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1.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to:

2 Explain the concept and imporlance of management

® Know the nature and characteristics of management

@ UInderstand management as a Science, an Arl and a Profession
@ Discuss the various functions of management

® Explain managenal skills and responsibilities

® Summarize the various levels of management

1.1 INTRODUCTION

Management is a vital aspect of the economic life of man. It is an organised group
activity. Management is a universal phenomenon. It 1s a very popular and widely used
term. A central directing and conwrolling agency is indispensable for a business
concern. The productive resources — material, labour, capital, etc. are entrusted to the
organising skill, administrative ability and enterprising initiative of the management.
Thus, management provides leadership 1o a business enterprise. Without capable
managers and effective managenal 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 enterpnse. 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 imporlant role in an organisation. He works as the
foundation and supports the beam and roof of the house by providing necessary
support from the boltom, and also taking care of various aspects, so that the
organisation goals could be achieved. The function of coordinating and organising the
people and their tasks 1o achieve the targets of the organisation effectively by proper
usage of the available resources efliciently is called management. Thus, the success of
an organisation 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 MANAGEMENT

Management is a skill of having people working together in a coordinated manner 10
achieve Lhe organisation goals. It 15 an effective utilisation of resources and creating
an enviromment for people to wark in tandem and motivating the workers for getting
1o the goals of the enterprise. Management is a process which controls and directs
people 1o perform, crealing a right environment for them.

Management has been defined by various experts in their own perspeclive. Hence, it is
difficult to give a solitary definilion 10 the term ~“management™. There are different
views and interpretations by various scholars and critics. Some officials consider it 10
be a sysiem of authorily, whereas economists think management s a resource, like,
capital, land or labour. Sociologists define it as an elite class of society.

Managemeant
Definttions
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Figure 1.1: Definitions of Management

Definitions of ‘“Management’ by various Economists:

According to Henry Fayol, “To manage is 1o forecast and plan, to organise, lo
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
perform efficiently and effectively towards the attainment of organisational goals.”

According 1o Harold Koontz, “Management is the art of getting things done through
and with people in formally organised groups.™

According 1o F.W. Taylor, “Management is the art of knowing what you want 10 do
and then seeing that in the bes! and cheapest way."”
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George R. Terry defines Management as ~a distinct process consisting of planning,
organising. acteating. and controlling. performed to determine and accomplish stated
objectives with the use of human being and other resources.”

According to Theo Haimann. management has three different meanings. viz.

L.
2.
3.

Management as a Discipline: denotes to the Subject of Management.
Management as a Noun: refers to a Group of Managers.

Management as a Process: refers to the Roles of Management i.e., planning,
organising, directing. controlling, etc.

Management is a skill tor getting the work done by the workers in an cnterprise. They
use different methods of planning and motivaling people and contrelling 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 10 successful alainment of the organisation poals.

1.3 NATURE OF MANAGEMENT

There are number of characteristics of management. Differemt processes coniribute Lo
the features of management. They can be classifed as follows:

Muonagement is an on-going process: The process of management requires
continuous planning, direcling and organizing using different resources of an
organisation. Sc¢ that there is proper utilisation of the resources for the
organisation gain. [t is an ongoing process and never ending.

Management is result oriented: Management is all about planning and
coordinating tasks, to achieve the required poal. 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.

Management 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
markeling techniques. It needs 1o bring 1n innovative and creative ideas to survive
in the market.

Management is a coordinated process: Management is an arl 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 mosl 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 to do the work. They work as a
team. :



® Management balances efficiency and effectiveness: Nanagement is veny
professional in nature. A 2ood management requires all activities to be done n a
planned manner for its eftectiveness. If the organisation meels ils objeclives and
goal with the minimuin use of resources then it is both efficient as well effective.

® Management cannot be seen: Managemenlt is result oriented. It cannot be seen or
feli. 1t is a planned and efficient way of carrying out procedures. It is a task for
altaining organisanon goals.

The above characieristics bind together tc make management a never epding. goal
oriented process which 1s dynamic in nature, and balances both effectively and with
efficiency using human and non-human resources 11 requires proper planning and
coordination for the achievement of organisation’s objectives.

1.4 NEED AND SCOPE OF MANAGEMENT

‘The need of managernent is continuous in organisation. !t 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 always 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 erganisation has its own objectives: The achievement of these objectives
calls for organised effort in a planned way. Since the resources are limited and the
profitability depends upon the cost of production and distnbution, the optimum
utilisation of resources is needed to secure a good standing in market.
Management is needed to allocate resources to the most profitable channels and
ensure ils rational use.

e  Orpanisations depend onm group efforts: In large organisations, hundreds of
people may weork 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 aclivities may
be related to manufacturing, buying and selling, financing, employing and looking
after people, etc. Different depariments 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 constitite important part of erganisation: When employees attitude is
favourable to work and organisation, productivity is high. The attitude of people
depends upon various {actors. Mapagement is needed to sece that there is proper
communication in the organisation and people are motivated to give their best 1o
the organisation.

