developmental programmes: These consist of skill assessment 
(explained above) and training efforts that organisations use to groom their 
employees for future vacancies. Seminars, workshops, job rotations and mentoring 
programmes are used to develop a broad base of skills as a part of such 
developmental activities. 

• Career programmes for special groups: In recent years, there is growing 
evidence regarding dual career families developine tensions and frictions owing tu 
their inability to reconcile the differences between family roles and work 
demands. When we talk of dual career couples (a situation where both husband 
and wife have distinct careers outside the home) certain puzzling questions arise 
naturally: Whose career is important; who takes care of children; What if the wife 
gets a tempting promotion in another location; that buys groceries and cleans the 
house if both are busy, etc. Realising these problems, organisations are providing 
a place and a procedure for discussing such role conflicts and coping strategies. 
They are coming out with schemes such as part-time work, long parental leave, 
child care centres, flexible working hours nnd promotions and transfers in tune 
with the demands of dual career conflicts. 
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15.1 JNTRODUCTION 

Organizatlons face multlple challenges and threats today - threat to dfectivencss. 
efficieccy and profitability; challengcs from turbulent cnvironmeno;, increased com­
pctition and constant c.hallenge to maintain its culture. Individu.als in organizations 
likewise fd.cc multiple challcnges finding satisfaction in and through work, fighting 
obsolescence of one•s knowledgc and skills, maintaining dignity and purpose in 
pursuic of organizational goals. 

It is essential for every manager to have a proper underscanding of organization 
behaviour. This chaptcr introduces the basic id� about organization behaviour as a 
subject and trac.es the development of OB as a discipline. Now, it ma.y be an obvious 
qucstion that why thc und.crstanding of 0B is required? Somc of the rea.sons arc: To 
learn about yoursdf and how co deal with others. Organiutions arc incrcasingly 
apecting individu.als to be ablc to work in teams, at least somc of the tirne. Somc 
or you rnay want to . be managers or emrepreneurs. 
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In order to be effective, organizations need co develop their interpersonal or people 
skills. According to Robbins (2003), Organizational behaviour (OB) is a field of 
study chat investigates the impact that individuals, groups, and scrucrure have on 
behaviour within an organization, and then applies that knowledge co make organi­
zations work more effectively. Specifically, OB focuses on how co improve productiv­
ity, reduce absenteeism and turnover, and increase employee citizenship and job 
satisfaction. An organization consists of people and so it is also a social system. The 
field of organizational behaviour (OB) draws primarily from che behavioural science 
disciplines of psychology, social psychology, sociology and cultural anthropology. 
The areas on which OB focuses are individuals who will often be working within 
groups, which themselves work within organizations, as well as all the interrelation­
ships between them. OB involves the study of process-how people in social systems 
function with each-other to get work done. 

Some of the specific themes embraced by OB are personality theory, attirudes and 
values, motivation and learning. interpersonal behaviour, group dynamics, leadership 
and teamwork, organizational structure and design, decision-making. power, conflict:, 
and negotiation. 

Organization 

Organization is a oonsc.iously coordinated social unit, composed of a group of people, 
which functions on a [elacivdy continuous basis to achieve a oommon goal or set of 
goals. 

Manufacturing units, service firms and MNC's are organizations; it also includes 
schools, hospitals, churches, military units, retail stores, police depanments, volun­
teer organizations, start-ups, and local, state and federal government agencies. 

Organizations can be located in the public sector or the private sector, they can be 
u.nioniwi or not, they can be publicly traded or they can be privately held. If they 
are publicly traded, senior managers typically are responsible to a board of directors, 
which may or may not take an · acrive role in the how the firm is run. The managers 
themsdves may or may not own shares of the firm. If the firm is privately held, it 
may be run by the owners or the managers' report to the owners. 

Organization is the foundation upon which the whole structure of management is 
built. Organization is related with developing a frame work where the total work is 
divided into manageable components in order to facilitate the achievement of objec­
tives or goals. Thus, organisation is the structure or mechanism (machinery) that 
enables living things to work together. In a static sense, an organization is a strucrure 
or machinery manned by group of individuals who are working together towards a 
common goal. Alike 'management', the term 'organization' has also been used in a 
number of ways. 

Different authors have defined organisation in different ways. The main definitions 
of organization are as follows: 

According to Keith Davis, "Organisation may be defined as a group of individuals, 
large of small, that is cooperating under the direction of executive leadership in 
accomplishment of certain common object." 

According to Chester I. Barnard, "Organisation is a system of co-operative activities 
of two or more persons." 

According to Louis A. Allen, "Organisation is the process of identifying and grouping 
the work to be performed, defining and delegating responsibility and authority, and 



establishing relationship for the purpose of enabling people to work most effectively 
together in accomplishing objectives." 

According to Mooney and Railey, "Organisation is .the form of every human associa­
tion for the attainment of a common purpose." 

Characteristics I Features of Organization 

t. Outlining the Objectives: Born with the enterprise are its long-life objectives 
of profitable manufacturing and selling its products. Other objectives must 

be established by the administration from time to time ro aid and support 
this main objective. 

2. Identifying and Enumerating the Activities: After the objective is selected, 
the management has co identify total wk involved and irs break-up closely 
related component activities that are to be performed by and individual or 
division or a department. 

3. Assigning the Ducies: When activities have been grouped according to simi­
larities and common purposes, they should be organized by a particular 
department. Within the department, the functional duties should be allot­
ted to particular individuals. 

4. Defining and Granting the Authority: The authority and responsibility should 
be well defined and should correspond to each other. A close relationship 
between authority and responsibility should be established. 

5. Creating Authority Relationship: After assigning the duties and delegations 
of authority, the establishment of relationship is done. It involves deciding 
who will act under whom, who will be his subordinates, what will be his 
span of control and what will be his Status in the organization. Besides these 
formal relationships, some informal organizations should also be developed. 

Importance / Need / Advantages / Signffic.ance of Organization 

The significance or main advantages of organization are as follows: 

1. Facilitated Administration and management: Organization is an important 
and the only tool to achieve enterprise goals set as administration and ex­
plained by management. Sound organization increases efficiency, avoids de­
lay and duplication of work, increases managerial efficiency, iocrcases prompt­
ness, and motivates employees co perform their responsibility. 

2. Help in th.e Growth of Enterprise: Good organisation is helpful ro the 
growth, expansion and diversifications of th.e emerprise. 

3. Ensures Optimum Use of Human Resources: Good organisation establishes 
persons with different interests, skills, knowledge and viewpoints. 

4. Stimulates Creativity: A sound and well-conceived organisation structure is 
the source of creative thinking and initiation of new ideas. 

5. A TooJ of Achieving Objectives: Organization is a viral tool in the hands of 
the management for achieving set objectives of the business enterprise. 

6. Co-ordination in the Enterprises: Different jobs and positions are welded 
together by structural relationship of the organization. The organizational 
process exerts its due and balanced emphasis on the co-ordination of various 
activities. 

Sound or Good Organmtion 

A sound or good ot ideal and result-oriented organisation must possess the following 
characteristics: 
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1. R~lintion of Objective.,: Organisation is tool of achieving objectives of an 
enterprise. For this purpose, the organisation should be divided in several 
depanment, sub-departments, branches and unirs etc. 

2. Harmonious Grouping of Functions: for achieving the organisation objec• 
tives there must be harmonious grouping of funcrions, jobs and ~ub•jobs lI1 

such a way so chat there is action, consultation and co-ordination without 
any dday and difficulty. 

3. Reasonable Span of Control: Another characteristic of organisation is that it 
should have reasonable span of control. Ordinarily, a person (personnel) 
cannot control more than five or six subordinates. 

4. Clear-cut allocation of Duties and Responsibilities: There must be clear~ut 
allocation of duties and responsibilities in any scheme of sound organisation. 
Every executive must know his scope of activities, the ideal number is chcee. 

5. Promotion of Satisfaction: Th.e most important element· of any human 
organisation is the promotion of satisfaction of worl«rs. Man works in a 
group or in an organisation and hence the sua:ess or failure of any organisation 
depends on as to how much the organisation is in a position co provide 
satisfu.crion to individuals or group working under him. 

6. Fullest Utilization of Manpower: Another important characteristic of an 
ideal org_anisation is as to how far it is suc.cessful in making fullest and 
economical utilization of the available manpower. 

7. Provision and Development and Exparuion: Another important of an ideal 
organisation is chat there exists the nea:ssary provision fur development and 
expansion so that it is possible to expand and devdop any organisation 
according to needs and requiremenrs and n~ changes alternatives may 
be made. 

8. Coordination and cooperation: In order to achieve the objectives of the 
enterprise, there must be close coordination and cooperation in the activities 
of everybody working in the organisation. Further, there should also be active 
coordination and cooperation amongst the various depanments and sub­
departments. 

9. Unity of Command: There must be unity of command. No one in any 
organisation should report to more than one line supervisor, and everybody 
must know to whom he repom and who repom to him. No subordinate 
should get orders from more chan one supervisor; otherwise it will lead to 
confusion, chaos and conflict. 

10. Effective System of Communication: An ideal organisation must possess 
effective system of communication. The inrer•communicacion sysrem should 
be clear and easier and there should be no ambiguity at and level. 

11 . High Morale: An ideal organisation is that in which the workers po58ess high 
morale. They wotk with full capacity, energy, enthusiasm, devotion and 
sincerity. 

12. Fleribility: The last but not the lease important characteristic of an ideal 
organisation is that it should be flexible so chat necessary changes and 
modifications in the siu of the organisation as well as technology could be 
e3Sily and conveniently effeeted. 



Organizations may be stud.ied from cwo perspectives- m.icro and macro. Micro pcrs 
specti.ve of organizarionaI study fucuses on human bcings in the organizations. It

studies human beings as individuals and groups, variables determining his behavior 
in clie organization. The micro aspect of organizationaJ study is general.ly the subject 
maner of Organåational behavior. The macro aspect of organizarional study is che 
subject maner of Org.umational theory. 

15.2 Concept of Or�tional behavior

OrganizationaJ behaviour (OB) is a field of srudy that invesågaces the impact thar 
ind.ividuals, groups, and scructure have on behaviour withln an organization, then 
applies that knowledge to make organizations work more effectivdy (Robbins, 2003). 

In rea:nt times, we noåce che fullowing changes in the organizationaI set up: 

1. Demise of trad.itionaJ hierarchica.l suucture

2. Eme.rgence of workforce with diffcrent cxpect.ations form organizacions

3. Advancement of information cechnology

4. Increasing impottance on empowerment and teamwork

5. Concem for work-life balance

Buchanan and Huczynski (1997) have defined Organizaåons as: 

"SociaJ arrangcments, oonsaucted by people who can also change them. Organiza­
tions can be repressive and stifling, bur thcy can also be designed ro providc oppor­
runities fur self-fulfillment and individual e:x:prcs.sion. The point is that human con­
sequences depcnd on how otganizations are designed and run." 

Bamard (1938) defined Organizations: 

"AJ system of ro-operative activiåes - and cheir oo-ord.ination requires something 
intangible and personaJ that is largely a maner of personal rclaåonships". There are 
a number of definitions that we can draw on ro illwninate and deepen our under­
standing of the concept of organizational behaviour. 

According ·ro Pugh, (1971): 

OB is concerned with "che study of che srrucrure, functioning and performance of 
organizations, and the behaviour of groups and ind.ividua!s within them". 

Iva.ncevich and Matteson, {1998) in their book Organizational Behaviour and Man­
agement. 

They opine that 0B is about "the study of human behaviour, atårudes and perfor­
mance widun _an organå.ational setting; dmwing on theory; methods, and principles 
from such disciplines as psychology, sociology, and cultural anthropology to learn 
about individual perception, values, leaming capabiliåes, and actions while working 
with groups and wim.in the total organization; analyzing the externa! environment's 
cffect on the organization and irs human resources, 11U$ions, objectives and strate­
gies". 

What emerges from chese definitions is a view of OB as: 

1. A way of thinking

2. An interdisciplinary field

3. Having a distinctly humanisåc oudook

4. Pcrformance oriented
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5. Seeing the external environment as critical 

6. Using scientific method 

7. Having an applications orientation 

Organizational Behaviour emphasizes on inrdlecrual capital as represented by the 
sum total of knowledge, expertise, and decilcarion of an organization's workforce. Ic 
recognizes that even in the age of high technology, people are the indispensable 
human resources whose knowledge and performance advance the organization's pur­
pose, mission, and strategies. Only through human effons can the great advancagcs 
be realized. from other material resources of organizations, such as, technology, infor­
mation, raw materials, and money. 

A large nwnber of people have contributed to the growth of OB as "a discipline. 
Some of the most important works have been done by Adam Smith, Frederick Taylor, 
Henri Fayol, Max Weber, Mary Parker Follet. Abraham Maslow, B F. Skinner, to 

name a few. Organizational behaviour is an applied behavioural science that is built 
upon contributions from a number of behavioural disciplines The main areas are 
psychology sociology, social psychology, anthropology, and political science. 

Organizational behavior is a diverse field of study involving the integration of the 
behavioral sciences into the scudy of people's behavior within the organization. It is 
the integration of relevant knowledge of these areas (Political science, sociology, 
psychology, sociology or anthropology) thar has given us a new field of study -
Organizational Behavior, 

The unique mission of organizational behavior is to apply the concepts of behavioral 
sciences to the pressing problems of management, and, more generally, to adminis­
trative theory and praccice. OB is the study and application of knowledge about how 
people, individuals, and groups act in organizations. Thar is, jr interprets people­
organization rdationships in terms of the whole person, whole group, whole orga­
nization, and whole social system. Its purpose is to build better relationships by 
achieving human objectives, organizational objecrivcs, and social objectives. 

According to Ald.ag and Brief, "OB is a branch of the social systems that seeks to 
build theories that can be applied to predicting, understanding, and controlling 
behavior in work organizations." 

Stephen P Robins defines "Organizational behavior_ as a systematic study of the 
acdons and attitudes that people exhibit within organizations." 

Accordingly Organizational behavior can be defined as -

"The study and application of knowledge about ·human behavior related to other 
elements of an organization such as strucrure, technology and social systems. 

On the basis of definitions stated and various other definitions, we can draw follow­
ing conclusions related to nature and scope of Organizational Behavior: 

1. Interdisciplinary Approach : 

Organizational Behavior integrates knowledge from various relevant disci­
plines. OB draws heavily from psychology, sociology, and anthropology. 
Besides it also rakes relevant things from economics, political science, law 
and history. These disciplines exits separately, but OB integrates the relevant 
contents of these disciplines. 

2. An Applied Science : 

Organizational Behavior is oriented towards understanding the forces that 
affect behavior so that their affeccs may be predicted and guided towards 



effective functioning of organization. The basic goal of OB is co make appli­
cation of various researchers to solve the organizational problems particularly 
related to hwnan behavior aspect. 

3. Behavioral Approach to Management : 

Organizational Behavior is directly connected with the human side of man­
agement, but .it .is not the whole of management. Organizational Behavior is 
related with the conceptual and human dimensions of management. 

4. Concern with Environment : 

Organizational Behavior is concerned with issue~ like compatibility with 
environment e.g. person-culture fit, cross-culturai management etc. 

5. Scientific Method : 

Organizational Behavior follows the scientific method and makes use of logi­
c.al theory in irs investigation and in answering the research questions.· It 1s 

empirical, interpretive, critical and creative science. 

6. Contingency Approach : 

There are very few absolutes in Organizational Behavior. The approach is 
dir::cted cowards developing managerial actions that are most appropriate for 
a specific situation. 

7. A Total Systems Approach : 

Organizational Behavior is a systematic vision as it cakes into account all the 
variables affecting organizational functioning. The system~ approach is an 
integrative approach which takes into account all the variables affecting or­
ganizational functioning. Man's nature is quite complex and OB by applying 
systems approach uies to find solution of this complex.icy. 

8. Normative and value centered : 

Organizational Behavior is a value-centered science. A nonnative science, 
unlike the positive science suggests only cause-effect relationships, prescribes 
how the various findings of the researches can be applied co get organiza­
tional results which are acceptable to the society. 

9. Utiliu.s two Kinds of Logic : 

It utilizes both objective and subjective logic. Objectivity is concerned with 
reaching a fact through empirical analyses. Subjectivity is concerned with 
deciding about an i~ue through intuition, common sense, experiences, gut 
feeling, metaphors, learning from stories and cases, persuasive literature etc. 

l 0. Humanistic and optimistic : 

OB focuses the attention on people from humanistic point of view. It is 
based on the belief that needs and motivation of people are of high concern. 
Further, there is optimism about the innate potential of man to be indepen­
dent, creative, productive, and capable of contributing positively to the 
objectives of the organization. 

Importance of 1t11dying Organizational Behavior 

A study of OB is beneficial in many ways. Some of the benefits of studying OB are 
following: 

1 . Understanding human behavior 

2. Conuolling and directing human behavior 

3. Organizational adaption. 
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For shaping human behavior in dcfinite direction for achicving certain prcdetcrmined 
objectives, managers must know how the people in the organizacion bchave. 

1 . Individual leve!: 

The behavior of human beings as a social man is the first issue in behavioral 
science. It provides for analyzing why and how an individual bchavcs in a 
particular way. 

2. lnterpersonal Level :
Human behavior can be understood at the levd of interpersonal interaction.
Such incerpersonal interaction is normally in paired relationship which rep­
rcsents man's most natura! attempt at sociali:zation. 0B providcs means for
undersranding this interpersonal relacionship in the organization.

3. Group Leve!: Though people interpret anything at their individual level,
they are often modified by group pressure which, thus, becomes a forcc in
shaping human behavior. T hus, individuals should be srudied in group also.

Controlling and dirccting Human behavior 
After understanding the mechanisms of human behavior, managers are requ.ired to 
control and direct the behavior so that it conforms to standards rcquired for achiev­
ing organizational objectives. 

1. Use of power and sanction :
Organizaciona1 behavior can be controlled and di.rected by the use of power
and sanccion which are formally prescribed by the organization. Power is
referrcd to as capacity of an individual to take cenain action and may be

utilized in many ways. The use of power is rdated with sanccion in the
organization.

2. Leadership :
Another method of bringing human behavior in tune with organizational
requirement is leadership. Today, the d.ifference between a successful and
failing organization lies in the quality of lead.ership of its managerial person­
neL 0B idencifies various leadership styles available to a manager and analy­
sis which style is more appropriate in a given situation.

3. Communication :
People in the or�ization particularly at higher leve!, spend considerablc
time in commwnci.ting. To achieve organizational effectiveness, thc commu­
nicacion m�t t,e · effcccive.

' --- -



4. Organi7.ational climatc :
Organizational climare refers to total organizarional siruarions affecting hu­
man behavior. 0B suggesrs the approach ro crcate organizacional climare in
totality rather than mcrely improving the psychological conditions or m­
creasing cmployee satisfaction by changing iso1ated work process.

15.4 Organization adaption 

Organiz.ations as dynamic enåcies are characrerized by pervasive change. In chis age 
of environmental variability, the real job of a manager is to provide continuity in 
organizations because the organizations have to adapt themselvcs ro the environmcn­
tal changcs by making suit:able interna! arrangements. 
Advantages of OB 

• It helps an individual understand oneself. It is a systematic study of the
actions and attltudes that people exhibit within organisation.

• It helps managers in getting the work done through effeccive ways.
• k emphasizes the interacåon and relations between the organisation and

individual behavior, thus making an attempt to fulnll psychological conrract
becween individuals and the organisation.

• It helps ro develop work-relared behavior and job satisfacrion.

• It helps in building motivating climate.

• It helps in building cordial industrial relations.

• It helps in the field of marketing through deeper insighr of consumer behav­
ior, and managing and mocivating field employees.

• It helps in pred.icting behavior and applying it in some meaningful way to
make organizations more effeccive.

• It implics effeccive management of human resources.

• It helps to improve funcrionaJ behavior leading ro productivity, effectiveness,
effi.ciency, organizational citizenship, and also helps ro reduce dysfunctlonal
behavior ar work place like absenteeism, employee rurnovcr, dissatisfaction,
tardiness etc.

15.5 Goals of Organizational Behavior 

Therc are some goals of organ.i.zational behavior which are as follows: 

• Dcscribe:

The first goal is to describe, systematically how people behave under a
variety of conditions. Achieving this goal allows managers to c.ommunicate
ahout hu.man behavior at work using a c.ommon language.

• Understand :

A second goal is to understand any pcople behave as they do. The managers
wou1d be frustrated if they cou1d talk about bchavior of their employees, bur
not understand the reasons behind those accions.

· • Predict :

The managers wou1d have ca.pacity to predkt which employees mighr be 
dedkated and productive or which ones might have absent, cause problem. 
And thus the managers could take preventive actions. 

• Control:

The final goal of OB is ro control and develop some hwnan accivity at work.
Since managers are hdd responsible for pcrforrnance outcomc, they are vi­

tally interesred in being able ro make an impact on ccmployee behavior, skill
devclopmem, team efforr, and productivity. Managers need to be able ro
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improve resulrs through the acrions rhey and their employees ta.ke, and 
organizaåona1 behavior can aid rhem in their pursuit of rhis goa1. 

Elements of organizational Behavior 

Organizacions operate their functional activicies by some elements, which affcct or­
ganizations. 

• People :

People make up the imemal social system in the organization. They consist
of individuals and groups. Groups may be !arge or small, forma! and infor�
mal, officia1 or unofficial. Human organizacion changes every day. People are
living, thinking and feding bcings that created the organization and try m
achieve the objectives and goa1s.

• Structure :

Sttucture defines the forma! rdacionship and use of people in rhe organiza­
tion. Different people in an organizaåon are given different roles and they 
have certain relationship with orhers. Those people have ro be rdated m
some structura1 way so that their work can be effectively coordinared.

• Technology :
The technology impans the physica.1 and economic condicions within which
people work. With their bear hands people can do nothing. So they are give�
assistance of building, machines, tools, proccsses and resources. The narure
of technology depends very much on the nature of the organization, influ­
ences rhe work or working condiåons.

• Soåal System :

Social system provide externa! environmem wit:hin which organizaåon oper­
ares. A single organization cannot exist alone. It is a pan of the whoie. A
single organizaåon cannot give everyclung and therefore there are many other
organizations. All these organizaåons influence each orher.

15.6 Contributing Fields/disciplines towa.rds rhe development of Otgan.iutional Behavior 
0B draws various concepts and prindples fi-om behavioral sciences and some other 
core disciplines of behavioral sciences i.e. psychology, sociology, and anthropology. 
Since these disciplines themselves are part of social sciences, ir can be said that 0B 
draws someth.ing from social sciences like economics, history, and polirica.1 science. 
The contribuåons of core d.isciplines of behavioral scienccs co organizaåonal behavior 
are as follows: 

1 . Psychology : 
The term psychology comes from the Greek word 'psyche' meaning soul or 
spirit. Psychology is an applicd science, which actempcs to expla.in human 
behavior in a particular situation and predicts actions of individuals. Psy­
chologists have bcen able to modify individual behavior largely with the help 
of various studies. It has contributed toward.s various theories on leaming, 
morivacion, personality, training and developmenr, theories on individual 
decision making, leadership, job satisfuction, performance appra.isal, atritude, 
ego state, job design, work stress and conflict management. 
Studies of these .theories can improve personal s.kills, bring change in attirude 
and devclop positive approach to organiz.ational systems. Various psychologi­
cal tests are conducted in the orgacizations fur sclection of employees, mea­
suring personality actribuces and ap-titude. Various other dimensions of human 
personality are also mea.sured. These instruments are sciencific in narure and 
have been finalized after a great deal of research. Field of psychology contin­
ues to e:xplore new areas applicable to the field of organizational behavior. 
Contribution of psychology bas enriched the organizacional behavior field. 



2. Medicine : 

Medicine is perhaps the newest field affecting organizational behavior. The 
primary area of interest is work related stress, tension and depression. The 
$tudv of causes and consequences of stress and use of medicinal drugs ro 
reduce stress is fast becoming area of study within the organizational setting. 

3. Sociology : 

Sociology can be described as an academic discipline that ucilizes the scien­
tific method in accumulating knowledge about man's social behavior. Science 
of Sociology studies the impact of culture on group behavior and has con­
tributed to a large extent to the field of group-dynamics, roles that indi• 
vidual plays in the organization, communication, norms, status, power, con­
flict management, formal organization theory, group processes and group 
decision-making. It studies the patterned, shared human behavior; the way 
in which people act toward one another. It specifically studies social groups, 
social behavior, society, customs, institutions, soci.J class, status, social mo• 
bility, and prestige. 

To managerial practice, its contribution is mainly in the field ob bureau­
cracy, role strucrures, social system theory, group dynamics, effect of indus­
trialization on the social behavior, etc. 

4. Political science : 

Political science has also contributed to the field of Organizational behavior. 
The themes of interest to political scientist include how and why people 
acquire power and such topics as political behavior, group decision making, 
conilict behavior of interest groups, formation of coalition, etc. Stability of 
government at national level is one major factor for promotion of interna­
tional business, financial investments, expansion and employment. Various 
government rules and regulations play a very decisive role in growth of the 
organization. All organizations have to abide by the rules of the government 
of the day. 

5 . Social psychology : 

Working organizations are formal assembly of people who are assigned spe­
cific jobs and play a vital role in formulating human behavior. It is a subject 
where concept of psychology and sociology are blend to achieve better hu­
m.an behavior in organization. The field has co_ntributed to manage change, 
group decision-making, communication and ability of people· in the organi­
zation, to maintain social norms. 

6. Anthropology : 

The term anthropology combines the Greek stem 'anthropo' meaning man 
and the noun ending 'logy' meaning science. Thus, anthropology can be 
defined as the science of man. It is a field of scudy relating to human 
activities in various cultural and environmental frameworks. It understands 
difference in behavior based on value system of different cultures of various 
countries. It panicularly studies civilization, forms of cultures and their 
impact on individuals and groups, biological features of man and evolution­
ary pattern, speech and relationship among languages. 

7. Engineering : 

This discipline, too,. has influenced OB. Industrial engineering, in particular, 
has long been concerned with work measutemenc, productivity, workflow 
analysis and design, and labor relations. Obviously, all these are important 
for OB. 
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8. Economics : 

Economics aids in the Wlderstanding of cc.onomic conditions at a given time, 
economic policies of the government, allocation of scara: resources to differ­
ent competing alternatives. and all these factors affecr the org:uii=ion~ 
climate. OB has learned a great deal from such economic factors as labor 
market dynamics, cost-benefit analysis, marginal utility analysis, human 
resource planning and forecasting and decision-making. 
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Management Challe!lgCS and opportunities for OB/ Responding to global and cul­
tural divcrsity 

The study is more relevant to organizational behavior today due to globalization, 
mergers and acquisiåons of various industries. The advent of the 21st ccnrury has 
created a siruation wherein cross-cultural pcople will have to work in one particular 
industry. Managers will have to deal with individuals and groups bc:longing to 
different ethnic culrures and exercise adequace conrrol or even channdizc behavior in 
the desired direction by appropriately 01anipulating various cultural. factors. 

Organization behavior has used the studies on comparative attitudes and cross­
cultural transactions. Environment studies conducted by the field of anthropology 
airns to understand organizational human behavior so that acquisiåons and mergers 
are smooth. Organizaåons are bound by its culrure that is formed by human beings. 

G lobalization 

Wockforce 
Divcrsity 

Ch.mged employ� 
'1pcctations 

15. 7 Responding to Globalization

Incre.uing quality 
<D n.scio us ness 

M aNVng ch ange 

Ediics and 10ciaJ 
responsib ility 

Managing in a global econorny poses many challenges and opponun1t1es. World 
economy is becoming increasingly global in character. Barriers to trade between 
different countries have been reducai to a great e:xtcnt. Many foreign multinarional 
corporations havc brought ccchnology and capita! into India and are now competing 
among thernselves and with the Indian firms. Organizations arc no longer con­
straincd by national horders. Globalizarion affects a managcr's pcople skills in at lea.st 
two ways. 

• First, if you are a manager, you are increasingly likely to find yourself in a
foreign assignment.

• Second, even in your own country, you are going to find yourself working
with bosses, peers, and other employees who were bom and raised in diffcr­
ent cultures.

15.8 Managing Workforce Diversity 

Workforce diversity is one of the rnost important and broad-bascd challenges cur­
rcntly facing organizarions. While globalization focuses on differences between people 
from diffcrent .countries, Workforcc diversity addresses differences bctwcen people 
within a given country. Workforcc divcrsity means that organizations are bccoming 
more heterogeneous in terms of gender, race, and ethnicity. It is an issue in Canada, 
Australia, South Africa, Japan, and Europc as well as the United States. Employecs 
do not set aside their cultural values and lifestyle prcferences whcn they come to 
work. Workforce divcrsity has important implicacions for management praccice: 

• Managers have to shift their approach to rccognizing differences and re­
sponding to those differences

• Provide diversity uaining and revamping bcnefit programs ro accommodare
the differcnt nceds of employees.
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Improving Quality and Producti.vity 

Total qua.lity management (TQM) is a philosophy of management thac is driven by 
the conscant attainment of cusromer satlsfaction rhrough thc concinuous improve­
ment of all organ.iz.ational processes. Irnplemencing quality programs requires exten­
sive ernployee involvemenc. Process reengineering asks the question: "How wou1d we 
do things around here if we were scarcing over from scratch?" 

Every process is evaluared in terms of comribucion ro goals. Rarher than make 
incremental changes, often old systems are diminared entirely and replac.ed with new 
systems. Organizations have to change not only their rechnology bur way of their 
working. To improve productivity and quality, managers must: 

• Adopt suicable pracrices to ensure that employees accept change willingly
and become part of mission of spreading quality consciousness throughout
che organization.

15.9 Responding to the Labor Shortage 
If trends .concinue as expected, the U.S. will have a labor shortage for the next 10-
15 years (particularly in skiiled positions). The labor shortage is a functioo of low 
binh races and labor participation rares. However immigration does little help to 
solve the problem. Wages and benefits are not enough to keep talenced workers. 
Managers must underscand human behavior and respond accordingly. 

15.10 Improving Cwtomer Service and People Skills 

The majority of employees in developed counrries work in service jobs-jobs thar 
require substamive inceraccion with the firm's cuscom.crs. For example, 80 percenc 
of U.S. workers are employed in service induscries. Ernployee attitudes and behavior 
are directly relaced co customer sacisfaction requiring management to creace a cus­
comer responsive culture. 

People skills are essential to managerial effeetiveness. 0B provides the concepts and 
theorics that allow managers co predict employee behavior in given situations. 

15.11 Empowering People 

Today managers are being called coaches, advisers, sponsors, or facilitators, and in 
many organizations, employees are now c.alled associates. There is a vague impression 
becween the roles of managers and workers; decision malcing is being pushed down 
ro the operaring leve!, where workers are being given the freedom co make choices 
about schedules and procedures and to solve work-related problems. Managers are 
empowering employees. 

• They are putting ernployees in charge of whac they do.

• Managers have ro learn how to give up control.

• Employees have to leam how ro take responsibility for their work and �e
appropriate decisions.

Coping with "Temporariness" 

Managers have always been concerned with change. Change is an ongoing actJVJty 
for most managers. The conc.ept of continuous improvemem, for inscance, implies 
conscanc change. In the past, managing could be characterized by long periods of 
stabil.ity, interrupced occasionally by short periods of change. Today, long periods of 
ongoing change are interrupted occa.sionally by short periods of stability. 

Permanent "ccmporariness": 

Both managers and employees must learn to live with flexibility, sponcaneiry, and 
unpredictability. The jobs that workers perform are in a permanent state of flux, so 



workers necd ro conrinually updatc their knowledge and skills to perform new job 
requirements. 

l . Work groups are also increasingly in a state of unrest. Ptedictability has been
replaced by tempora.ry work groups, teams chat indude mcmbers from dif­
ferenc deparrmenrs and whose membets change aJI the timc, and che .in­
cteased use of employce rotation to fi.11 conscantly ch.anging work assign­
ments. 

2. Organizations chemselves are in a state of unrest. They reorganize their
various divisions, sell off poor-pcrforming businesses, downsize operations,
subcontract non-cricicaJ services and operations ro othe.r organiz.acions, and
rcplace permanent employees with temporaries.

15.12 Stimulatlng Innovation and Changc 

Successful organizations must foster innovation and che art of change. Companies 
that maintain flexibiJity, concinually improvc quality, and beac chcir competition ro 
the markecplace with innovative products and services will be tomorrow's winners. 
Employees are criricaJ to an organization's ability ro change and innovate, 

15.13 HeJping Employees Balance Work-Life Con.fficts 
The creacion of che global workforce mcans workers are on--call 24-hours a day or 
working on non-uadicional shifts. Communicacion cechnology has provided a vehicle 
for working at any time or any place. Employees are working longer hours per week 
from 43 to 47 hours per wcck since 1977. The lifescyles of famil.ies have changes 
ctea.ting conflict: more dual career couples and single parents find it bard to fulfiil 
committnents to home, children, spouse, parenrs, and friends. Employees want jobs 
chat allow flexibilicy and ptovide cime for a "life." 

Improving Ethical Behavior 

In an organizational world character.ized by restra.ined, expectat.ions of increasing 
worker produccivicy, and tough competirion, many employecs feel pressured to en­
gage in questionable practices. Members of organizacions arc increasingly finding 
themselves facing ethical dilemmas in which chey are required to define right and 
wrong conduct. Examples of decisions employees mighr have ro make are: 

l "Blowing che whiscle" on illegal activities

2 Following orders wich which chey do not personally agree 

3 Possibly giving inflated per-
formance cvaluations that 
could save an employee's job 

4 Playing politic.s to help wich career advanccmem, etc. 

Organizations are responding to this issue by: 

1 Wriring and distributing codes of ethics 

2 Providing in-house advisors 

p Creating proteccion mechanisms for employees who revea.l interna! unethica.l 
practices 

Managers need to create an ethica.lly hea.lchy environment for cmployee& where they 
confront a minimal degree of ambiguity regarding righc or wrong behaviots. 

15.14 MODELS OF ORGANIZATIONAL BEHAVIOR 

Autoc.ratic Model 

The aurocratic mode! depemis on power. Those who are in command must have the 
power co demand. aYou do chis-or else," meaning chat an employee who does not 

lntroduction of 
Organization Behaviour 

NOTES 

19 



Organization Behaviour 

NOTES 

20 

follow orders will be penalized. In an autocratic environment the managerial orien­
tation is formal, official authority. This authority is delegated by right of command 
over the people to ir applies, 

Under autocratic environment the employee is obedience to a boss, not respect for 
a manager. 

The psychological result for employees is dependence on their boss, whose power to 
hire, fire, and "perspire" they is almost absolute, 

The boss pays minimum wages because minimum performance is given by employ­
ees. They are willing to give minimum performance-though sometimes reluctantly­
because they must satisfy survival needs for themselves and their families. Some 
employees give higher performance because of internal achievement drives, because 
they personally like their boss, because the boss is "a nacural-bom leader," or because 
of some other factor; but most of them give only minimum performance. 

The Custodial Model 

Workers being managed under the autocratic model often fed insecurity and frus­
tration. They may even show aggression towards their boss and their families and 
neighbors. Thar is why pro~sive managers fdt that there must be some way to 
develop better employee relationships so that insecurity and frustration could be 
dispelled. A successful custodial approach depends on economic resources. The re­
sulting managerial orientation is toward money to pay wages and benefits. 