Example: Let us look at the managenal 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 orgamses 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.

7
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She encourages and motivates them to do their best in compleling their acuvities. She
is alwavs in search for improvements in goals. resources and in means (0 attain hese
goals. These ingredienls are lhe basic functions of management.

1.4.2 Scope of Management

The scope of management is very wide. Basically, il refers to three dislinct idcas
which are as follows:

Herbison and Myers introduced the threc distinel ideas of management i.€., (i) an
economic resource, (1) a system of authority and (1) a class or elite.

Management as an Economic Resonrce: Management is one of the faclors of
production along with land, labour and capital. In modem organtsations, the effective
use of the five M’'s of management (mmoney, materials, manpower, machinery and
methods or ways of doing things) depends to a great exlenl on the quality of
management. In other words, how efteciively and economically the five M's are
combined together to produce desired results. According to Newiman, management is
required 10 converl the disorgamised resources of men. materials, money and machines
into a productive, -useful. 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 1ogether by a web of
relationships beitween superiors and subordinales, that i1s, people are bound by
authority relationships. Managers working at top levels enjoy more authority than
people working at lower levels. Top management determines objeclives 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
management (first-line supervisors) is concerned with routine, day-to-day matters.

Example: Compare two managers. One accepts or rejects all 1deas 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 elfectiveness in meeting
the goals of the organisation.

Management as a Class or Elite: Sociologists view management as a distinct class 1
society having its own value systern, The managerial class has become very important
in modemn organisations owing to its contribution (o 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 ts merely a collection ol 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:

e Optimum use of resources: Management ensures optimum ultilisation of resources
by attempting to avoid wastage of all kinds. 1t helps in putting the resources to the
best advantage within the fimitations set by organisation and its environment. A
right climate is created for workers to put in their best and show superior
performance.



Effective leadership and motivation: In the absence of management. the working
of an enterprise will become random and haphazard in nature. Emplovees feel a
sense of security when they find a body of individuals® working day and night for
the conlmued growth of an organisation. Management makes group effort more
effective. It enables employees to move cooperatively and achieve goals in a
coordinaled manner. Management creates teamwork and motivates employees 10
work harder and betier by providing necessary guidance, counselling and effective
leadershp.

Sound industrial relations: Management minimises industrial disputes and
contributes to sound industrial relations in an underaking. Industrial peace is an
essential requirement for increasing productivity. To this end, managers try to
strike 2 happy balance between the demands of employees and organisational
requiremments. They initiate prompt actions whenever workers express dissatisfac-
tion over organisational rules, methods. procedures and regard systems.

Achievemen! of goals: Management plays an imporiant 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-oriemed. With a view to realise the pre-determined goals — managers plan
carefully, 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 2nd waste motions are avoided. In the
final analysis, all these help in realising goals with maximum efficiency.

Change and growth: A business concemn operates in a constantly changing
environment. Factors such as changes in technology, govemment policy,
competition, etc., often threaten the survival of a firm. Failure to take note of
custonmrer’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 iself quickly. Managers help an organisation by anticipating these changes
(careful planning, forecasting combined with efficient use of resources) and taking
appropnate 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 inproves the standard of living
of people by (a) using scarce resources efficiently and tuming out profits;
(b) ensuring the survival of the firm 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 requites a considerable amount of planming, creativity and
motivating skills for the organisation goals. They deal with groups of people who
contribute to the goal of the orgamisation. 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

9
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® Coordinating
e Coniroliing

These functions differentiate the management {unction from the other functions of the
organisation. Different management scholars have categorised functions of
management. According to George and Jerry, “There arc four vital functions of
management i.e., planning, organizing, actuating and controlling™

According to Henry Fayol, “To manage is to forecast and plan, 10 organize, to
command and to control™

Luther Gulick has given a catchword ‘POSDCORB’ where,
P is for Planning.

O for Organizing.

8 for Staffing,

D for Directing,

Co for Co-ordinasion.

R for Reporting and

B for Budgeting.

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

Therefore, it is very difficult to reinove 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 aflected by them.

Planning

Controlling Organizing

Figure 1.2: Functions of Management
The functions of management are discussed below:

Planning

To plan i1s an important managerial function. It requires in defining a goal and finding
an efficient and effective course of action to reach that objective. 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. [t lays out steps on how to go
about the goals in a systematic way. It is coordinating with different levels of



management and having sound knowledge of resources anid the business objectives. |y
tells us about how and when a particular task should be carried out.