Since employees' physical needs are already reasonably mer, the employer looks to 
security needs as a motivating force. If an organization does not have the wealth to 
provide pensions and pay other benefits, it cannot follow a custodial approach. 

The custodial approach leads to employee dependence on the organization. Rather 
than being dependence on their boss for their weekly bread, employees now depend 
on organizations for their security and welfare. Employees working in a custodial 
environment become psychologically preoccupied with their economic rewards and 
benefits. 

As a result of their treatment, they. are wdl maintained and contended. However, 
contentment does not necessarily produce strong motivation; it may produce only 
passive cooperation. The result tends to be those employees do not perform much 
more effectively th.an under the old autocratic approach. 

The Supportive Model 

The supportive model depends on leadership instead of power or money.· Through 
leadership, management provides a climate to help employees grow and ac.complish 
in the interests of the organization the things of which they are capable. The basic 
idea behind this theory is that leadership motivates the people to work and not the 
power of money as in custodian model. 

The leader assumes that workers are not by nature passive and resistant to organi­
zational needs, but that they arc made so by an inadequately supportive climate at 
work. They will take responsibility, develop a drive to contribute, and improve them 
if management will give them a chance. Management orientation, therefore, is to 
support the employee's job performance rather than to simply support employee 
benefit payments as in the custodial approach. 

Since management supports employees in their work, the psychological result is a 
feeling of participation and r.ask involvement in the organiz.acion. Employee may say 



"we" instead of "they" when referring to their organization. Employees are more 
strongly motivated than by earlier models because of their status and recognition 
needs are better met. Thus they have awakened drives for work. 

The Collegial Model 

A useful extension of the supponive model is the collegial model. The term "colle­
gial" relates to a body of people working together cooperatively. 

The colJegial model depends on management's building a feeling of partnership with 
employees. The result is that employees feel needed and useful. They fed that 
managers are contributing also, so it is easy to accept and respect their roles in their 
organization. Managers are seen as joint contributors rather than as bosses. 

The managerial orientation is toward teamwork. Management is the coach that 
builds a better team. The employee's response to this situation is responsibility. For 
example employees produce quality work 'not because management cells them ro do 
so or because the inspector will catch them if they do not, but because they feel 
inside themselves an obligation to provide others with high quality. They also feel 
an obligation to uphold quality standards that will bring credit to their jobs and 
company. 

The psychological result of the collegial · approach for the employee is self-discipline. 
Feeling responsible, employees discipline themselves for performance on the team in 
the same way thac the members of a football team discipline themselves co training 
standards and the rules of the game. In this kind of environment employees normally 
feel some degree of fulfillment, wonhwhile contribution, and self-acrualization, even 
though the amount may be modest in some situation. This self-actualization will 
lead to moderate enthusiasm in performance. 

The System Model 

An emerging mocid of organization behavior is the system modd. It is the result of 
a strong search for higher meaning at work by many of today's employees; they want 

more than just a paycheck and job security from their jobs. Since they are being 
asked to spend many hours of their day at work, they want a work conrcxt there that 
is ethical, infused with integrity and trust, and provide an opportunity to experience 
a growing sense of community among coworkers. 

To accomplish this, managers must increasingly demonstrate a sense of caring and 
compassion, being sensitive to the needs of a diverse workforce with rapidly changing 
needs and complex personal and family needs. In response, many employees embrace 
the goal of organizational effectiveness, and reorganize the. mutuality of company­
employee obligations in a system viewpoint. They experience a sense of psychological 
ownership for the organization and its product and services. 

They go beyond the self-discipline of the collegial approach until they reach a state 
of self-motivation, in which they take responsibility for their own goals and actions. 
AJ a result, the employee needs that are met are wide-ranging but ofren include the 
highest-order needs (e.g., social, stacus, esteem, autonomy, and self-actualization). 

Because it provides employees an opportunity to meet these needs through their 
work as their work as well as understand the organization's perspectives, this new 
model c:an engender employees' passion and commitment to organizational goals. 
They are inspired; they feel important; they bdieve in the usefulness and viability 
of their system for the common good. 
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Models of Organizational Behavior 
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CASE STUDY 
When most people hear "GILLETTE", one thing comes co mind-Razors. That's to be 
expected, sinc.e safety razors were inVt:nted by King C. Gillette in 1903, and the prod­
uce in various forms has been the core of the company's business ever since. Few firms 
have dominated an industry so completely and for so long. Wet-razor shaving (as dis­
tince from electric razors) is a $900 million market. Gillette's share is 62 percent, with 
the remainder divided among SCHICK-15 per cent, BIC-11 percent, WILKINSON 
sword-2 percent, and a number of private brands. 

Gillette would like co achieve a similar position in the men's coiletries with a new line of 
products called the GILLETTE Series. However, its record that market is spotty at 
best. 

One Gillette success, Right Guard Deodorant, was market leader in the 1960's. Right 
Guard was one of the first Aerosols, and it became a funily product which was used 
both by men and women. However, the produce has not changed although the deodor­
ant market has become fragmented with the introduction of antiperspirants, various 
product forms and applicators, and many different scents. As a result, Gillette slipped 
to third position in deodorant sales behind P & G and Colgate-Palmolive. 

An even more embarrassing situation is Gillette's foamy shaving cream, a natural fit 
with the razor business. S. C Johnson and Sons Edge Gel have supplanted that brand as 
the leading seller. These experiences created frustration at Gillette. Despite its preemi­
nenc.e in razors and blades, the company has been unable to sustain a leading position 
across the full range of toiletries. 

Gillette is using irs most recent success, the sensor razor, as a springboard fur its new . 
toiletries. The Sensor story provides the background necessary to understand the m.u­
kecing of the Gillette Series, and also offers some insight into Gillette's marketing prowess. 

,Sensor- a high technology cartridge razor- was a gamble fur Gillette because it ran 
counter to consumers' buying preferences. Disposable razors, which were produced by 
the French firm BIC in 1974, had gained control in nearly 80 % of the razor market by 
1990. Gillette's analysis showed that disposables provide a worse shave than a can:ridge 
blade, cost more co make than a blade and are sold at a lower profit margin. Despite its 
disdain for the produce, competitive pressure forced Gillette to introduc.e its own dis­
posable, Good News 



As c:oncern about the squeeze that disposables were puccing on profit margins grew, 
Gillette began looking for a way to displace them. The company spent $ 300 million to 
develop a technology co significantly improve on the three attributes desired in shav­
ing- closeness, comfort and safety. They came up with the Sensor, a rawr with indepen­
dently moving twin blades. The Sensor produces a superior shave, but it is also more 
expensive to produce than a disposable. So Gillette's gamble was chat a better shave 
would be enough to justify a premium price, and in the process, displace the successful 
but not a very comfortable disposable razor. In addition to the R & D investment, 
Gillette spenc $ 110 in the first year to advertise Sensor. The strategy paid off. Esti­
mated 1992 sales for the brand was $ 390 million, and equally important, the share of 
the market held by the disposables has gone down co 42%. 

Gillette then moved to capitalize on the success of Sensor. The company had a line of 
toiletries in developmen't, and the decision was made to tie them closely to sensor. The 
line consists of 14 items: 

1 . two shaving gels for sensitive and regular skin 

2. two shaving creams 

3. two concentrated shaving gels 

4. a clear gel anti- perseirant 

5 . a clear gd deodorant 

6 . an anti- perspirant stick 

7. a deodorant stick 

8. An after- shave gel 

9. An after-shave lotion 

10. An anti- perspirant aerosol an_d a deodorant body spray available only in Eu-
rope. 

The products in the Gillette series were developed over a three year period at a cost of 
$ 75 million. They were tested on 70000 consumers. An indication of their newness is 
the fact that Gillette has 20 patents pending with them. Consideration had been given 
to introducing the line in 1992, but the introduction was cancelled by Gillette's CEO, 
Alfred Zeien. He insisted that the line not be launched until consumer tests showed 
that each of the 14 products was preferred to the best- performing brand in its cat­
egory. 

All the products have a common fragrance that Gillette calls Cool Wave. They come in 
silver and blue packages like the Sensor, and the black lines on the packages march the 
grooved sides of the Sensor Razor handle. 

The items retail at $ 2.69 each, 10- 20 % higher than the prices of major competing 
items. As was the case with Sensor, Gillette hopes that the products' innovation will 
convince men to switch brands and pay the higher prices. 

During the Gillette Sedes first year, the company spent $ 60 million on a joint adver­
tising campaign with Sensor. Just like Sensor, the line was to inrroduce in January with 
ads on the Super Bowl. The campaign uses the same theme as Sensor. " The Best a man 
can get". Initial 1V commercials were one minute in length. They started with 15 
seconds on shaving gds, and cream, followed by 30 seconds on Sensor and 15 seconds . 
on aftershaves. The deodorants are advertised separately. 
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The Gillette series faces cwo major problems: 

• Convindng consumers chat the line is actually better and rhe higher price
justified will be more difficult than with SENSOR. With the razor, Gillene
had name recognition as the dominant firm in the induscry. In addition, the
design diffcrences the sensor: were visible, and a consumer can directly enjoy a
doser shave. With the toiletries, Gillette does not ha.ve a strong position in the
consumers' minds, nor are the benefits provided by the products obvious. Fur­
thennore, the men's toiletries marker is extremely competirive. Powerfu.l firms
with proven marketing skills ha.ve taken a greater interest un dus caregory. P &
G has acquired Old Spice and No:xzema; Colgate owns Mennen, and Unilever
purchased Brut. lt's unlikely the rest of the finns in the market will sir back
and ignore GiUette's accivity.

• Gillette is tying. the new product line ro the Sensor bur using a differenr brand
name. If consumers do not associate the Gillette Series with the innovaciveness
and success of Sensor, the new line may just be another brand in an already
cluttered marker.

According ro a GiUette Vice President, one of the most compelling aspecrs of the Gillette 
series is its synergy with the company's core business-razors. If the new line is succcss­
ful, Gillene anticipates ad.ding other men's grooming products such as hair sprays and 
shampoos. The firm's CEO, Zeien says, " we're already the worldwide leader in blades, 
Wtll we be the world leader in other (toilerries) or not? That's our goal." 

QUESTIONS: 

1. How is the Gillene Series being positioned with respecr ro {a) compecirors, (b)
rhe targer marker, (c) the produet dass, (d) price and quality? What other
positioning possibilities are thcre?

2. Is Gillette making thc bese use of the brand equity that has been creaced with

Sensor?

3. What straregies do you propose ro Gillette? Addrcss the entire marketing mix.

15.1s SUMMARY:

• Organizacional behaviour (0B) is a field of study th.at investigates thc impaet

th.ar individuak, groups, and strucrure have on behaviour within an organ.i­

zation, and thcn applies that knowledge to make organiutions work more

effccåvdy.

• 0B focu.ses on how to improve produccivity, reduce absemeeism and turn­
over, and incrcase employee citizenship and job satisfaction. An organizacion

consisrs of peop1e and so it is also a social system.

• Organizations can be locared in thc pub1ic sector or the private sector, they 

can be unionized or not, they cm be publicly uaded or they can be privately

• 

held.

Organiz.ational behaviour (0B) is a ficld of study that investigates the impact
that individuak, groups, and strucrure have on behaviour within an organi-



zation, and then applies that knowledge to make organizations work more 

dfectively. 

• Organizatlonal Behaviour emphasizes on imellecrual capita! as represemed

by the sum total of knowledgc, expenise, and dedication of an organization's

workforc.e.

• Organizacion behavior has used the studies on comparative attitudes and

cross-cultural transactions. Environment studies conductcd by the field of

anthropology aims to understand organizational human behavior so that

acquisitions and mergers are smooth. Organizations arc bound by ics culture

that is furmed by human beings.

• Workfurce diversity is one of thc most imponant and broad-based challcnges

currencly fu.cing organizations.

• Wh.ilc globalization focuses on differences berween people from different

countries, workforc.e diversity addresses differences bctween people within a

given country.

• Workforce diversity means that organizations are becoming more heteroge­

neous in terms of gender, race, and echnicity.

• Total quality management (TQM) is a philosophy of management that is

driven by the constanc attainment of customer satisfacåon through the con­

tinuous improvement of all organizaåonal processes.

ANSWERS TO 'CHECK YOUR PROGRESS' 

1. Organization is the comciously coordinated social unit, composed of a group
of people, which functions of a relatively continuous basis to achieve a

common goal or set of goals.

2. Organization behavior is a field of study that investigates the impact that
individuals, groups, and structures have on behavior within an organization,
and then applies that knowledge to make organizations work more effec-
tMly:

3. Elements ofOrganiz.ation Behaviour: People, Structure, Technology and
Social System.

4. Workforce diversity means that orgaruzations are becoming more heteroge­
neous in terms of gender, race and etbnicity.

5. Total quality management is the pbilosophy of management that is driven by
the constant attaimnent of customer satisfact:i.on through the continuous im­
provement of all organiz.ational processes.

15.16 TEST YOURSELF 

1) Explain the concept of Organisation. What are its features and significances?

2) What essential elements required for a sound or ideal and result-oriemed

organisation?
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3) What do you mean by Organizationa! behavior?

4) Why scudy of Organiiationa! Behavior is important?

5) Explain dements of OrgmizacionaJ Behavior.

6) What are the Contribucing disciplines towards the developmenc of Organi­

zationaJ Behavior?

7) What are che various challenges and opportunities for OB?

8) Explain models of Orgmizational Behavior.
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16. 1 INTRODUCTION

Behaviour is whac a person does. Behaviour is defi.ned as die observable and measur­
able activity of human beings. This is known as overc behaviour. Activicies thac 
qualify under diis cacegoty show great variaåon; diese may be in the fonn of mental 
process like dedsion ma.king, or in the form of physicaJ process like handling a 
machine. There is another aspect of behaviour which is non-observable or measur­
able, known as coverr behaviour like feelings, atticude formation- favourable or 
unfavowahle, perception formation, etc. The coverc behaviour is a significanc part of 
die total behaviour because it shapes and influences overt behaviour. Thw under­
scanding of the total behaviour is important. 
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FOUNDATIONS OF INDMDUAL BEHAVIOUR 

factors that affect an individual's behaviour may broadly be classified into two major 
categories: 

1. Physiological, and 

2. Socio-psychological 
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It may be mentioned that physiological factors are biological and, therefore, they 
cannot be learned. Socio-psychological fuctors can be developed by an individual over 
the period of time through learning and practice. 

BIOGRAPHICAL CHARACTERISTICS 
Human beings possess certain biological endowments which are vital to their behaviour. 
Various psychological characteristics of heredity, sensory organs, physical build-up, 
and nervous system determine the outcome of the behaviour. However, a person is 
not merdy a conglomeration of organs, nerves, bones and brain but a much more 
complex. 

• Age 
• Gender 
• Marital status 

• Ability 
Age: The importance of relationship between age and job performance is increasing. 
Ir is tempting to assume that age is also inversely related to absenteeism. In general, 
older' employees have lower rates of avoidable absence. However, they have higher 
rates of unavoidable absence, probably due to their poorer health associated with 

· aging and longer recovery periods when injured. 

There is a widespread belief that productivity declines with age and that individual 
skills decay over time. Reviews of the research find that age and job performan~ are 
unrdatcd. This seems to be true for almost all types of jobs, professional and non­
professional. 
Gender: There are few, if any, important differences between men and women that 
will affect their job performan~, including the areas of. 

a. Problem-solving 

b. Analytical skills 

c. Competitive drive 

d. Motivation 

e. Sociability 

f. Learning ability 



There is no evidence indicating that an employee's gender affects job satisfaction. 
There is a difference between men and women in terms of preference for work 
schedules. Mothers of preschool children are more likely to prefer pan-rime work, 
flexible work schedules, and telecommuting in order to accommodate their family 
responsibilities. Women's quit races are similar to men's. The research on absence 
consistently indicates that women have higher rates of absenteeism. 

Marital Status: There are nor enough studies to draw any conclusions about the 
effect of marital status on job productivity. Research consistently indicates char 
married employees have fewer absences, undergo fewer turnovers, and are more 
satisfied with their jobs than are their unmarried co-workers. More research needs ro 
be done on the other staruses besides single or married, such as divorce, domestic 
pannering, etc. 

Ability: We were not all created equal. Everyone has strengths and weaknesses in 
terms of ability in performing certain casks or activities; the issue is about knowing 
how people differ in abilities and using that knowledge to increase performance. 
Abilicy refers to an individual's capacity co perform the various casks in a job. le is 
a current assessment of what one can do. Individual overall abilities are made up of 
two secs of factors: intellectual and physical. 

• Intellectual Abilities: lntdlecru.al abilities are those needed to perform men­
tal activities. IQ tests are designed ro ascertain one's general inrellecrual 
abilities. Examples of such tests are popular college admission rests such as 
the SAT, GMAT, and LSAT. The seven most frequently cited dimensions 
making up intellectual abilities are: number aptitude, verbal comprehen­
sion, perceptual speed, inductive reasoning, deductive reasoning, spacial vi­
sualization, and memory. 

Jobs differ in the demands they place on incumbenrs to use their intellectual 
abilities. For example, the more information-processing demands that exist in 
a job, the more general intelligence and verbal abilities will be necessary co 
perform the job successfully. A careful review of the evidence demonstrates 
chat tests that assess verbal, numerical, spatial, and perceptual abilities are 
valid predictors of job proficiency at all levels of jobs. New research in this 
area focuses on "multiple intdligenc.es," which breaks down intelligence into 
irs four sub-parts: cognitive, social, emotional, and cultural. 

• Physical Abilities: Specific physical abilities gain importance in doing less 
skilled and more standardized jobs. Research has identified nine basic abili­
ties involved in the performance of physical casks. Individuals differ in the 
enenr to which they have each of these abilities. High employee performance 
is likely to be achieved when management marches the extent co which a job 
requires each of the nine abilities and the employees' abilities. 

The Ability-Job Fit: Employee performance is enhanced when there is a high ability­
job fit. The specific intellectual or physical abilities required depend on the abilicy 
requiremencs of the job. For example, pilors need strong spatial-visualization abili­
ties. Directing attention at only the employee's abilities, or only the ability require­
ments of the job, ignores the fucr that employee performance depends on the inter­
action of the two. 

When the fit is poor, employees arc likely co fail. When the ability-job fie is our of 
sync bec.ause the employee has abilities that far exceed the requirements of the job, 
performance is likely to be adequate, but there will be organizational inefficiencies 
and possible declines in employee satisfaction. Abilities significantly above those 
required can also reduce the employee's job satisfaction when the employee's desire 
to use his or her abilities is particularly strong and is frustrated by the limitations 
of the job. 
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16.4 PERSONALI1Y 

Personal.ity factors arc extremely important in organisacional setting. Wh.ile percep­
tion, lcaming, motivation, etc, deal with same specific aspects of human behaviour, 
personality takes the whole man concept because it a.ffects thc various psychological 
processes. 

T he term persona1ity is the role which the person (actor) displays in the public 
domain at large. Personal.ity is a ·dynamic concept describing the grpwtb and devel­
opment of a person's wholc psychological system-it looks at some aggregate whole 
that is greater than the sum of the parts. For psychologists, personality includes: 

i) Etemal appearances and behaviour
ii) The inner awareness of self as a permanent organizing force, and
iii) The particular organization of me.asurable traits, both inner and outer.

Concept of Penooality: 
The term personality has been derived from Latin word 'pcrsonare', which means 'to 
spcak through'. T hus personality is used in terms of influencing others through 
externa! appearance. Personality is an internalized system which includes all those 
aspects of a person that are inherited as well as those that are learned. Personaliry can 
be defincd � a dynamic and organized ser of characteristics possessed by a person 
thar uniqucly influenc.es his ar her cognicians, motivations, arid behaviours in various 
situations. 
According to Gordon Allport, "Personality is the dynamic organization within the 
individual of those psychophysical systems that derermine his unique adjustments ro 
his environmcnr." 
According to Scliiffmao & Kanuk, "Personaliry can be defined � those inner psy­
chological charaaeristics that both determine and reflect how a person responds to 
his or her environment." 
According to Cattell (1965) 'that which permits a pred.iction of whac a person will 
do in a given situation.' 
J.B Kolasa (1978) dcfines personaliry as - "Personalicy is a broad, amorphous desig­
nation relating ro fundamental approaches of persons co others and themselves. To
most psychologists and students of bchaviour, this term refers to the study of the
characterisric ttaics of an individual, relationships berween these rraits and the way
in which a person adjusts ro other people and situations".
According to Glu.ck (1968) - "Personaliry is a parrern of stahle srates and character•
istics of a person thac influcnccs his ar her behaviour toward goal achievemenr. Each
person has unique ways of protecting these scares".
James D Thompson and Donald Van Houten ( 1967) dcfine personality as -"a very 
diverse and complex psychological concept. The word 'personality' may mean somc­
thing like outgoing, invigorating imerpersonal abilicies ... bur we must also recognize 
and explain the fact thar development resu1ts in man acquiring a distinctivene:;s or 
uniqueness which gives him identiry thar enables him and us to recognize him as 
apart from others. These distinguishing characteristics arc swnmarized by the term 
'personal ity'. 
From the above definitions we can say that personaliry is a very diverse and complex 
psychological concept. Ir is concemed with external appearancc and behaviom, self, 
measurable uaits, and situational inceraaions. 

Nature of Personality. 
Personaliry ha.s same charaeteristics which are observed in the behaviour of employ­
ees. These are as follows: 

I) Personality Tni.its: Personality is the sum of different rrairs of a person. Ir is
the composirion of physical appearancc, emorional amibuccs, sociability,



objectivity, friendliness, thougb.tfulness and so on. Personality is character­
ized by major trait dimensions such as restraint, emotional stability, objec­
tivity, personal relations, etc. 

2) Personality reflects individual differences: Many individuals tend to be simi­
lar in terms of single personality characteristics. Many people can be de­
scribed as high in sociability while others can be desctibed as low in socia­
bility. Personality is a useful concept because it enables us to categorize 
consumers into different groups on the basis single trait. 

3) Personality can change: Personality can change under certain circumsrances. 
An individual personality may be altered by major life events such as the 
birth of a child, the death of a loved one, a divorce, or a major career 
promotion. 

4) Personality is consistent and enduring: The stable nacure of personality such 
as that it is unreasonable for marketers to attempt to change consumer's 
personalities to confirm to certain produro. Personality characteristics influ­
ence consumer responses and attempt to obtain to relevant traits inherent in 
their target group of consumers. 

Importance of personality 

A consideration of personality differences of focal persons is important for following 
three reasons: 

I) Many people arouse hostility and aggression in their associates while some 
others invoke sympathy and supportive responses because of thcir personality 
features/ traits. In the same way, some people encourage while others dis­
courage free and open communication in view of their personality traits as 
perceived by their subordinates and associates. 

2) Personality characteristics tend to produce different emotional reactions to 
suess. Some people tolerate severely stressful situations while others are over­
whelmed with tensions under similar circwnstances. 

3) Individual personality leads to individual differences in styles of coping with 
stress. 

Factors affecting ~ersonality: 
The factors affecting personality development are illustrated below: 

1) Heredity: The relationship of heredity with personality is a well-accepted 
fact. Traits like physique, eye color, hair color, height, temperament, energy 
level, intelligence, reflex.es, etc. are generally referred to describe the influence 
of heredity in developing personality. The heredity approach argues that the 
ultimate ex:planation of an individual's personality is the molecular structure 
of the genes, located in the chromosomes. Robbins (2003) has argued that 
the three different streams of research lend some credibility to the argument 
that heredity plays an important part in determining an individual's person• 
ality. The first looks at the genetic underpinnings of human behavior and 
temperament among young children. The second addresses the study of 
twins who were separated at birth and the third examines the consistency in 
job satisfaction over cirne and across siruations. 

2) Environment: Environment comprises of culture, family, social and situ­
ational factors. The environmental factors influence personality of an indi­
vidual since they provide the basis of certain experiences: which determine 
the individual's view about life, both positive and negative. 

3) Culture: Culture establishes norms, attirudcs and values that arc passed on 
from generation to generation and create consistencies over time. Every cul­
cure expecrs and trains its members to behave in the ways that are accept.able 
to the group. People &om different cultural groups have different arr it de c: 
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towards independence, aggression, compet1t1on, cooperation, artistic calent, 
etc. However, on the basis of culture, an individual's personality cannot be 
always assessed, since individuals within .the same culture (but from different 
family and sub-cultural background) have been seen to differ in their behaviour. 
To a marked degree, the child's cultural group defines the range of experi­
ences and situations he is likely to encounter and the values and personality 
characteristics that will be reinforced and hence learned." Culture req wres 
both conformity and acceptance from io. members. 

4) Family. One of the most imponant determinants of the personality of a 
person is the immediate family. Familie.s influence q,.e behaviour of a person 
especially in the early stages of life. The nacure of such influence will depend 
upon the socio-economic level of the funily, funily size, race, religion, parent's 
educational level and geographic location. 

The parents play an especially important part in the identification process, 
which is important to the person's early development. According to Mischel, 
the process can be examined from three different perspectives. 

i. Identification can be viewed as the similarity of behaviour including 
feelings and attitudes between child and model, the parents being 
the first model. 

u. Identification can be looked at as the child's motives· or desires to be 
like the model. 

m. It can be viewed as the process through which the child acrual1y 
takes on the attribures of the model. 

From all three perspcccives, the identification process is fundamental ro the 
understanding of personality development, 

5) Situation: Siruarional factors also play a crucial role in determining the 
personality of a person. Every individual goes through different type of 
aperiences and events in his/her life. Some of the events and experiences, 
which an individual goes through in his/her life, can serve as important 
determinants of his/her personality. A trauroa suffered by a person in the 
childhood can sometime change the structure of his/he~ own personality. 

6) Social Factors: There is increasing recognition given to the role of other 
rdevant persoru, groups and especially organizations, which greatly influence 
an individual's personality. This .is commonly called the socialization process. 
Socialization involves the process by which a person acq~, from the enor• 
mously wide range of behavioral potentialities that are open to him or her, 
those that are ultimately synthesized and absorbed. Socialization scarrs with 
the initial contact between a mother and her new infunc. After infancy, ether 
members of the immediate family - father, brothers, sistets and close relatives 
or friends, then the social group: peers, school friends and members of the 
work group - play influential roles. 

Theories of Personality 

Psychoanalytic Theory / Freudian Theory: Psychoanalytic theory is based on belief 
thar man is motivated more by unseen forces than he is controlled by conscious and 
rational thought. Freud, the father of psychoanalytic theory, proposed that every 
individual's personality is the product of a struggle among three interacting forces -
the id, the ego and the super ego. 

1 ) The ID: The id ls the source of psyduc energy and seeks immediate grati­
fication for biological or instinctual needs. Freud believed that instinct could 
be classified under life instincts and death instincts. Example of life irutincts 
are hunger thrust and sex. The . energy involved in thdr activity is the libido. 
The id operates on what is called the pleasure principle i.e. it acts to avoid 
tension and seeks immediate pleasure. 



2) The Ego: The Ego is the conscious and logical part of human personality and 
it is associated with the loyalty principle. The ID represents the WlCOnscious 
part on the ocher hand, ego is the conscious part. It operates on what is 
called the reality principle, which is capable of postponing the release of 
tension until chat time when it will be effectively directed at coping up with 
external environment. Out of the functioning of the id and ego, many 
conflicting situation arises because id wants immediate pleasure, while ego 
dictates denial or postponement to more appropriate time and place. In 
order co dissolve a conflict the ego gets support from the super ego. 

3) The super ego: The super ego represents social and personal norms and serves 
as an ethical constraint on behaviour. The super ego provides norms to ego 
to determine what is wrong and what is right. 

The psychoanalytic theory of Freud is based on the theoretical conception, rather 
than a measurable item for scientific variation. This theory is nor very relevant from 
behavioural science point of view because it does not give a total pictUre of behaviour 
emerging from the personality. 

Socio-psycliologica1 Theory / Non Freudian Personality Theory: Socio-psychological 
personality theory recognizes the interdependence of the individual and society. The 
individual attempts to meet the needs of the society, while society helps the indi­
vidual to att.aln his goal. 

Socio-psychological theory differs from psychoanalytic in two respects. First, social 
variables, and not the biological instincts, are the important determinants in shaping 
personality. Second, behavioural motivation is conscious; man knows his needs and 
wants, and his behaviour is directed to meet these needs. 

The theorists accept chat socio-psychological factors determine personality; however 
there is no general agreement as to the relative importance of social variables. For 
Example: Fromm emphasised the importance of social context, while Sullivian and 
Homey stressed interpersonal behaviour, and AJder employed different variables. 
Horney's model suggests that human behaviour results from three predominant 
interpersonal orientations- complaint, aggressive, and detached. 

1. Complaint people ~e dependent on ocher people and move towards ochers. 

2. Aggressive are motivated by the need for power and move toward others. 

3. Detached people are self- sufficient and move away from others. 

Socio-psychological theory offers, to a very grear extent, the answer to the problems 
of emergence of personality, panicularly in terms of the influence of sociaJ factors in 
shaping personality. The managers in the organisations can take clue from chis theory 
in shaping the behaviour of their employees. 

Trait Theory: A trait theory is defined as uarty distinguishing, relatively enduring way 
in whlch one individual differs from another". Trait factor theory presents a quan­
titative approach to the study of personality. Trait theorists advocated that person­
ality tests will indicate the individual differences in terms of specific traits. There are 
basically three assumption of this theory: 

1. Traits are common to many individuals and vary in absolute amounts 
between individuals. 

2. Traits are relatively stable and exen fairly universal effeccs on behaviour. 
Thus, a consistent functioning of personality variables is predictive of a 
wide variety of behaviours. 

3. Traits can be inferred fi-om the measurement of behavioural indicators. 

This theory is based on the personality research. In this research, typical study 
attempts to find a relationship between set of personality variables and assorted 
behaviour. This contributes personality tests to the behavioural science. However, 
this theory is very descriptive rather than analytical and is a long way from being 
comprehensive theory of personality. 
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Self Theory: The psychoanalytic, socio-psychological, and trait theories of personal­
ity represent rhe more traditional approaches to explaining the complex human 
personality. Self- theory, also termed as organismic or field theory, emphasises the 
totality and interrelatedness of all behaviours. This theory treats the organism as a 
whole co a greater degree than do any of the other theorerical formulations. The Carl 
Roger's self theory of personality is very relevant in organisation behaviour. He 
defines the self concept as organised consistent, conceptual, gestalt composed of 
perceptions of the 'T or ''me" and the perceptions of the relationships of the 'T' or 
"me" to others and to various aspects of life, together with the values attached to 

these perceptions. There are four factors in self concept, these are as follows: 

1. Self-image: The self-image is the way one sees one-self. Every person has certain 
beliefs about who or what he is; taken rogether, these beliefs are a person's self­
image or idenricy. 

2. Ideal-self. The ideal-self denotes the way one would like to be. The ideal self is 
different from self-image in the fact that the self- image indicates the reality of 
the person as perceived by him, while ideal-self indicates the ideal position as 
perceived by him. 

3. Looking glass-self: The looking glass-self is the perception of the person about 
how others perceive his qualities and characreriscics. This is the perception of 
others perception. In simple words, the way one thinks people perceive about 
him and not the way people actually see him. 

4. Real-self. The real sdf is what one really is. The first three aspects of the self­
concept are the functions of the individual perception and they may be same as 
real-self or different from it. 

LFARNING 
Introduction: 

I.earning is a continuous process. It occurs aH the time. Learning is a relatively 
change in behaviour chat occurs as a result of experience. We can say that changes 
in the behaviour indicate that learning has taken place and that learning is a change 
in behaviour. Leaming may be defined as a relatively permanent change in behaviour 
~ a result of prior experiences. 

Definition: 
According to E.R. Hilgard, "Learning is a relatively permanent change in behaviour 
that occurs as a result of prior experience." It can be said that change in behaviour 
indicates chat learning has taken place and that learning is a change in behaviour. 

According to W. McGehee, "Learning has taken place if an individual behaves reacts; 
respond as a result of experience in a manner different from the way he formerly 
behaved." 

Characteristics of learning: 

1) Strength of learning: What is required ro bring about a strong and long­
lasting learned response? Advertisements of most brands hammer into the 
customer the benefits and qualities of their respective brands so that the 
customer does not forget them. The strength of learning is heavily influenced 
by four factors: importance, reinforcement, repetition and imagery. 

1. lmponance refers to the value that the consumer places on the in­
formation to be learned. 

2. Reinforcement is anything, which increases the likelihood that a 
given response will be repeated in the future. 

3. Repetition increases the strength and speed of learning. Very simply, 
the more times we are exposed to information, or praaice a certain 
kind of behaviour, the more likely we are to learn it. 



4. Imagery refers to the images created by words. These words may 
either be a brand name or a corpor:ue name. 

2) Extinction: Marketers basically want consumers to learn and remember 
positive features, feelmg-s and behaviours associated with their brands. How­
ever, extinction or forgetting as it is more commonly termed occws when the 
reinforcement f9r the leuned response is withdrawn. For instance, if the 
advenisemems for a particular bund are withdrawn for a considerable period 
of time, both from the print and the demonic media, rhe probability of the 
brand being forgotten by the consumers i.s very high. 

3) Stimulus Generaliution: Stimulus genc.ral.ization, often referred to as the 
rub-off effect occurs when a response to one stimulu.~ is elicited by a similar 
but distinct stimulus. Thus, a consumer who has learnt over repeated use the 
surf detergent is effective and washes the best will assume that their swf excel 
will also be very effective. Thus, the consumer has engaged in stimulus 
generalization. 

4) Stimulus Discrimination: Stimulus discrimin:uion refers to the process of , 
learning to respond d~r~ntly to omewhat simil::tr stimuli. 

5) Response Environment: It appc-.us that consumers generally learn more in­
formation than they are able ro retrieve. Thar is, we frequently have relevant , 
information stored in memory that we cannot access when desired. One 
factor chat influenc.d our ability ro retrieve stored information is the strength 
of the original learning. The monger the original learning the more likely 
relevant information will be retrieved when required. 

Principal Elements of Leaming: 

Consumers learn in sever-.tl ways. Primarily, there are four demcnts of learning: 

1. Motive: Motives arouse individuals, thereby increasing their readiness to 
respond. This arousal function is essen tial, since it activates the energy needed 
to engage in learning activity. In addition, any success at achieving the 
motivating goal, or avoidiug some unpleasant situation, tends to reduce 
arousal. Because chis is reinforcing, such activity will have a greater tendency 
to occur again in simllar situations. Thus, mar.k.erers strive to have their ' 
brand or ics name available when relevant C()nsumer motives arc aroused 
because it is expected that consumers will learn a connection between the 
product ;rnd motive. 

2 . Cues: A cue may be viewed as a weak stimulus not strong enough to arouse 
Consumers, but capable of providing direccion ro mocivated activity. That is, 
it influences the manner in which consl1rnc..rs respond to a motive. The 
shopping environmen t is paclccd wuh cues, such as promorions and product 
colours, which consumers can use to choose l>etwcen various response op­
tions in a learning sfruation. For example, when we a.re hungry we are guided 
by certain cues, such as restaurant , igns and the aroma of food cooking, 
because we have le:uned that these stimuli arc associated with food prepa­
ration and consumption. 