Thus, the need 1o plan is 10 minimize the consequence and at the same time take full
advantage of the available opportunities. It bridges the gap from our present position
to future position. Good planning is flexible in nature. as it can adjust 1o changes in
business conditions. It covers both short term and long term periods.

Planning involyes the following steps:

¢ Making the objectives

® Forecasting of future environment

® Search for future environment

®  Assessment of various alternatives and devising the plan
e Preparation of strategies, policies, procedures and method

e Preparation of different schedules programmes and budgets

Organising

The organizing function is a significant function of management. The organisational
siructure is the foundation of a company which carries out the daily working of the
business. This function is performed when two or more persons are involved in an
activity. Organizing involves designating tasks and responsibilities o employees with
the specific skill sets needed to complete the tasks. The process of organisation
invelves the determination of authority and responsibility in the organisation. A
significant job of every supervisor is to find the nature of the activities required to
attain the group goals. It creates a process where people are given tasks to do well and
this cutcome of each individual contributes to the success of achieving the goal of the
organisation. ‘

Different processes of organising are:

¢ (oordinating authority and accountability
® Fixing of objectives

e Distribution ol jobs

& Making activity groups

e Giving of duties

® Assigning of responsibility

Staffing

Staffing take care the requirements of the organisation at various paris in the
enterprise. The important purpose of staffing 1s to hire the correct staff for the correct
jobs at the correct time to achieve the goals of the organisation. Staffing 15 the process
of managemem which controls the manpower. It involves not only recruitment, bul
also fraining and development, performance appraisals. promotions and transfers. If
function of staifing is not being performed in an organisation, the business would be a
failure because the business would not be properly managed to meet its goals. Herce,
it 1s a process of management which is concermed with hiring the right people for the
right kind of jobs. With the coming of new technologies staffing has acquired a lot of
importance. It is a cootinuous and ongoing process. Therefore, staffing includes the
task of detennining the requirements with regard to number and types of people for

I
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the job to be done, and also lax ing down qualilications for vanious jobs and recruiting,
selecting and training people 1o pertorm those jobs efficiently.

Staffing involves the following activilies:
e Promoting and shifting

® Manpower planning

e Staffing

o To select

e To place

® To develop and train

® Paying the siaff

® Judging the performance

Directing

It is the imponant function of 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 thal is
important 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 10 the subordinates. It 1s a way for them 10 understand the task well.

® To supervise and look inte the work dene by the people working under them. This
would in tumn increase the output of the company and alsc teach the people the
methods and ways for the tasks to be done.

® To encourage and boost the people to work in the besl 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 attairiing the goals 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 imporiant
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 comective actions. This level of
performance would benefit the successful working of the organisation.

For an efficient working of the system, it is very imporlant to heve 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 fo Kooniz & O Donnell, “Controlling is the measurement and
correction of the performance aclivities of subordinates in order to make sure that the
enterprise objectives and plans desired to obtain them as being accomplished.™



For running an orgamsation. the tunctions of planning and control go hand in hand. _ ‘ 13

Planning shows the direction and sets goals and controlling helps in making sure that A Introduction o Conceptual
= . = = ) = Framework of Management

they move according to the set plan. A success{ul manager cannot avoid the past but

he makes sure to aveid the problems in future he needs to use his experience of the

past and takes actions accordingly for a success{ul accomplishment of the goals.

Control function has the l‘o]!owihg steps:

® Having the performance standard and benchmark in place
® Monitoning the performance

e Identifving problems

® Taking corrective measures

® Setting up of standard of working

® Peiformance 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 terms ‘management’ and
‘adminisiration’. 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 retums
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. Adminisiration 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 finn who utilise their skills for
the firm in retum for compensation. Management is accountable for implementing the
sirategies of the administration. Motivation is the key aspect of a management.
Management must encourage and cope with the employees. t can be said that
management 1s directly under the authority of administration.
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Further the companson between management and administration are shown in Table

1.1

Table 1.1: Distinction between Managewent and Administration

Basis

Alanagement

Administration

Nature of work

It purs into action the policics and
plans taid down by the administiation.

It is concerned aboul  the
determination of ohjectives and major
policivs of an organisation.

Twpe of tunction

h ts an executive funclion.

Ttis a determinative function.

Scope

b 1akes  decisions  within  the
framework set by the adminisiration.

cntemise as @ whole.

It takes  major decisions of an

Level of amhonty

Itis a rmddle-level activity.

[t is a wp-level activiiy,

Naturc of siatus

It i5 a group of managerial personnc]
who use thoir specialised knowledee
to  fulfil the objectives ol an
enicrpnse.