3. Response: A response may be viewed as a mcnr:tl or physical activity the 
consumer makes in reaction to a stimulus situation . Responses appropriate 
to a particular situation are learned over time through experience in facing 
chat situation. T he occurrence of a response is nor alw.a.ys observable. Tnerc­
fore, it must again be cruphasIZCd chat 011r inability to observe responses does 
not necessarily mean that learning is not taking pl.u:c. 

4. Reinforcement: The most widdy acceptable view of reinforcement is any­
thing chat follows a re.5ponse and increases ihe tendency fot the response to 
reoccur in a similar situation. Because reinforced behaviour tends to be 
repeated. Consumers can learn to develop successful means of responding to 
their needs of changing conditions. 
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Theories of Learning: 
When we act, we learn. Learning induces changes in our behaviour ansing &om 
experience. Most human behaviour is learned, although much learning is incidental. 
Learning theorists believe that learning is produced through the interplay of drives 
(motives), stimuli, cues, responses, and reinforcement. Two popular approaches to 
learning are classical conditioning and operant conditioning. 
Learning theory ·teaches marketers that they can build demand for a product by 
associating it with strong drives, using motivating cues, and providing positive rein­
forcement. A new company can enter the market by appealing to the same drives 
that competitors use and by providing s~ar cues, because buyers are more likely 
to uansfer loyalty to similar brands (generaliution); or the company might design 
its brand to appeal to the different set of drives and offer strong cue inducements 
to switch (discrimination). 
1. Classical conditioning: 
Classical Conditioning is a type of conditioning in which an individual responds to 
some stimulus that would not ordinarily produce such a response. Classical condi­
tioning has some important implications to understand human behaviour. Since 
higher-order conditioning for learning by human-beings is imponant, its implication 
must be recognized. Another implication of higher-order conditioning is that rein­
forcement can be acquired. A conditioned stimulus becomes reinforcing under higher­
order conditioning. 
Classical conditioning is passive. Something happens and we reacc in a specific way. 
lt is voluntary rather than reflexive. For example, employees choose to arrive at work 
on time, ask their boss for help with problems, or "good off" when no one is 
watching. The learning of those behaviours is bener understood by looking at op­
erant conditioning. 
Pavlov's early work on dogs was known as classical conditioning. Pavlov discovered 
that when dogs were fed meat powder they salivated. Pavlov then discovered that if 
a bell were rung before the dogs were fed, the dogs would begin salivating in 
anticipation of being fed (this was efficient, since they could then begjn digesting 
the meat powder immediately). Pavlov then found that after the meat had been 
"paired" with the meat powder enough times, Pavlov could ring the bell without 
feeding the dogs and they would still salivate. 
In the jargon of classical conditioning, the meat powder was an unconditioned 
stimulus (US) and the salivation was, when preceded by the meat powder, an un­
conditioned response (UR). That is, it is a biologically "hard-wired" response to 
salivate when you are fui. By pairing the bell with the unconditioned stimulus, the 
bell became a conditioned stimulus (CS) and salivation in response to the bell (with 
no meat powder) became a conditioned response (CR). 
Many modern day advenisers use classical conditioning in some way. Consider this 
sequence: 

US---- - - --·UR ~---, 
US+ Sltnutua ----•UR 

1 cs-------- CR 

f4J_: 

ATTRACTIIIE WOMAN ----­

ATtRM;1'1V£ WOMAH • Car---

Qr · --------



2) Operant Conditioning: 

Operant Conditioning is a type of conditioning in which desired voluntary behaviour 
leads to a reward or prevents a punishment. People learn to behave to get something 
they want or to avoid something they don't want. Operant behaviour means volun­
tary or learned behaviour in contrast co reflexive or unlearned bchaviow. The ten­
dency co repeat such behaviour is influencod by the reinforcement or lack of rein­
forcement brought about by che consequences of che behaviow. Reinforcement, 
therefore, screngthens behaviow and increases the likdihood char it will be repeated. 

Instrumental, or operant, conditioning, involves a different series of events, and this 
what we usually chink of as learning. The general pattern IS: 

UUUHOOD 
OF IEHAVIOR 

- CGNSIQU~as - INCREASESOII 
DlCREASES 

There are three major fonns of operant learning. In positive reinforcmamt, an indi­
vidual does something and is rewarded. He or she is then more likely to repeat che 
behavior. For example> you eat a candy bar (behavior), it tastes good (consequence), 
and you are thus more likely to eat a similar candy bar in the funu-c (behavioral 
change). 

!'!Qilhe -{ 
same thtngl 

~ ! REINFORCEMENT ~ LIKELIHOOD 
OF BEliAVIOft l/_ 

I NEG&JYE I;---... REINFO,-c!MENT 

r .... _PU_N_tsH_M_E_NT _ __.t- UKEUHOOO 
OF8EHAvtOR 

Punishment is the opposite. You eac what looks like a piece of candy (behavior), only 
to discover that ic is a piece of soap with a foul caste (consequences), and subse­
quently you are less likely to ear anything that looks remotely like that thing ever 
again (changed behavior). 

It should be noted that neglltive mnforcnnmt is very different from punishment. 
An example of negative reinforcement is an obnoxious sales person who calls you up 
on the phone, pressuring you inro buying something you don't wane ta do (aversive 
stimulus). You eventually agree to buy it (changed behavior), and the sales person 
leaves you alone (the aversive stimulus is terminated as a result of consequences of 
yew behavior). 

The Harvard psychologist B.F. Skinner did research for operant conditioning. Skin­
ner argued that creating pleasing consequences co follow specific forms of behaviour 
would increase the frequency of that behaviow. People will most likely engage in 
desired behaviours if they are positively reinforced for doing so. Rewards are most 
effective if they immediately foUow the desired response. In addition, behaviow that 
is not rewarded, or is punished, is less likdy co be repeated. A simple example of the 
operant behaviow is the application of brake by a vehicle driver to avoid accident. 
Here, the possibility of accident without appliCltion of brake is stimulus situation, 
application of brake is the behaviow and avoidance of accident is che consequence 
of behaviour. Through this process, human beings learn what behaviours will be 
rewarding and they eng:1ge in those behaviours. 
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The major differcncc:s becwecn classical and ope.ram conditioning can be summarized 
as fullows: 

Cl.a.sskal conditioning Operant conditioning 

Conditioning dcmcnt is stimulus. i; Condnionmg dcmcut is rcward/punishmenr. 

Conditioning is implcmemcd bc:fure ~ ponse. Condloonlng is implemcoted after cesponse. 

First we produce a srimulw .nd rhen we Fiest we gee a behaviour pattern and then 
expect me desired behaviour. d chct by reward or by avoidance of 

punishment we reinforce chat behaviour. 

3) Cogrutive Leaming: 
Instead of viewing learnin,g as che development of connections between stimuli and 
responses, cognitive theorists stress che importance of perception, problem solving, 
and insight. This viewpoint conccnds chat much learning occurs noc as a result of 
uial and error or practice but through discovering meaningful patterns which enable 
us to solve problems. Cognitive learning involves learning ideas, concepts, attitudes, 
and facts th:lc contribute co our ability to reason, solve problems and learn relation­
ships wid:iour direct experience or reinforcement. Cognitive learning can . range from 
very simple information acqujsition to complex, creative problem solving. 

Various forms of cogniuvc learning could be: 

i) Ironic Rote Leaming: Ir involves learning the association between two or 
more concepts in the absence of conditioning. 

ii) Vicarious Learning/Modelling: It is anothct important way in which 
consumer learning r.ikes place. le is not necess:iry for consumers ro di­
rectly experience a reward co learn. Instead, the consumer can observe 
the behavior of other ai1d adjust chat of his accordingly. Likewise, he may 
al:so use imagery to anticipate che outcome of various courses of accion. 

iii) Reasoning: Jc represent'i che most complex form of cognitive learning. 
In reasoning, individuals engage in creative thinking to restructure and 
cecombine existing information as well as new information to form new 
associations and concepts. 

4) Social Learning Theory : 

People can learn through observation and direct experience. Much of what we have 
learned comes from watching models-presents, teacher5, peers, morion picrure and 
tdevision performers, bosses and so forth. 

Social-learning theory i, an exten~ion of operant condicimung-chat is. Ir asswnes chat 
behaviour is a function of consequences it also acknowledges the c::xistence of obsec­
vationaJ learning and the impomnce of perception in learning. Four processes to 
decermine the influence that a modd will have on an individual are: 

i) Attention l)WC(-~S: People learn from a modd only when they recognize and 
pay attention to irs critica.1 features. We rend to be most influenced by 
modeJs that arc amact..ivc, repeatedly available, important ro us, or similar to 
u.s in our estimation. 

ii} Retention processes: A modd's mfluence will depend on how well che indi­
vidual remembers the modd's action after the mood is no longer readily 
available. 

iii} Motgr Reproduction proceues: After a person has seen a new behaviour by 
observing che modd, the watching mun be converted into doing. This 
process chen demonstrates that the individual can perform the modelled 
activities. 

iv) Reinforcement processes: lnclividuals will be motivated to exhibit che mod­
elled behaviour if positive incentives or rewards arc provided. Behaviours 
th.it are positively reinforced will be given more attention, learned better, 
and performed more often. 



16.s PERCEPTION

"We don't see things as they are; we see things as we are." Perception can be defined 
as a process by which individuals select, organize and interpret their sensory impres­
sions, so as to give meaning to their environment. Perception is a complex: process 
and differs from person to person. People's behaviour is influenced by their percep­
tion of realiry, rather than the actual realiry. 

'«Perception is the process of receiving information and making sense of the world around 
us. It involves deciding which informatwn to notice, how w categorize this information and 
how w interpret it within the framework of existing knowledge. n 

Kolasa defines perception as the 

«Selection and organization of material which sterns from the outsifk oivironment at one 
time or the other w provide the meaningful entity we experience. " 

Accord.ing to S.P. Robbins, "Perception may be defined 4S a process by which individuds 
organiu and interpret their sensory impressions in order to give meaning to their environ­
ment." 

According to Joseph Re.in, "Pm:eption includes all those processes by which an individual 
receives information about his environment - seeing, hearing, feeling, tasting and smell­
ing." 

Features of perception 

Following are the some fearure of perception, which are as under: 

• Perception is a mental process, whereby an individual selecrs data or infor­
mation from the environment, organizes it and draws significance or mean­
ing from it.

• Perception is basically a cognitive or thinlcing process and an individual's
acåviries,. emotions, feelings etc. are based on his perception.

• Perception being an intellectual and cognitive process will be subjective in
nature. This means that differenr people may perceive the same environmenr
differencly based on the effect of the environment.

Perception involves five sub processes. They are stimulus, registration, interpretation, 
feedback and consequence. 

l. Perception initiates with the presence of a stimulus situation. In organiza­
tional setångs the superior forms the stimulus situation for the subordinate's
perceprual process.

2. Registrarion involves the physiological mechanism including both sensory
and neural. Obviously, an individual's physiological abiliry to hear and see.
influence his perception.

3. Interpretation is a highly crucial sub-process. Other psychological processes
assist in perceprual interpretation. For instance, in work setcings, his moti­
vation, personaliry and learning process determines an individual's interpre­
tation of a stimulus situation.

4. Feedback is important for inrerprering the perceprual event data. In work
setrings, the psychological feedback that is likely ro affecr a subordinare's
perception may be in the form of a variation in the behaviour of superior.

5. Perception ends in reaction or response, which may be in the overt or covert
form. As a consequence of perception, an individual tesponds ro work de­
mands. These sub- processes indicate the complexiry of perception.

16.6 FACTORS INFLUENCING PERCEPTION 

A number of factors operare to shape and somecimes distort perception. These factors 
can reside in the pm:eiver, in the objecr or target being perceived or in the conrext 
of the situation in which the perception is made. 
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faqoJ"S in die 
pen:eiver 

• Auin,d., 
• Motl..,, 

• No"dty 
• Notion 
• Sound 
• Siu 
• &dcground 
• Proximity 
• Simila.my 

The Perceiver : When an individual looks at a target and attempts to interpret what 
he or she sees, the interpretation is heavily influenced by personal characteristics of 
the individual perceiver. Among the more relevant personal characteristics affecting 
perception are attitudes, motives, interests, past experiences and expectations. 

The Target : The characteristics of the target being observed can effect the percep­
tion. Loud people are more likely to be noticed than the quiet ones. There are 
extremely attractive and unattractive individuals. Motion, Sounds, Size and other 
attributes of a target shape the way we see it. 

The Situation : The context in which we see the objects or events is important. 
Elements in the surrounding environment influence our perception. One may not 
notice a 25 year old female in an cyening gown and heavy makeup; yet the same 
woman, attired for management class would certainly catch attention. 

PERCEPTUAL PROCESS 
Perception is the process which involves seeing, receiving. selecting. organizing, in­
terpreting and giving meaning to the environment. This meaning is built on past 
experiences and accumulated values. The process involves input-throughput-output. 
There are various stimuli which act on a person which are cogrutivdy pr~ed by 
an individual and ultimately result in behaviour or action . 
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I. Stimuli: The process of perception starts with a stimuli. Through our sensory 
organs we receive various stimuli. Stimuli take five forms we see things, we 
hear sounds, we smell, we taste and we touch things 

2. Selection: Individuals are bombarded with enormous stimuli which are se­
lectively accepted by them. They tend to pay attention to onJy these con­
stitute of their environment which are consistent with or which reinforce 
their own expectations. The selection is not random, but depends on internal 
and external factors. Internal factors relate to personal profile, age, sex, inter­
est etc. External factors which lead to selective selection are intensity of 
stimuli, its size, colour, movement, repetition and so on. 

3. Organization: Stimuli are organized to give some meaning to them. There 
are three ways by which the selected stimuli's a.re organized. These ways are-­
grouping. closure, and simplification. Grouping is based on similarity and 
proximity of various perceived stimuli. Closure is used to fill the gaps in 
incomplete information to make them more meaningful. Simplification is 
used to make the informa.tlon more meaningful and understand.able. It can 
be said that, th.is is the process of pla.cing selected perceptual Stimuli into a 
framework fur "storage". 

4. Interpretation: The information collected and organized remains useless, until 
some meaning is attached to it. Interpretation i.s the most important element 
of the entire perceptual process. The information collected and organized 
~ no sense without interpretation. Interpretation is basicalJy assigning 
meanmg. 

5. Response: Ir is last element in the perceptual process. It is the end resulr 
of entire perceptual process. The action may be positive or negative. Action 
may also be overt or covert. An overt action is easily visible and covert action 
relates to change in attirudes, opinions, feelings, impressions etc. 

Frequently used shoncuts in judging othen 

I. Selective perception: People selectively interpret what they see on the basis of 
their interests, background, experience and attitudes. You are more likely to 

notice cars like your own or why some people may be reprimanded by their boss 
for doing something that, when done by another employee, goes unnoticed. 
Since we can't observe everything going on about us, we engage in selective 
perception. 

A group's perception of organiutional activities is selectively altered to align with 
the vested interesc:s they represent. In other words, when the stimuli are ambigu­
ous, as in rhe steel company case, perception tends to be influenced more by an 
individual's base on interpretation (i.e., attitudes, interests and background) 
than by the stimulus itself. 

Seleccive perception allows us to "Speed-read" others, but not without the risk 
of drawing an inaccura,te picrure because we sec what we want to sec, we can 
draw unwarranted conclusions from an ambiguous siruation. If there is a rumour 
going around the office that your company's sales are down and that large layoffs 
may be coming, a routine visit by a senior executive from headquarters might be 
interpreted as the first step in management's identification of people to be fired, 
when in reality such an action may be furthest thing from the mind of the senior 
executive. 

2. Halo Effect: Drawing a general impression about an individual on the basis of 
a single characteristic. This phenomenon frequently occurs when scudenrs ap­
praise their classroom instructor. Students may give prominence to a single trait 
such as enthusiasm and allow their entire evaluation to be tainted by how they 
judge the instructor on that one trait. Thus, an inscructor may be quiet, assured, 
knowledgeable, and highly qualified, but if his style lacks zeal, those srudents 
would probably give him a low rating. 
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3. Contrast Effects: Evaluarions of person's characreristics that are affecred by com­
parisons with ocher people recencly encountered who rank higher or lower on the
same characteristics. An illustration of how contrast effects operare is an interview
situation in which one sees a pool of job applica.tions. Disrortions in any given
candidate's c:valuation can occu.r as a result of his or her place in the interview
schedule. The candidate is likely ro receive a more favourable evaluation if pre­
ceded by mediocre applica.nts and less fu.vourable evaluation if preceded by srrong
applicants.

4. Projectlon; Anributing one's C?WJ1 characterisrics ro other people. If you are honest
and trustworthy, so you rake it for granted chat other people are equally honest

· and trustworthy. People who engage in projection tend ro perceive others accord�
ing to what they themselves are like rather than according to what che person
being observed is really like. When observing others who actually are like them,
these observes are quiet accurare; not because they perceptive bur because they 
always judge people as being similar co themselves. So when they do find some­
one who is like them, they are naturally correct.

5. Stereo Typing: Judging someone on ti1e basis of one's perception of the group to
which that person belongs. lt's less difficult to deal with an unmanageable
number of stimuli if we use scereotypes. As .:.n example, assume you're a sales
manager looking to fill a sales position in you; territory. You wanr to hire
someone who is ambitious and hardworking and who ,.an deal well with adver­
sity. You've had good success in the past by hiring indiv1d!1als who participated
in athletics during college. So you foctts you.r search by look..bg for ca.ndidares
who participared in collegiare athletics. In so doing, you have cut down consid­
erably on your search time. Furthermore, to the extent that athletes .:.re ambi­
cious,_ hardworking, and able to deal with adversicy, the use of this stereotyp.: can
improve your decision making. The problem is when we inaccurately stereotype:.
All college athletes are not necessarily ambitious, hardworking or good at dealing
with adversity. In organiz.ations, we frequendy hear commenrs that represent
stereotypes based on gender, age, race, ethnicicy, and even weight. "Women
won't relocate for a promotion", "men are not interested in child care", "old
workers ca.n't learn _new skills", "Asian immigrants are hardworklng and consci­
entious", "overweight people lack discipline." From a perceprual standpoinr, if
people expecr to see these stereotypes, that are what they will perceive, whether
they are accurare or not.

16.7 CHARACTERISTICS OF TJ::IE PERCEIVER! 

Sc:veral characreristics of the perceiver can affect perception. When an individual 
looks at a targer and attempts to .incerpret what he or she sr.ands: or, that incerpr� 
taåon is heavily influence by personal cha.racteristics of the individual perceiver. The 
major characteristics of the perceiver influencing perception are: 

a) Attitudes: The perceiver's attitudes affect perception. For e.x.ample, suppose
Mr. X is interviewing candidates for a very important position in his orga­
nization a position that requires negoriating contracts with suppliers, mast
of whom are male. Mr. X may feel that women are not capable of holding
their own in tough negotiations. This atcirude will doubcless affect his per­
ceptions of the female ca.nd.idates he interviews.

b) Moods: Moods can have a strong influence on the way we perceive someone.
We think d.ifferently when wc are happy. In addition, we remember infor­
mation that is consistent with our mood state better chan information that
is inconsistent with ou.r mood. stare. When in a positive r:nood, we form more
positive impressions of others. When in a negative mood, we tend ro evaluare
others unfu.vorably.

c) Motives: Unsatisfied needs or motives srimulate individuals and may exert a
strong influence on their perceptions. For example, in an organizational
concext, a boss who is insecure perceives a subordinaces efforrs to do an



our.standing job as a thrt'.at to his or her own po�ition. Personal insecuricy cm 
be translaced imo u1c pcrc.cption that oi.hcn arc our ro "get my job", n.-gard­
les9' of the intention of d1e subordinatcs. 

d) Self-Concept: Anorher faccor l'.Ml can affca social pc.rccpcion is thc perc.eiv­
ers' self-concept. An individual with a posicive self-con�pr tends to ooåce
posicive attributes in anothe.r person. ln contrast, a negative self-concept can
lead a perceiver co pick ouc negaåve a:aits in another pexson. Greater uoder­
scanding of self allows us ro have morc accurarc perceptions of othcrs.

e) lnterest: The focus of our am:ncion appcars to be in.fluenced by our inrerests.
Because our individual intercscs diffcr considerably •. what one person noticcs
in a situacion can dilfer from what othcrs pen:dvc. For example, che super­
visor who has just beeo repcimandc.-d by his boss for coming late is mo.re
likely to norice his coUea.gues coming late tomorrow than hc did last wec.k.
[f you are preoccupied wich a personal problem, you may find it hard co be
attencive in dass.

f) Cogoitive Structure: Cogniåvc structure, au individual's paa:em of th.ink.ing, 
also affects perception. Some people have a tcndency t.o perceive physical
trair.s, such as heigbt, weight, and appearance, more readily. Others tend to
focus more on central tra.its, or personalicy dispositions. Cognitivc complex­
iry allows a person co perceive mulciple characceristics of anothcr person
racher chan attending to just a few traics.

g) Expectaåons: FioaJJy, cxpcctations can distort your pcra:pcioo.s in tbat you
wiU see whac you expecc. co scc. 

16.8 VALUES AND ATTITUDES

VALUES: 
Valuc is an enduring bdief c.hat a spccific mode of conduccs or cnd stare of exisrence 
is Personally and socially prefcrablc to the altemadvc modes of conduct or end stares 
of existence. Once it is iocemalizcd, it bccomes consciously or unconsciously, a 
standard or criterion for guiding action, for developing and maintairting aråtudes 
coward rdevant objects and sicuarion, for justifying one's own and 01:.hcrs actions and 
atcicudes fot morally jL1dging oneself and othen, and for comparing oneself wich 
ochers. Value, cherefore, is a standard .or ya.rtlsrick to guide actions, artitudes, evalu­
acions and justi.fications of the self and others. 
Values are tinged wic.h moral flavor, involving an individual's judgment of what is 1 

right, good or desirable. Thus values: 
• Provide standards of compctence and morality.
• Are fewcr in number th.u:I attitudcs.
• Transc.end specific objcccs, situations or person$,.
• Are relativdy pca:nanenc and resistant co ch.angc, and
• Aie more central to che core of a person.

Individuals learn values as, chey grow :md marurc. They may dunge over che life span 
of an individual, as chey develop a scnse of self culrurcs. societies, and organizacions 
shapc values. Values are important to the study of organizarion.al bebavior because 
they lay chc foundacion fot chc understa.nding of auitudes and mot.ivacion and 
because c.hey influence our percepcions. 
1 . Formation of Values 
Values are learned and acquired prima.rily cbrough c:xpericnccs with peoplc and 
institutions. Parents, for example, will havc subsr.anåaJ influcncc on cheir chiJdren's 
values. A parent's teaction to cve.ryd.ty eve11ts demonscratcs whac is good and bad, 
acc.eptable and unacceptable and lmportant and unimpottant. V:dues are also taught 
and reinforc.ed in schools, rcligious organi:z.ations, and social gtoups. & we grow and 
develop, ea.ch sourc.e of influence contribures to our de6nicion of what is importanr 
in life. Culrural morals have intlucncc on tbe formation of values. Bas c conviccions 
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of what is good or bad are derived from one's own culture. 

2. Types of Values 

All Port and his associates categorized values into six types. 

1) Theoretical: Inreresce.d in the discovery of truth through reasoning and 
systematic chinking. 

2) Economic: Interest in wefulness and practicality, including the accumu-
lation of wealth. 

3) Aesthetic: Interest in beauty, form and artistic harmony. 

4) Social: Interest in people and love as a human relationship. 

5) Political: Interest in graining power and influencing people. 

6) Religious: Interest in unity and understanding the coi.mos as a whole. 

3. Instrumental and Terminal Values 

Rokeach distinguishes between two types of values: Instrumental and Terminal. 

1) Instrumental value : lnscrurnental values reflect the means of achieving goals; 
chat is, they represent the acceptable behavior to be used in achieving some 
end state. Inscrurn.encal values identified by Rokeach include ambition, honesry, 
self-sufficiency and courageousness. 

Instrumental value refers to a single belief, which always takes the form: "I 
believe that such and such a mode of conduct {example honesty, courage, 
etc.) is Personndly and socially preferable in all situations with respect to all 
objects." An instrumental value is a tool or means for acquiring a terminal 
value. 

2) Terminal Value : Terminal values, in contrast, represent the goals to be 
achieved, or the end states of existence. Rokeach identified happiness, love, 
pleasure, self-respect, and freedom among the terminal values. 

Terminal value takes a comparable form: I believe chat such and such an end 
state of cx.istcnce {example, salvation, or world at peace, etc.) arc Personneliy 
and socially worth striving for." A terminal value is an ultimate goal in a 
desired status or outcome. 

TERMINAL VALUE INSTRUMENTAL VALUE 

I. Comfortable lif-e (a prosperous life) 1. Ambitious (hardwodcing) 

2. An exciting lm: (a stimulating, active a 2. Broad-minded (open-minded) 
spiring life) 

3. A sense of accomplishment (lasting 3. Capable (competent effective) 
contribution) 

4. A world of peace (free of war and conflict) 4. Cheerful. (light-heated, joyful) 

S. A world of beauty (beauty of nature 5. Ocan (near, tidy) 
and the arts) 

6. Equality (brotherhood, equal 6. Courageous (standing up fm your 
opportunity fur all) beliefs) 

7. Family security (taking care of loved ones) 7. Forgiving (willing to pardon others) 

8. Freed.om(independence, free choice) 8. Helpful (working for the welfue of 
others) 

9. Happiness (contentedness) 9. Honest (sincere. authful) 

IO.Inner harmony (freedom fiom inner conflict) l 0. Imaginative (daring, creative) 

11. Marure love (sexual and spiritual intimacy) 11. Independent (self-reliant, 
self-sufficient) 

12.Narional security (prorect.ion from attaek) 12. InreUeaual (intelligent. reflective) 

13. PlC3SW'c (an enjoyable, leisurely life) 13. Logical (consistent. rational) 

14.Salvation (saved, eternal life) 14. Loving (affectionate tender) 



15. Self-respect: (self-esteem) 15. Obedient (dutiful, respecrful) 

16.Social ICCOgnicion (respect, admiration) 16. Polite (coutteous, well mannered) 

17. True fuendship (close companionship) 17. Responsible (dependable, reliable) 

18. Self-controlled (restrained, self 

Work Values: Work values are important because they affect how individuals behave 
on their jobs in terms of what is right and wrong. The work values .most relevant co 
individuals are: 

1) Achievement: Achievement is a concern for the advancement of one's 
career. This is shown in such behaviors as working hard and seeking 
opportunities to develop new skills. 

2) Honesty: Honesty is, accurately providing information and refusing to 
mislead others for Personnel gain. 

3) Fairness: Fairness emphasizes imparciaHcy and recognizes different points 
of view. 

Although individuals vary in their value systems, when they share similar values at 
work, the results are positive. This means chat organizations recruiting job candidates 
should pay careful attention to an individual's values. 

CONTEMPORARY E1HICAL ISSUES IN ORGANIZATIONS: 

In contemporary organizations, people face ethical and moral dilemmas in many 
diverse aieaS. The key areas are: 

1. White-Collar Crime: - Cocporate criminal behaviors have resulted in big 
financial scandals. White-collar crime may occur in more subtle forms as 
well. Using work hours for conducting Personnel business, sending out Per­
sonnel mail using the company resources, inflating expenses, etc., is all 
practices some individuals would consider unethical. Wherher the impact is 
large or small, white-collar crimes are important issues in organizations. 

11. Employee Rights: - Managing the rights of employees at work creates many 
ethical dilemmas in organizations. Some of those dilemmas are privacy issues, 
drug testing, etc. The use of employee data from computerized information 
systems presents many ethical concerns. Safeguarding employee's right to 
privacy and at the same time restricting access to sensitive data only to those 
who need it requires• that the manager judiciously balances competing inter­
ests. 

111. Sexual Harassment: - Sexual harassment is unwdcome. Sexual attention, 
whether verbal or physical, that affects an employee's job conditions or 
creates a hostile working environment. Sexual harassment costs the company 
in the form of absenteeism, turnover, and loss of productivity. Companies 
may be required to pay damages to victims of sexual harassment. Besides, the 
company may face negative publicity because of sexual harassment c.ases. 

iv. Romantic Involvemenu: - Hugging, kissing, sexual innuendos, and repeated 
requests for dates may constitute sexual harassment for some, but they are 
prelude to romance for others. This situation carries with it,· a different set 
of ethical dilemmas for organizations. Conflicrs occur within an organization 
when romantic involvements at work become disruptive. Moreover, employ­
ers are liable for acts of their employees and can thus be held liable for sexual 
harassment. Other employees might claim that the subotdinare who is ro­

mantically involved with the supervisor gets preferential treatment. Roman­
tic involvements at work can create a conflict of interest. A comprehensive 
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policy should require anyone who might be experiencing a conflict of interest 
to report it to his or her manager. The policy should also include an expla­
naLion of how unwdrome romantic advances ·can rum imo sexual harass­
ment. 

v. Organiiatlonal Justice: Another area in which mar.al and ethicaJ dilemmas 
may arise for people at work concerns organizational justice, both distribu­
tive and procedural. 

a) Distributive Jwtice: Concerns the furness of onccomcs meted out to 
individuals. 

b) Procedur-.J Justlce~ Concerns the fairness of the process by which out-
comes is alloaucd. 

The ethical questions hc:.n: do ool concern the: just or unjust distribution of organi­
z.ational re$0uroo.. Rather, the ethical questions in proccduc.al jwirice concern the 
process. Has the org:u1ha.tion med the correct procedures in alloc.ating resources? 
Have the right consid.cr:ations such as competence and kill, been brought to bear in 
the decision process? 

AITITUDE 
Meaning 311d Definition: 

Attitude is a relatively pemuuent organizing or cognicivc, perceptual, emotional, and 
motivational process with re.\pect to some aspect of our environment. le is primarily 
a learned prcd.ispo ilion co respond in a consistently favour.tble or unfavourable 
manner with respect to a given object. Tbus, an attirude is the way we think, feel 
and act coward some aspect of our environment. An attitude may be defined a.s a 
tendency to react ,posirivdy or negarivdy in rega"d to :m object. Attitudes are evalu­
ative statements or judgments- either favourable or unfavourable- concerning objects, 
people or events. 

, According to Bern, ~ttinadcs are likes and dislikes'. 

According to Engel, i\ttiwdes arc an overall evaluation r.har allows one co respond 
in a consistently favourable or unfavourable manner with respect t0 a given object 
oc alternative'. 

According to Allpon, Attitude is "learmd predjspo.ritiom w respond to an object or class 
1Jf objtct in a contistmt/y fovourab~ or unf,woumbu wtty. " 

A definition of attitude popularized by cognitively oriented social psychologists is, 
"an enduring organization of motivational, cmorional, pcrceprual and cognitive pro­
cess with respect to some aspect of the individual's world. 

Tb.tee Components of Attimdes: 

According co above views, attitudes as being made up of r.h.ree components: 

l) Cognitive component. 

2) Affective componem and 

3) Behavioral component 

l) Cognitive Component: This component includes che beliefs an indi­
vidual has about a certain person, object, or siruacion. The belief that 
"discriminavfon is wrong" is a value statement. Such an opinion is the 
cognitive component of an attirude. Learned beliefs, such as "you need 
to work long hours to get ahead in th.is job", lead to attitudes that have 
an impact on behavior in the workplace:. The cognition component of an 



attirude reflects a person's perceptions or beliefs. Cognitive elements are 
evaluative beliefs and are measured by attitude scales or by asking about 
thoughts. The statement "I believe Japanese workers are industrious," 
reflects the cognitive componenc of an arritude. The cognitive compo­
nent sets the stage for the more critical part of attitude- its affective 
component. 

2) Affective Component: This component refers to the person's feelings that 
result from his or her beliefs about a person, object or situation. A person 
who believes chat hard work earns promotions may feel anger or frustra­
tion when he or she works hard but is not promoted. The affective 
component becomes stronger as an individual has more frequent and 
direct experience with a focal object, person or situation. 'Affect' is the 
emotional component of an attitude. Jr refers to an individual's feeling 
about something or someone. Statements such as "I like this" or "I prefer 
that" reflect the affective component of an atritude. Affect is measure<l 
by physiological indicators such as galvanic skin response (changes in 
electrical resistance of skin which indicate emotional arousal) and blood 
pressure. These indicators show changes in emotions by measuring physi­
ological arousal. If an individual is crying to hide his or her feelings, ch.is 
might be shown by a change in arousal. 

3) Behavioral Component: This component refers to the individual's behav­
ioral that occurs as a result of his or her feeling about the focal person, 
object or situation. An individual may complain, request a transfer, or be 
less productive because he or she feels dissatisfied with work. The behav­
ioral component of an. atrirude refers to an intention to behave in a 
certain way toward someone or something. The behavioral component is 
the intention to behave in a certain way towards an object or person. For 
example, our attitudes cowards women in management may be inferred 
from an observation of the way we behave toward a female supervisor. We 
may be supportive, passive or hostile depending on our arritude. The 
behavioral component . of an attitude is measured by ob.serving behavior 
or by asking a person· about behavior or intentions. 

Importance of Employee Attitudes: 

• Employee atcirudes are importanr to organizations." When attitudes are nega­
tive or unfavorable, they are symptom of the underlying problem, and a 
contributing cause of forthcoming difficulties in an organization. 

• Declining attitudes may result in strikes, work slowdown, absenteeism, and 
employee turnover. They can be a part of grievances, low performance, poor 
product quality and shabby customer services, employee theft and disciplin­
ary problems. 

• The organizational costs associated with poor employee attitudes may sever­
ally reduce its bottom-line competitiveness. 

• Favourable attitudes, on the other hand, are desired by management because 
they tend ro be connected with some of the positive outcomes that managers 
want. Employee satisfaction along with high productivity is a hallmark of 
well-managed organizations. 

• Effective behavioural managemenr chat continuously works to build a sup- . 
portive human climate in the organization can help produce favourable at­
titudes. 
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Characteristics of Attitudes: 

1) Attitudes have an Object: Attitudes must have an object. That is, they must 
have a focal point whethet it be an abstract concept, such as "'ethical behaviour", 
or a tangible item, such as a motorcycle. The object can be a physical thing, 
such as a product, or it can be an aetion, such as buying a lawnmower. In 
addition, the object can be either one item, such as a person, or a collecrion 
of items such as a social group. 

2) Attitudes have direction, degree and intensity: An attirude expresses how a 
person feels towards an object. It expresses 

a) Direcrion- The person is either favorable or unfavorable toward, or 
for against the object. 

b) Degree- How much the person either likes or diillkes the object. 

c) Intensity- The levd of sureness or confidence of expression about the 
object, or how strongly a person frels about his or her convietion. 

Although degree and intensity might seem the same and are related, 
they are not synonymous. 

3) Attitudes have structure: Attitudes display organization, which means that 
they have internal consistency and possess inter-attitudinal centrality. They 
also tend to be stable. to have varying degrees of salience, and to be gener­
alizable. 

4) Attitudes are learned: Learning precedes attitude formation and change. 
Attitudes are also deriv:ed from both direct and indirect experiences in life. 