It consists of owners who invest
capital in and reccive prolits trom an
cnlemrise.

Decision making

Its decisions are milucnced by the

values, opinions and beliefs ot the ™

managers.

[ts decisions are intluenced by public
opinion, govemment policies, social
and religious factors.

‘ Main funcuions

Motivating and controlling tunctions
are involved in it

Plannimg and organising functions arg
involved in it

‘ Abilities

It requires technical activities.

It necds admimstrative rather lhun'
technical abilities.

| Skills necded

Conceptual and Human skills.

Techmcal and huan skills. —l

Example: The following demonstrate the difference between management and

administration:

1. 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 (o monitor the compliance of the policy through
observation or through the review of records. B

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 1mplement 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 perforrn the thinking and doing functions
simultaneously. They have to wear both the hats gracefully in order 10 be effective and
success ful.

1.8 MANAGEMENT: SCIENCE OR ART OR PROFESSION

Now let’s examine whether management is a science or an or a profession.

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

1. Systematised body of knowledge: Management is a distinct discipline. It has a
nurnber of principles which can be studied and put to application. Management
offers principles that could be put to good use while sclving problems.

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



Human behaviour is unprediciable and. 1heretore. defies experimentation. As a
result. the principles of management cannot be accepted as absolute truths. They
are still in a developing stage and evolutionary i nature. Management, at besi,
can be called as a soft science.

3. Management is an inexact science: Managemen! is not an exact science Jtke
Physics, Chemistry or Biology. It does not offer absolute principies. 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. Manager vs Scientist: A scientist can afford to wait until all the information
(about a thing) is available. He can indulge in a series of experimenis (ill the truth
emerges clearly. However, a manager cannot afford to do that. He must take
decisions based on inadequate information, insufficient knowledge and resources.
He must make decisions 1oday in order to survive in future.

5. Scientific managemenr: When Taylor used the term ~scientific management’, he
was aware of the fact that expernimentation and verification of facts is not possible
in managing human resources. He used the term -scienuific’ 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 place to several systematic
methods based on principles. No wonder, manageinent 1s 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 doglor, with the knowledge of science, he becomes an
artful surgeon. An is basically concemed with the application of knowledge, how
to do things creatively and skilfully. It can be improved through constant practice
only.

Example: 1f a manager has a problem with an employee’s poor work performance, the
manager will look to specific means of performance improvement, expeciing that
certain principles will work in most situations. He or she may rely on concepts leamed
in business school or through a company training program when determining a course
of action, perhaps paying less aitention to political and social factors inveolved in the
situation.

1.8.2 Management as an Art

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

1. Use of knowledge: Just as a doclor uses the science of medicine while diagnosing
and treating the patients, a manager uses the knowledge of management theory
while performing his managenal functions. He, thus, uses sound knowledge in
place of hit-or-miss methods, witha view to achieve results effectively.

2. Creative art: Management is creative like any other art. H combines human and
non-human resources in a useflul way so as to achieve resulis. It tries to produce
sweet music by combining the chords in an effective manner. It makes things
happen by changing the bebaviour o] human beings.
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5. Personalised: ke any other an, management s a personaliscd activity. Every
manager has his own wayv of managing things and people, bascd on hus knowledge
and experience. There is no one way of doing things. As years roll by. managers
leamn the art of managing through a process of trial and error.

4. Constant practice: Managers leam from mistakes. The application ol managenal
principles over a period of time enables themn to tackle difticult problems with
confidence. In other words, they develop their skifls through constant practice.
Just as artistic skills can be developed through training, so can mapagenal skiils.

Example: A manager who has a problem with an employee's poor worll perlormance
is likely to rely on his or her own experiences and judgment when addressing this
issue. Rather than having a standard response 10 such a problem, this manager is likely
to consider a broad range of social and political factors, and 1s likely 1o 1ake different
actions depending on the contexi of the problem. .

1.8.3 Management: Science as well as Art

Management is thus, an art as well as a science. The ant of managcment 1s as old as
civilisation. The science of management is young and devcloping. Both are
complementary and mutually supportive. Managers need to acquire the knowledpe of
management principles and practice in order 1o be successful. They nced to sharpen
this knowledge through constant practice. The theoretical knowledpoe i management
must be put to good use in a skilful way, while achieving results. As Drucker has
pointed out, every organisation has the same resources 1o work with. It is the quahty
of management that spells the difference between success and failure. Managers need
to acquire knowledge systematically 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 fo meel the problems head-on
does not come by chance. It requires sound knowledge and constant praciice.
Managers, therefore, have to fruitfully 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 oflen leng intensive academic
preparation. The essential features of profession are as follows:

1. Well-defined body of knowledge: Management has a well-defined body of
knowledge thal is generajly valid in a variety of organisations and situations.
Management literature has been continually growing. Many tools and techniques
have been perfected over the years. Research and consuliancy firms aid
managenal thinking as practised nowadays. They produce a lot of data, aimed at
improving managerial decision-making.

2. Formal education and 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 depireciated now.
Business houses also prefer only properly educated and trained managers while
filling their vacancies.

3. Representative body: As things stand now, there is no organisation or body of
professionals whose membership is essential to become a manager. There 1s no
organisation whose authority 1s recognised as final.

Example: In the case of lawyers, #§ is necessary to become a member of the Bar
Council of India. in the case of doctors, it is the Medical Council ol India.



However, such entry requirements do not exist in the field ot management.
Further, no minimum qualification has so far been laid down for managers. There
is also no licensing of managers. There are several management associations,
however, offering training and research support to managerial work. But no such
association enjoys the legal sanction to regulate the activilics of managers
throughout India.

4. Code of conduct: There is no universal code of conduct. Although, certain trade
associations and management associations (All India Management Association,
for example} have formulated ethical codes for managers working in particular
industries, these have not been accepted totally.

5. Service motio: In the absence of a regulating body and code of conduct, managers
often indulge in praciices aimed at maximising their personal weaith. The service
motto stands thoroughly neglected. In recent years, however, this view of
management is progressively chanecing. To survive in a competitive world,
management has 1o reconcile the conflicting interests of the shareholders and
workers, on the one hand and meet the social ebligations 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 concem for the sutftering of others
and a desire to help the community. Therefore, a profession enjoys high community
sanction or respect. Similar is the case with managers. A manager of a factory is
responsibie 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
perform certain basic functions in order to achieve results. These functions may be
broadly classified into five catepories: planning, orpanising, 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
govemument, 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
determining enterprise objectives and selecting future courses of actiens 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 fundamental function of
management and all other functions of management are influenced by the planning
process.

Example: Plapning in Practice

The launch of Persil Tablets, ome of the great success steries in product innovation,
Persii Tablets, took Lever Brothers to leadership aof the detergemt market. Public
Relations (PR) was crucial in explaining the concept 1o consumers. 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, single,
professionals, particularly males, 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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the PR campaign — and the media choice - was talored to the specific audience
segments. That included activity 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.

1.9.2 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, allocation of authority and responsibility and the
coordination of tasks. The function mcreases 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
ditficult.

Example: A construclion business has to do a great deal of organising to ensure a
project goes well. The construction manager must organise eacly of the subcontractors
and receipt of building materials. Scheduling a carpenter before the framing materials
arrive 18 counter-productive and shows a lack of orgamisation. 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 Staffing

Stalfing is the function of employing suitable persons [or the enterprise. It may be
defined as an activily where people are recruited, selected, trained, developed,
molivated and compensaled for manning various positions. It includes not only the
movement of individuals inlo an organisation, but also their movement through
(promotion, job rotation, transfer} and out (termination, retirement} of the
organisation. Staffing involves selection of the right man for the (termination,
retirernent) of the organisation. Stafling involves selection of the rigim man for the
right job.

FExample: In a small business unit, like a grocery shop, the owner may not need others
to help him in running the shop, as he may himself be able to ook after all the
activities. But as ihe business grows in size hc may find it difficult to manage all the
activities alone and may have 10 find out suitable 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 inay be a job
secker. In both the situations, you may find it useful if you know how employees are
recruiled, 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
icaders.

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

Business organisalions and their products too are identified with their leaders.
Example: Ford's motors, Tala's steel, Birla's cars, etc.

The function of guiding and supervising the activities of the subordinates is known as
directing. According to Dale, direction is (clling pcople what 10 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 [our important elements i.¢.,



leadership. motivation. communication and supervision. You will study these
elements in later lessons.

1.9.5 Coordinating

Coordination refers to harmonious adjustment of the activities of the marketing
organisation. Modern management provides emnphasis on division of work. Managers
must coordinate the respective activities of varicus departmentis or division and
therefore, inlerdivisional communication should be established. 1t invoives
coordination amoeng various activities like forecasting, product planning, product
development. transponation, warehousing, eic.

Example: In computer programs, the "incentives" ol a program module are usually
easy to describe and completely controlled by a pregrammer. In human systems, on
the other hand, the motivations. incentives and emotions of people are often extrernely
complex, and understanding them is usually an unpertant part of coordination.