Types of Attitudes: 

1) Job sa.t:isf:action: The term job satisfaction refers to an individual's general 
attitude towards his or her job. A person with a high level of job satisfaction 
holds positive attitudes towards the job, while a person who is dissatisfied 
with his or her job holds negative attitudes about the job. 

2) Job involvement: The degree, to which a person identifies with his or her 
job, actively participates in it and considers his or her performance impor­
tant to self-worth. 

3) Organizational commitment: The degree to which an employee identifies 
with a particular organization and its goals and wishes to maintain mem­
bership in the organization. 

ATTITUDE FORMATION 
Attitudes are basically learned. ·People are not born with specific attitudes; rather 
they acquire them through the "process of sources of attitudes is learning». Attitudes 
reflect a person's previous reinforcement history. 

The sources of a person's attitude arc a mixture of 

1) Personal Experiences: People form attitudes by corning in directly contact 
with an attitude object. By the time a person goes for work in a specified 
organization, he holds many attitudes towards the type of the job that is 
acceptable to him, the expected pay, working conditions and supervision. 
Through job experiences they develop attitudes about such factors as salary, 
performance reviews, job design, work group, affiliation and managerial ca­
pabilities etc. Previous work experience can account for the individual differ­
ences in attitudes such as loyalty, commitments, performance etc. Many 



managers in work organizations frequently notice these differences in am­
tudes. 

2) Association: People are highly influenccd by the major groups or associations
to which they belong. Geographic region, religion, eclucationaJ background,
race, sex, age and income-class all strongly influence actitud�. The nearer the
group the stronger is the group influence on the anirudes of the individual.

3) Family: Family is the primary group that an individual belongs to. Fam.i!y
exens influence on the initial core of attitudcs held by an individual. Indi­
viduals develop certain attitudes from farnily members-parents, brothers,
sisters eoc. The family ch.aracteristics influence the individual's early attirude
patterns. Re.searchers have found a high degrcc of relationship between pat­
ents and children in attitudes than they found between children and their
peers. They also empirically observed low correlation between attirudes of
the children and their teachers.

4) Peer groups and society: As people approach their ad.ulchood, they increas­
ingly rely on their peer groups for approval/actitude. How others judge an
individual largdy determine his sclf-imagc and approvaJ-seeking behavior.
Social dass and religious affiliation also play vital role in forming attirudes
of an individual. The culture, language, and the strucrure of society, all

provide an individual with the boundaries of his initial attitudes.

5) Models: Some of the attirudes are developed through imitation of models.
The process is something like this: In a particular situation, we see how
another person behaves. We correctly or incorrectly interpret his behavior as
represen ting certain attitudes and beliefs. If we idencify with him and re::pect
his judgment, we tend to accept rus way of perceiving and feeling about the
situation. Children are often quiet observant abouc how their patents reaet
to different people and situations. They leam by wacching whom their parenr's
respect, which they treat with condescension, whom they regard as fuends,
and whom they dislike. Such evaluations may be acquired without the child's
directly interacring with such people.

6) lnstitutional fu:tors: Many insårutional factors functi?n as sources and sup­
port of our attirudes and beliefs. For example, consider the description of a
certain temple Aarci. When the people come into this temple, tbey bow
clown to pray, sir with heads bowcd. Thcir clothes are clean :uid freshly
washed. When the pujari signals and is with Aarti all start singing bhajan
and clap. The entlre process is devoted to ritual From thi.s we can get an idea
as to the general character of the religious attitudes and beliefs. There is
implicit attitude of reverence, an oricntation toward a deity, a ritualized
rather than spontan�us expression of feeling, a sharp differentiation becween
Pujari and devotees and so on. The different pans of the institution- the
archltecture, fumi.shes, people's cloth.ing, and behavior- have a meaning which
fits in with cenain beliefs and attitudcs. Therc are many other institutions
in our society- schools, military organizations, and the like- which also func­
tion as sources and supports of actitudes and beliefs.

16.9 MOTNATION 

The word motivation is coinecl from the Latin word "movere", which means to movc. 
Motivation is defined as an interna! drive that activates behaviour and gives it direc­
tion. The tenn 'motivation theory' is concemed with the processes chat describe why 
and how bwnan behaviour is acåvated and directed. It is regarded as one of the most 
impon:ant areas of study in the fie!d af organizacional behaviour. 
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Motivation is an art of stimulating people to get the desired things done. A motive 
is a need or desire which stimulates and directs human behaviour. It is possible only 
when their needs are satisfied through proper incentive or rewards. Human behaviour 
is thus, result of needs, desires and wants. Motivation involves the creation of a 
posirive will and desire among the workers to do their work in the best manner. The 
term motivation has been defined by many eminent authors as follows. 

Michael, J. Jucius, "Motivation is the act of stimulating someone or o~self to ga a de1ired 
course of action, to push the right button t() ga the tksired_ reaction. " 

Dale, S. Beach, "Motivati.on can be defined as a willingness to expand mn-gy to achieve 
a goal or a reward. "' 

D.E. Mc. Farland, "The concept of motivation is mainly psycholtJgicaL It relates to those 
forces operating within the individJl4i employees or subordinates which compel them to act 
or not to act in certain ways. " 

On the basis of analytical study of above definitions it may be concluded that 
motivation is a process which inspires the hwnan efforts of an organization to per­
form their duties in the best possible manner so that the predetermined objectives 
of the enterprise may be achieved. Motivation is the emotion or desire of an em­
ployee tha,t inspires him co act or not to act in certain ways. 

Elements or characteristics of motivation: 

1 . Incentive: Motivation is the incentive of employees. It is a personal and 
natural feeling of the mind of the employees. This feeling arise in the mind 
of an individual. In fact an individual is inspired to make his efforts to satisfy 
the needs of his life. 

2. Unending Process: Motivation is an unending process. Human needs arc 
unlimited and people always feel a need. To satisfy these needs, the person 
must always be inspired with the incentives for work. Satisfaction of one 
need lead the feeling of another one and chis process never ends. 

3. Psychological Concept: Motivation is a psychological concept. It develops 
the mental and motivation power of an individual and motivates him to do 
more and better. 

4. Power to Act: Motivation is a power to act. It inspires an individual to work. 
Feeling of a need creates tension and a person wants to work t.o satisfy his 
need. When the need is satisfied, the persons feel motivated to work for the 
achievement of common goals. 

5. Increase in Efficiency: Motivation increases the efficiency of an individual. 
He use.$ his ability and efficiency to the best possible extent which increases 
his efficiency, Motivation increases the quantity and quality of production. 

6. Increase in Morale: Morale is a group feeling. Motivation motivates the 
employees work with the co-operation of others. Thus, motivation is helpful 
in increasing the morale of the employees. 

Aims or objectives of motivation: 

1. To motivate the employees to do more work. 

2 . To satisfy the economic, social and psychological needs of the employees. 

3. To develop human relations in the· enterprise. 

4. To increase the morale of employees. 

5. To mcrease the efficiency of employees. 



6. To get the co-operation of employees. 

7. To establish sweet relarions between labour and capital. 

8. To get the maximum exploitation of human resources. 

9. To achieve the objectives of enterprise. 

Factors affecting motivation: 

Factors affecting motivation may be divided into following parts: 

1. Monetary Incentives: Monetary incentives are direct incentives provided to 
the employees of an enterprise. It includes the following incentives: (a) 
Proper wage or salary (b) Bonus (c) Overtime (d) Monetary rewards and (5) 
Interests on investments. Monetary incentives satisfy the basic needs of 
employees. 

2. Non- Monetary Incentives: Monetary incemives are not sufficient to ensure 
more and better work by employees. Non-Monetary incentives are also 
provided to them to motivate them in the right direction. Such incentives 
motivate them to do more and more work. Following factors are included 
under th.is category. {a) Safety of wotk (b) Appraisal of work (c) Honour of 
employees (d) Behavior with employees (e) Opportunities of promotion (f) 
Delegation of authorities (g) To increase the feelings and suggestions of 
employees (h) To launch wdfare schemes for the employees like housing 
facilities, medical facilities, recreation facilities, education facilities, insur­
ance etc. (i) Co-partnership in management. 

lmponance of motivation 

Motivation is a very important for an organization because of the following benefits. 
it provides:-

1. Puts human resources into action : Evety concern requires physical, financial 
and human resources to accomplish the goals. It is through motivation that 
the human resources can be utilized by making full use of it. This can be 
done by building willingness in employees to work. This will help che 
enterprise in securing best possible. utilization of resources. 

2. Improves levd of efficiency of employees : The levd of a subordinate or a 
employee does not only depend upon his qualifications and abilities. For 
getting best of his work performance, the gap between ability and willing­
ness has ro be filled which hdps in improving the levd of performance of 
subordinates. This will result into-

a. Increase in productivity, 

b. Reducing cost of operations, and 

c. Improving overall efficiency. 

3. Leads co achievement of organizational goals : The goals of an enterprise can 
be achieved only when the following factors take place: 

i) There is best possible utilization of resources, 

ii) There is a co-operative work environment, 

iii) The employees are goal-directed and they act in a pwposive manner, 

iv) Goals can be achieved if co-ordination and co-operation takes place 
simultaneously which can be effectively done through motivation. 

4. Builds friendly relationship : Motivation is an important factor which brings 
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employees satisfaction. This can be done by keeping into mind and framing 
an incentive plan for the benefit of the employees. In order to build a 
cordial, friendly atmosphere in a concern, the above steps should be cak.en 
by a manager. This would help in: 

• Effective co-operation which brings srability, 

• Industrial dispute and unrest in employees will reduce, 

• The employees will be adaptable to the changes and there will be no 
resistance to the change, 

• This will help in providing a smooth and sound concern in which 
individual interests will coincide with the organizational interests, 

• Th.is will result in profit maximization through increased. productiv­
ity. 

5. Leads to stability of work force : Stability of workforce is very important 
from the point of view of reputation and goodwill of a concern. The employ­
ees can remain loyal to the enterprise only when they have a feeling of 
participation in the management. The skills and efficiency of employees will 
always be of advantage to employees as well as employees. Th.is will lead to 
a good public image in the market which will attraa competent and quali­
fied. people into a concern. & it is said, "Old is gold" which suffices with 
the role of motivation here, the older the people, more, the experience and 
their adjustment into a concern which can be of benefit to the enterprise. 

Motivation is important to an individual as: 

• Motivation will help him achieve his personal goals. 

• If an individual is motivated, he will have job satisfaction. 

• Motivation will hdp in . self-development of individual. 

• An individual would always gain by working with a dynamic team, 

Similarly, motivation is important to a business as: 

• The more motivated the employees are, the more empowered. the team is. 

• The more is the team work and individual employee contribution, more 
profitable and successful is the business. 

• During period of amend.menu, there will be more adaptability and creativ­
ity. 

• Motivation will lead to an optimistic and ch.aUenging attirude at work place. 

THEORIF.S OF MOTIVATION 

ABRAHAM MASLOW'S "NEED HIERARCHY THEORY" 

One of the most widely mentioned theories of motivation is the hierarchy of needs 
theory put forth by psychologist Abraham Maslow. Maslow saw human needs in the 
form of a hierarchy, ascending from the lowest to the highest, and he concluded. that 
when one sec of needs is satisfied, th.is kind of need cease-; ro be a motivator. 



A. Physiological needs: These are imponant needs for sustaining the human
life. Food, water, warmth, shelcer, sleep, medicine and education are the
basic physioiogical needs which fall in the primary list of need satisfaction.
Maslow was of an opinion that until these necds were satisfied ro a degr

ee
ro maintain life, no other motivating factors can work.

B. Security or Safcty needs: These are the needs ro be frce of physical dangcr
and of the fear of losing a job, properry, food or shelrer. It also includes
prorection againsr any emotional harm.

C. Social needs: Since people are social beings, they need ro bdong and be
ac:cepred by others. People cry ro satisfy their need for affection, ac:ceptance
and friendship.

D. Esteem needs: According to Maslow, once people begin ro sacisfy thc:ir need
to belong, they rend to want ro be held in esteem both by themselves and
by others. This kind of need produccs such satisfacrion as powcr, prestig

e 

status and self-confidencc. It includes both inrernal esteem factors like self­
respecr, auconomy and achievemenrs and externa! c:steem factors such as
stares, recognition and attenrion.

E. Need for sclf-actualiz.ation; Maslow regards this as the highesc need in his
hierarchy. It is the drive co become whar one is capable of becoming, it
includcs growth, achieving one's potential and self-fulfillment. It is to maxi­
mize one's _ potential and to accomplish something.

16.10 FREDERICK HERZBERG'S MOTNATION-HYGIENE THEORY 

Frederick has cried ro modify Maslow's need Hierarchy theory. His theory is also 
known as Two-factor theory or Hygiene theory. He sraced thac there are certain 
satisficrs and dissacisfies for employees at work. 
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Intrinsic factors are related co job satisfaction, while extrinsic factors are associated 
with dissatisfaction. He devised his theocy on the question: "What do people want 
from their jobs?" He asked people co describe in detail, such situations when they 
fdt exceptionally good or exception.ally bad. From the responses that he received, he 
concluded that opposite of satisfaction is not dissatisfaction. Removing dissatisfying 
ch.ancteristics &om a job does not necessarily make the job satisfying. He states that 
presence of certain factors in che organization is natural and the presence of the same 
does not lead co motivation. However, their non-presence leads to de-motivation. In 
similar manner there are certain factors, the absence of which causes no dissatisfac­
tion, but their presence has motivational impact. 
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Examples of Hygiene factors are: Security, status, relationship with subordinates, 
personal life, salacy, work conditions, relationship with sup~rvisor and company 
policy and administration. 

Examples of Motivational factors ace: Growth prospecrus job .advancement, respon­
sibility, challenges, recognition and achievements 

"THEORYXAND THEORYY" OF DOUGLAS MCGREGOR 

McGregor, in his book "The Human side of Enterprise" states th.at people inside -the 
organization can be managed in rwo ways. The first is basically negative, which falls 
under rhe category X and the other is basically positive, which falls under rhe 
category Y. After viewing the way in which the manager dealt with employees, 
McGregor concluded. th.at a ~s view of the nature of human beings is based 
on a certain grouping of assumptions and that he or she tends to mold his or her 
behavior towards subordinates according to these assumptions. 

'TheoryY' 

management 



Under the asswnptions of theoey X: 

• Employees inherently do not like work and whenever possible, wil! attempt 
to avoid it. 

• Because employees dislike work. they have to be forced, coerced or threat­
ened with punishment to achieve goals, 

• Employees avoid responsibilities and do not work fill formal directions arc 
issued. 

• Most workers place a greater importance on security over all other factors and 
display little ambition. 

In contrast under the assumptions of theory Y: 

• PhysicaJ and mental effun at work is as narural as rest or play. 

• People do exercise self-control and self-direction and if they are committed 
co those goals. 

• Average human beings are willing co take responsibility and exercise imagi­
nation, ingenuity and creativity in solving the problems of the organization. 

• . That the way the things are organized, the average human being's brainpower 
is only panly used. 

On analysis of the assumptions it can be detected that theory X assumes that lower­
order needs dominate individuals and theory Y assumes that higher-order needs 
dommate individuals. An organization that is nm on Theory X lines tends to be 
authoritarian in narure, the word "authoritarian" suggests such ideas as the upower 
to enforce obedience" and the "right to command." In contrast Theory Y organiza­
tions can be described as "participative", where the aims of the organii..ation and of 
the individuals in it are integrated; individuals can achieve their own goals best by 
directing their efforts towards the success of the organization. 

Vroorn's Valence x Expectancy thcoey 

The most w,dely accepted explanation of motivation has been propounded by Victor 
Vroom. 

His theory is commonly known as expectancy theory. The theory argues that the 
strength of a tendency to act in a specific way depends on the strength of an 
expecta.cion that the act will be followed by a given outcome and on the attractive­
ness of that outcome to the individual to make this simple, expectancy theory says 
th.at an employee can be motivated to perform better when there is a belief that the 
better performance wiil lead to good performance appraisal and that this shall result 
into realli:ation of personal goal in form of some reward. Therefore; 

Motivation - Valence x Expectancy 
This leads us to a conclusion that: 

Expectancy Theory 
(Vroom) 

1. Ettort-Perfomai,ce refatlonshlp"' Ex·pectan~ 

S. Rewarda-Pers.anal goals relattor111hlp = Vaknc:e 

Foundations of 
Individual Behaviour 

NOTES 

55 



Organization Behaviour 

NOTES 

56 

The theory focuses on three things: 

• Efforts and perfurmance relationship

• Performance and reward relaåonship

• Rewards and personal goal relationship

16.11 MOTIVATING EMPLOYEES IN ORGANIZATIONS 

A number of motivation thcories have been discussed above. Based on rhese theories, 
the following suggestions summarize the essence about mocivating employees in 
ocganizations. 

• Recognize individual d.ifferences - Employees have different needs. Thercfon:,
managers need to undemand what is important to each employee. This will
allow individu.alizing goals, leve! of involvemenc, and rewards to align with
individual needs.

• Use goals and feedback - Employees should have t.angible and specific goals.
Feedback should aiso be provided n:gularly to inform the employees about
their performance in pursuit of those goals.

• lnclude employees in decision-making - Employees should be included in
making decisions that affect them, for example, choosing rheir own benefits,
solving productivity and quality problems.

16.12 MOTIVATIONAL TOOlS

Some of the mosc important motivational tools have been discussed below: 

• Management by Objectlve (MBO) - Management by objectives emphasi.zes
part.icipatively set goals that are tangible, verifiable, and me.1$urable. Four
ingredients common to MBO program.mes are: goal specificity, part.icipative
decision-making, an explicit time period, and performancc feedback (Robbins,
2003).

• Goal specificity - The objeccives in MBO should be concise stacemencs of
expecced accomplishments.