1.9.6 Controlling

The objective of controlhng is to ensure thal actions contribute 1o goal
accemplishment. It helps in keeping the crganisational activities on the right path and
aligned with plans and goals. In controlling, performances are observed, measured and
compared with what had been planned. If the measured performance is found wanting,
the manager must find reasons and take corrective actions. If the performance is not
found wanting, some planning decisions must be made, altering the original plans. If
the controjling function is to be effective, it must be preceded by proper planning.
Thus, conirelling includes four things: setting standards of performance, measuring
actual performance, comparing actual performance against the standard and takmg
corrective actions to ensure goal accomplishment.

Fxample: What a pilot does while sitting in the plane and a commander in the
battlefield, the manager does in his office. He has to check that the things are moving
in the nght direction.

1.10 LEVELS OF MANAGEMENT

All managers’ positions imvolve performance of management functions (planning,
organising, directing, staffing and controlling). 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 1managerial positions. In a large organisation,
three levels of management are usvally identified:

1. Top-level management
2. Middle-level management

3. Lower-level management
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The functions pertormed by top managers. middle managers and lower-level managers
are shown in Figure 1.3,

Tap Managers
® Sei objeclives

e Scan environmen|
® Plan and make decisions

Middle Managers \

e Repott to top management \
¢ Oversee {irst-line managers

® Develop and implement activities

® Allocate resources

First-line Managers
Report to middle managers
Supervise employees
Coordinate activities
Are involved in day-to-day vperations

Souree: hiip:/fwww web-books.com/eLibrary/NC/BO/B66/049MB66. it

Figure 1.3: Levels of Management

1.10.1 Top-level Management

It consists of board of directors, chief executive or managing director. The top
management is the ultimate source of authority and it manages goals and policies for
an enterprise. It devoles more time on planning and coordinating functions. The role
of the top management can be summarised as follows:

1. Top management lays down the objectives and broad policics of the enterprise.

2. Itissues necessary instructions for preparation of departiment budgets, procedures,
schedules, etc.

It prepares strategic plaps and policies for the enterprisc,

B

It appoints the executive for middle level i.e., departmental managers.
It contrels and coordinates the activities of ali he departiments.
It is also responsible for mainlaining a conlact with the oulside world.

It provides guidance and direction.

S

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

1.10.2 Middle-level Mapagement

The branch managers and departmental managers constitute middle level. They are
responsible to the top management for the functicning of thewr department. They
devote more time to organisational and directional functions. 1o 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 tollows:

1. They execuie the plans of the orgamisaiion 1n accordance with the policies and
directives of the 10p management.

They make plans for the sub-units of the organisation.
They parniicipate in employment and training of lower-level management.

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

o W b

They are responsible for coordmating the activiies within the division or
departiment.

6. Italso sends important reports and other imporiant data 1o top-level management.

7. They evaluate perfonnance of junior managers.

8. They are also responsible for inspiring lower-level managers lowards betier
performance.

1.10.3 Lower-level/First-line Management

Lower level is also known as supervisory/operative level of management. It consists
ol supervisors, foreman, section olficers, superintendent, etc. According to R.C.
Davis, “Supervisory management refers to those executives whose work has to be
largely with personal 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 preduction,
4

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

h

They communicate workers problems, suggestions, and recoininendatory appeals,
elc., to the higher level and higher level zoals and objectives to the workers.

They help to solve the grievances of the workers.
They supervise and guide the sub-ordinates.

They are responsible for providing training to the workers.

W oo N oy

They arrange necessary materials, machines, tools, etc., for getting the things
done.

10. They prepare periodical reports about the performance of the workers.
11. They ensure discipline in the enterprise.
12. They motivate workers,

13. 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-Man. Let us have a look at the information
needs of the different levels of management.

The Sporting Goods department supervisor requires detailed information on the
currcnt situation. How many of each brand and size of tennis racquet do we have on
the shelves, how many do we have out the back and how many have we on order?
This person operates at the lower immanagement and operational personnel level.
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Chairman. A Chaimman s the highest rank holder in a company. A Chairman
acts as a representative of the company to the outside world.

< Vice-President: The responsibilities of a Vice-President vary as per the stze of’

the organization and the specific area of experlise of the profcssional.
Generally, they account for creanizing the meeting of the board members and
develop reports on the accomplishments of the business organization.

% Board of 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. Thev also review the various on-going activilies ol the
company at regular intervals of tumne.

< Chief Execuiive Officer: A Chief Executive Officer (CEO) undertakes the
mos! important activities of thc organization. In some mid-range companies,
the Chief Executive Ofticer is the highest position. The CEO reports to the
board of directors regarding the various functions of the organization.

o Middle Management:

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

< Regional Manager: Thc rcgional manager is responsible for managing the
business of a particular fegion. The manager develops detailed sales plans and
strategies, develops promeotional strategies for the products and reports to the
general mapager.

® First-line Management:

»
L

Supervisor: A supervisor 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 employces of the corporation. They also undertake the payroll
duties of the company.

o

& Team Leader: A tcam 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 managerment 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. Manageiment skills consist of identifiable sets of actions that
individuals perform and that lead to certain outcomes. Skills can be observed by
others, unlike attributes that are purely mental or are embedded in personality.
Whereas people with different styles and personalities may apply the skills differently,
there are, nevertheless, a core set of observable attmbutes in effective skill
performance that are common across a range of individual differences.

Second, management skills are conirollable. The performance of these behaviours is
under the control of the individual. Unlike organizational practices such as
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“seleetively  hiring,” or cogmitive activiies ke “transcending fear,” can be
consciously demonsirated, practised, improved. or restrained by individuals
themselves. Skills may certainly enpage other peuple and require cognitive work, but
they are behaviours that people can control themselves.

Third, managewmnent skills arc developable. Performance can improve. Unlike 1Q or
certain  personality or tcmperament attribules that remaip relatively  constant
throughout life, individuals can improve their competency in skill performance
through practice and feedback. Individuals can progress from less competence to more
competence 11 management skills.

Fourth, management skills are interrelated and overlapping. It 1s difficult to
demonstrate just one skill in isolation from others. Skills are not simplistic, repetitive
behaviours, but they are inlegrated sets of complex responses. Effective managers, in
particular. must rely on combinations of skills 10 achieve desired results. For example,
in order 1o effectively motivate others, skills such as supporfive 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 paradexical. For example, the
core management skills are neither all soft nor humanistic in orientation nor ail hard
driving and directive. They are onented neither towards teamwork and interpersonal
relations exciusively nor towards individualism and technical entrepreneurship
exclusively. A variety of skills are typical of the most effeclive managers, and some of
them appear incompatible.

1.12.1 Managerial Responsibilities

An “effective™ manager takes responsibility for ensuring that each individual within
his depariment succeeds and that the team or business unit achieves results. Successful
managers require both talent and skill. Effective management skills can be developed
through training, mentoring and experience. But if a manager 1s 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, adaptability,
relationships, development of others and personal development. These are discussed
below:

e Teach Communication Skills: A manager with good communication skills is able
to instruct as well as he listens. Managers who can communicate effectively can
process information, and then relate it back to their teams clearly. Effective
managers should be able to understand, decipher and relate the organisation’s
vision back to their employees in order to maintain productivity.

o FExpand Leadership skills: Leadership 1s a crucial attribute that many managers
lack despite their job title. It is common practice [or companies o promote
employees with the best resuits, bul sometimes the best salesman doesn’t make
the best manager. True leaders are able to 1instill trust, provide direction, and
delegate responsibility amongst team members.

e FEncourage Adaptability: Adaplability also contributes to a manager’s effective-
ness. When a manager is able to adiust quickly to unexpected circumstances, he is
able 10 lead his team to adjust as well. Adaptability alse means that a manager can
think creatively and find new solulions to old problems.

® Foster Interpersonal skills: Elfective manayers should sirive to build personal
relationships with their teams. Employees are more likely to exceed expectations



when they wrust their manager. When manager cstablhish a relationship with the
cmplovees, it builds trust and emplovees feel valued. Valued employees are more
willing to get the job done right.

The best managers know when their employces 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.

®  Promete personal growth: Finally, an effective manager is aware of their own
personal development. In order to successtulty develop and lead others, managers
musl seek improvement in themselves. A manager who is willing to learn more
and use their natural taients to the best of their ability will 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
successtul management, and then promote entployees based on those traits. The
highest achieving employees do not always imake the best managers, bw
employees that naturally exude the attributes desired by managers are sure 1o 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 welfarc along with protecting their own
intcrest. 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 posilive impact
through its activities on the environment, consumers, employees, communities and
othcr stakelholders.

Carporate 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 comnpany and the company’s relationship with the socicty it operates in. A new
theory in social responsibility 1s 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
also includes the notion that companies cannot thrive for very long in a world where
billions of people are suftering 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 Lhat corporate social responsibility is important. nslead,
pcople 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 or 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 thal companies are meant to
create products or provide services rather than handle welfare activities. They do not
have the expertise and knowledge necessary for handling social probiemns. 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
cnvironment, ensuring product safety, and donating money or time for welfare 1ssues
raise company costs. In 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 producl trom a company that is socially responsible other customers might
not be, This can place a company at an economic disadvaniage.