• Participative decision m.aking - The manager and employee jointly choose
che goals and agrce on how they will be measured. An explicit åme period
- Each objective has a specific åme period in which it is to be compleced,

• Performance feedback - Continuous feedback on progress toward goals is
provided so that workers c.an monitor and correct cheir own actions.

MBO and Goal-Smi.ng Theory are closely linked. Goal-setcing theory proposes that 
tangible goals result in a higher levd of individual performance than do easy goals. 
Feedback on one's performance leads to higher performance. MBO also directly 
advoc:ates specific goals and fc:aiback, implies that goals must be perccived as feasible _ 
and is most effective when the goals are difficu!t enough ta n:quire srretching. 

EMPLOYEE RECOGNITION PROGRAMMES 

Employee recognicion programmes consist of personal attencion, expressing interest, 
approval, and appreciation for a job well done. They ca.n take numerous forms. 
Employee Recognition Programmes has close link with Reinforcement Theory. Both 
the concept advocates that rew.uding a behavior with recognicion would lead to irs 
repetition. Recognicion can take many forms, such as, persona.lly congratu.lating an 
employee, sending a handwritten note or an e-mail message or dedaring the em­
ployee as a valu.able contributor to the organizational objective. 



EMPLOYEE INVOLVEMENT PROGRAMME 

Employee involvement includes participative managemenc, workplace democracy, 
empowerment, and employee ownership. Employees' involvement in the decision 
making would positively affect them and by increasing their autonomy and connol 
over their work lives, employees will become more motivated, more committed to the 
organization, more productive, and more satisfied with their jobs. 

Some fonns of employee involvement have been discussed here: participative man­
agement, representative participation, quality circles, and employee stock ownership 
plans. 

Participative management 

Participative management is a process where subordinates share a significant degree 
of decision-making power with their immediate supervisors. The manager involves 
subordinates in decision making, consults with them abouc their views of the situ­
ation, asks for their suggestions, oonsiders those suggestions in making a decision, 
and sometimes lees the subordinates make the decisions themselves. 

The logic behind panicipative management is: 

a) Managers often do· not know everything their employees do. 

b) Better decisions 

c) Increased commitment to decisions 

d) Intrinsically rewarding employees makes their jobs more interesting and 
meaningful. 

The two most common fomu of participative management are: 

a) Works councils - They are groups of nominated or elected employees who 
must be consulted when management makes decisions .. 

b) Board represmtabtlel - they are employees who sic on a company's board of 
directors and represent the interests of the firm's employees. 

Quality circles (QC): 

Quality Circles consist of a work group of eight to ten employees and supervisors 
who have a shared area of responsibility. Quality circles are small groups of employ­
ees who work voluntarily on company rune to address quality-related problems such 
as quality control, cost reduction, production planning and techniques and even 

· product design. 

Key components of QC arc (Robbins, 2003): 

• They meet regularly on company time to discuss their quality problems, 
investigate causes of che problems, recommend solutions, and cake corrective 
actions 

• They take over the responsibility fur solving quality problems and they 
generate and evaluate their own f-ecdback. 

Employee stock ownership plans (ESOPs): 

Perhaps the ultimate reward to workers is for them, to own pan of the organization. 
Employee stock ownership plans are company-established benefit plans in which 
employees acquire stock as pjUt of their benefits ESOPs have the potential to increase 
employee job satisfaction and work motivation. 
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Various groups of cmployees provide specific chaiJengcs in terms of motivation. Some 
of them are explained below 

1. Motivating the Diversified Work Force: Not everyone is morivaced by money.
The needs o( women physically disabled and other diverse groups are not the
same. If you are going to maximize your employees' motivaåon, you have got ro
understand and respond ro this diversity. This can be done in che following
ways:

i) We should be rea.dy to design work sc.hedules, compensation plans, benefits,
and physical work settings, etc., to reflecr the employees' varied needs.

• Link reward.s t o  perfonnance - Rewards should be contingenc on perfor­
mance and employees must perceive a dea.r linkage.

• Maintain eqwty - Rewards should be perceived by employees as equac­
ing with the inputs they bring to the job, i.e.; experience, skills, abilitics,
effort, and other obvious inpurs should cxplain differences in perfor­
mance and, hence, pay, job assignmencs, and other obvious rewards.

ii) Allowing employees who are going for funher craining to colleges to vary
cheir work schedule.

iii) Offering employees fa.ciliåes like c.hildcare, flexible work hours and job shar­
ing for employees with fiun.ily responsibilities.

iv) For employees coming from other stares /councries providing them flexible
leave possibilities to enable them co go home for cxtensive periods.

2. Motivating Temporary Worktts: Temporary workers may be moåvated in the
following ways:

i) When there is a syst.em whereby permanent employees are selecred from a
pool of temporary employees, the 1atter will often work hard in hopes of
becoming permanent.

ii) The abilicy of a ternporary employee co find a new job is largely dependem
on his or her sk.ills. Therefore, temporary employees may be provided with
the opportunicy for training.

iii) When remporay employees work alongside permanent employees who earn
more pay for doing the same job, they are likely co be demotivated. Sepa­
racing such employces might help co !essen this problem.

3. Motiwting Professionals: Professionals have a strong and long-term commianent
co thdr field of expertise. Their loya!ty is more often co their profession than to
their employer. These professionals receive a greac deal of intrinsic sacisfacåon
from their work. They may be motiwted in the following ways:

i) Their loya!ty is towards their profession. To keep c�nc in their fields, they
need co regularly update their knowledge. Therefore, providing them oppor­
runities for training and development is one sure way of J?Otivaring them.
Reward them with educacional opporcuniåes - staging workshops, attending
conferen� - thac allow them co keep current in their field.



ii) The chief rewar<l of a professional is the job itself. They prefer challenging
jobs. Therefore, provide them with ongoing challenging proje�ts-

iii) Professionals wanc others co think what they are working-on is important. 
Therefore, ask quescions and engage in other actions that demonsuate that 
you are sincerely inceresced in whac mey are doing. 

16.14 JOB SATISFACTION; 

Measuring Job Satisfaction 

_lob sacisfa.crion is the sense of fulfi.llmcnc and pride &le by peoplc who enjoy thcir 
work and do ic well. For an organizacion, sat.isfied work force ensures commirment 
to high quality pcrformance and increas-cd productlvicy. Job satisfaction helps orga­
ni.zations to reducc complaints and grievances, absenreeism, tumover, and ce.rmina­
cion. Job sacisfaccion is also linked to a health.ier work force and has .been found to 
be a good ind.icator of longevity. And although only littlc correlat:ion has been found 
between job satisfaction and producrivity, _it has also been found thac satisfying or 
delighting employees is a prerequisite to sacisfying or dclighting custome�, thus 
protecting the "bortom line (Brown, 1996). 

The mosc importanc facrors conductivc to job satisfa.ccion are: 

i) Mentally Challenging Wodc Employees tend to prefer jobs chat give chem
opponuni�es to use their skills and abilities and offer a variety of casks, freedom
and feedback on how well they are doing. Under conditions of moderate chal­
lenge, mast employees will experience pleasure and sacisfaction.

ii) Personality-Job Fit: People with personality cypes congruent with their choscn
vocations should find they have the tighc ralents and abilities to meet the dc­
mands of their jobs; and bec:ause of dus success, they have a grearer ptobability
of achieving high satisfaction from their work. It is important, therefore, to fic
personalicy facrors with job profiles.

iii) .Equ.itable Rewards: Employees wanr pay systems and promotion policies that
they perceive as being just, unambiguous, and in line with their expcctations.
When pay is scen as fair bascd on job demands, individual skill level, and
industry pay standards, satisfa.ction is likely co· result. Similarly, employee.s seek
fait promotion policies and practices. Promotions pro\--ide opportunities for per­
sonal growth, more responsibilities and increased social status. lndividuals who
perceive that promotion decisions are made in a fair and just manner are like!y
to cxperience job satisfaction.

iv) Supportive working conditions: Employees prefcr physical conditions chat are
comforcable and fa.cilicacc doing a good job. Temperature, lighc, noise and other
environmcntal faccors should not be excreme and provide personal comforr. Further,
employees prefer working relacively close to home, in clean and relatively modern
facilities and with adequace tools and equipment.

v) Supportive Colleagues: Employees havc need for social inceraction Therefore,
having friendly and supportive co-workers and understand.ing supervisot's leads
ro i.ncreased job sacisfaction. Mose employees wanc their immediace supervisor to

be understanding and friendly, chose who offer praise for good performancc,
listen to employees' opinions and show a personal interest in them.
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vi) Whistle blowing: Whistle-blowers are employees who inform authorities of wrong­
doings of their companies or co workers. Whistle blowing is important because 
committed organizational members sometimes engage in unethical behaviour in 
an intense desire to succeed. Organizations can manage whistle blowing by 
communicating the conditions that are appropriate for the disclosure of wrong­
doing. Clearly delineating wrongful behavior and the appropriate ways to re­
spond are important organizational actions. 

vii) Socia! Responsibility: Corporate social responsibility is the obligation of an orga­

nization to behave in ethical ways in the social environment in which it operates. 

Socially responsible actions are expected of organizations. Current concerns in­

clude protecting the environment, promoting worker safety, supporting social 

issues, investing in the community, etc. Managers must encourage both indi­

vidual ethical behaviour and organizational social responsibility. 

Job enrichment 

It is a deliberate upgrading of responsibility, scope, and challenge in the work icsdf 

Job enrichment usually includes increased responsibility, recognition, and opportu­

nities for growth, learning, and achievement. Large companies that have used job­

enrichment programmes to increase employee's- motivation and job satisfaction m­

dude AT&T, IBM, and Genex:al Motors (Daft, 1997). 

Workers' role in job satisfaction 

A worker should also take some responsibility for his or her job satisfaction. Everett 

(1995) proposed the following questions which employees ask themselves in regard 

to job satisfaction at the workplace. 

1. When have I come closest to expressing my full potential in a work situation? 

2 . What did it look like? 

3. What aspects of the workplace ~re most supportive? 

4. What aspects of the work itself were most satisfying? 

5. What did I learn from that experience that could be applied to the present 

situation? 

The further suggestions can help a worker find personal job satisfact:ion: 

1 . Geek opponunities to demonstrate skills and talents. 

2. Develop communication skills. 

3. Acquire job related skills and try to implement them. 

4. Demonstrate creativity and initiative. 

5. Improve team building and leadership skill. 

6. Learn to de-suess. 

The ways of expressing job dissatisfaction 
Job dissatisfaction is a negative feeling about one's job resulting &om an evaluation 

of its characreristics. Job dissatisfaction is a reality in the workplace. The responses . 

to job dissatisfaction according to Farrell (1983) are exit, voice, loyalty and neglecr. 



In 2005, Robbins and Judge stated that job dissatisfaction is concerned with factors 

such as company policy, ad.ministration, supervision and salary. Since there are no 

perfect organizations, it is reasonable co state that high levels of dissatisfaction exist 
for some firms. 

There are a nwnber of ways in which employees can express dissatisfaction (Robbins, 

2003). They are: 

1. Exit 

3. Loyalty 

2. Voice 

4. Neglect 

1. Exit: Behaviour directed toward leaving the organization, actions like looking for 

a new position as well as resigning. 

2. Voice: Actively and constructively attempting to improve conditions, including 

suggesting improvements, discussing problems with superiors, and some forms 

of union activity. 

3. Loyalty: Passively, but optimistically waiting for conditions to improve, includ­

ing standing up for the organization in the face of external criticism/ crisis, and 

reposing cruse in the organization and its management to take the right decisions 

and set things m order. 

4. Neglect: Passively allowing conditions to worsen, including chronic absenteeism 

or lateness, reduced effon, and increased error race 

CASE STUDY 

Motivation is a complex subject, although it seems vety interesting to all of us, but 

it has many facets for different people. 

I have come across many such incidents ·during my tenure as HR professional at 

various companies. Some of them are very complicated and some are just the result 

of some or the other conflicrs. If all the reader here have some knowledge on the 

topic of motivation, this case study would surely be of some value as well as inter­

esting to read. 

Motivation has many theories written by various authors, one such theory is Reward 

and Punishment theory also known as Theory X, another name of which is Carrot 

and stick. Here in this case our main focus will be on this THEORY X. 

& a pan of the company's Management Development Program, a group of managers 

from various functional areas have devoted several class sessions to a study of moti­

vation theory and the relevence of such knowledge co the manager's responsbiliry for 
directing and controling the operations of his organizational unit. 

One of the participant is Rohit sharma, who has been the supevisor of production 

department from last one year. During his past in the industrial wiit he had no 

chance to attend any supevisory or development program and his dudes have been 

concentrated on routine technical jobs. 

The present plant mangager has seen Rohir grow from an apprentice to a supervisor 

and is yet to reconcile with the change of responsbilicies and designation of Rohir 

Sharma. 
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Rohic prepared the schedule on a parcicolar day for all machines and on a specific 
machine, which was on a cop priority from another escablished company. When 
Rohit came for his round he was surprised ro find that the opretor had loaded some 

other job rather than the job of the company which is on priority. 

Looking ac this Rohir got annoyed and following conversacion rook place: 

Rohit to operator - please do the job for the company that is on priority. 

Operator - Plant manager has given me another job after that i will take up your 
work. 

Rohit - I donc wanc to hear anything, plant manager has rold me ro stop everything 
else and take up che job of chat company on priorty. 

Operator - I have been taking up all rhe job immediately whenever you have 
asked. But whac has been done regarding my increment which has been pencling for 
over six months now. 

Rohit - I'm not responsib!e for these problems relaced ro incremencs, rhe Top 
Managmenr manages the dedsion on increment. I am helpJess in this regard and 
suggcst you to go and sort tlus problem ·with Plant Manager. 

Operator - As a supervisor it is your duty ro solve my problem as i report to you 
for all my work. 

Rohit - Please do not cell me my ducies and if you wilt not do this work on prioricy 

now, I would report chis incidence as misbehaviour to the plant manager. 

Operator replicd in a chreac to go on scrike and complained about che less salary and 
increment he gets. 

Now during a session of Motivation at Management Development Program, Rohir 
made che foliowing conunencs: 

"Motivation theory makes sense in general, bur chere is no opportunity for us to 
apply chese concepts in job situation. After all our shop levd empioyees are uniorused 
and have job security. Motivation theories hdps me get the work done from my· kids, 
but in a working enviorment we are working with adu1ts and it seems to me this 
reward and punishmem ching smacks of manipulation that just would not go over 

wich people". 

So, now it has become a complicated siruacion as Rohit does not seems co be 
interesced in the Motivational cheories at all. 

Does che incident thar happened between Operator and Rohit Sharma len: such a 
mark in rus mind thac he started feeling threacened wich Unions and shop floor 
people?? 

2.1 5 SUMMARY: 

• Behaviour is defined as the observablc and measurable activity of human
beings.

• The term personality is the role which the person (actor) clisplays m che
public domain at large.



• Personality is a dynamic conccpr describing the growth and developmenr of 

a person's whole psychological system. It looks at some aggregate whole th.at 
is greater than the sum of the parts. 

• Ability refers to an individual's capacity to perform the various tasks in a job. 

• Learning is a continuous process. It occurs all the time. Learning is a rela­

tively change in behaviour that occurs as a result of experienc.e. 

• Perc.eption can be defined as a process by which individuals selecr, organize 

and interpret their sensory impressions, so as to give meaning to their en­

vironment. 

• Atcirude is a relativdy permanent organizing or cognitive, perceptual, emo­

tional, and motivational process with respect to some aspecr of our environ• 

ment. 

• Perception is the process which involves seeing, receiving, selecting, organiz­

ing, interpreting and giving meaning to the environment. This meaning is 

built on past experiences and accumulated values. 

• Motivation is defined as an internal drive that activates behaviour and gives 

it direction. The term 'motivation theory' is concerned with the processes 

thar describe why and how human behaviour is activated and directed. 

• Job satisfaction is the sense of fulfilment and pride felt by people who enjoy 

their work and do it well. For an organization, satisfied work force ensures 

commitment to high quality performance and increased productivity. 

• . Job enrichment usually includes increased responsibility, recognition, and 

opporrunitics for growth, learning, and achievement. 

ANSWERS TO 'CHECK YOUR PROGRESS' 
1. Personality can be defined as a dynamic and organized set of characteristics 

possessed by a person that uniquely influences his or her cognitions, motiva­
tions, arid behaviors in various situations. 

2. Learning can be defined as a relatively permanent change in behavior as a 
result of prior experiences. 

3. Perception is the process of receiving information, and making sense of world 
around us. 

4. Value is an enduring belief that a specific mode of conduct or end state of 
existence is personally and socially preferable to the alternative modes of 
conduct or end stat.es of existence. An attitude is the way we think, feel, and 
act towards some aspects of our environment. 

5. Motivation is an art of stimulating people to get the desired things done. 

6. Job satisfaction is the sense of fulfillment and pride felt by people who enjoy 
their work and do it well. 
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1) What Physiological factors affect an individual's behaviour?

2) Define Personality. Explain Freudian Theory of Personality.

3) What do you mean by Leaming? Explain the chief Characteristic.s of learn-
ing.

4) What a.re principal elements of lea.ning?

5) Explain classical conditioning approach of leam.ing.

6) Whar do you mean by operant condirioning approach of leaming?

7) Explain Pen:eption. What are general fåctors that influence individual's per­
ception?

8) What do you widc:rstand by Atritude? What are the sources of person's
attimde?

9) D�finc Motivation. What a.re die �tial elements of motivation?

10) Exp!a.in Abraham Masl�w's "Necd Hierarchy Theory" of Motivation.

16 .1 7 Ref erence 

16. .18 FURTHER READING 

• Organization Behaviour- L.M Prasad

• Organization Behaviour-Stephen P. Robbins, Seema Sanghi-Pearson
F.ducation.
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