Arguments for Social Responsibility

The simplest argument for social responsibility is that it is the nght thing to do. Some
of society’s problems have been created by corporations such as pollution and
poverty-level wages. 1t is the ethical responsibility of business to correct these wrongs.
Another point is that busincsses have many of the resources needed for solving
soctety’s problemns and they shouid use them 1o do so. Another reason for companies
10 be socially responsible is that if businesses are not, then the government will create
new regulations and establish fines against corporations. This has especially been the
casc for the pollution issue. 1f business police follows self-disciplined practices it can
avoid government interventien. 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 organisalional cullure wifich is committed to supporting
intemmationally recognized human rights, including the United WNations
Declaration of Human Rights. We seek (o respect the human rights of our
employees in all arcas, including non-discrimination of any kind, the
prohibition of enforced labour and child tabour and the freedom of association.
Spectrum makes every cffort to be fully aware of human rights issuecs and
through our actions seek to uphold human rights and fosler equality and respect
for all.

Employees Rights

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

Environment

The Group’s activilies involving the collection of seismic dala imean that there
is a level of interaction with the external environment. Spectruim is continually
working on its operational procedures in order to mimimize the environmental
and social impact on the people, communities and the surroundings in which we
operale.

Contd .



Social Conditions

Spectrum is committed 10 respeciing the communilies in which wc operate by
becoming familiar with and showing consideration to local cultures. customs
and values. We seek to support local society by recruiting from ihe resident
work force wherever possible, and aim to act as a positive influence within
these communities. Spectrum endeavours (0 ensure 1hat securily scrvices are
only used where deemcd necessary and that the provision of sccurity is in
accordance with international standards of best practice and the laws of the
countries in which we operate. We act with fairness in our business practices
and do not use our dealings with political organisations or our business pariners
10 secure an unfair advaniage over others.

Anti-corruption

Spectrum has developed 2 Code of Conduct and an Anti-corruption Policy. The
Spectrum Code of Conduct describes the requirements in terms of business
ethics and conduct applving to Spectrum’s business activities. Spectrum is
commitied 10 comply with afl legal and ethical requirements of the industry.

Spectrum will activelv combat bribery and corruption and we shall act
professionzlly, fairly and with integniy 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 employees and board
members in all subsidiaries.

1.13.3 Social Responsiveness

Social responsiveness means the ability of a corporation 1o relate i1s operations and
policies to the social environiment in ways that are mutually beneficial to the company
and to the society. Corporate social responsiveness refers to how business
organizations and their agenis actively interact with and manage their environments.
In contrast, comporate soctal responsibility accentuates the moral 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 tcrm 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 rclationship with society of which
responsiveness is a key aspect.

More broadly, there is the issuc 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 15 the organizanon's
obligation to do everything legal and legitimate to advance sharcholder value, not
waste it on well-meaning but irrelevant CSR projects. On the other hand, the
stakeholder model of the firm would insist that shareholders are only one set of
stakeholders and that there are plenty of other sigmficant stakeholders, including
customers; non-governmental organisations (NGOs), and communities more
generally; as well as activist groups claiming to articulate the interests of the
environment and climate change and other silent siakehelders. 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 tmpact on the Dbusiness by
altacking its legilimacy or reputation. It may well be that in standard business praclice
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that the pnmary responsibility of companies 1s to create wealth for their shareholders.
The emergence of CSR and aclivists associated with it however adds another
dimension, in order for companies to do well financially; they must also be pood,
cthically, by acting virtuously.

1.13.4 Planning for Social lssues

Planning and procedures play a crucial role in embedding sustainability into the day to
day operations of your business. Achieving the goals and sirategies set by senior
management will rely, in parl. on setting up the right work systems and clear
procedures. Providing information, training or mentoring will ensure that all
cmployees understand whal is expected ol them. Another crucial factor is making sure
that the procedures are applied consistently. This requires commitment from
employees to apply the procedures and trom management to allocate the time and
equipment needed. .

Gaining the input of staff is essential. They are likely 10 have good ideas aboul 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,

1.13.5 Managerial and Business Ethics

Managerial ethics is a set of principles and rules dictated by upper management that
detine what is right and wrong in an organization. 1t 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. In a business environment, ethics are a key factor in responsible decision
making. Maintaining a high ethical standpoint when operating your business can
provide benefits to both the intemal and external stakeholders 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 thical viewpoints are considered vniversal
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 siltuations 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

e Improved cuslomer loyalty

® Reduced risk of negative exposure and public backlash caused by poor ethics
e Attraction of new stakeholders

® Making a positive impact on the community

Business ethics are imporiant for managing a suslainable 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
bottomn line in the long term.

Poor ethical standards can result in business managers making misinformed,
misguided or bad decisions. The future effects of their actions could be significant and
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have failed. For example, Laurence 'J. Peter cites numerous cases that show
promotions i1n an organization often accomplish little beyond pointing out lhe
incompetency of those persons who have been promoted.

Although proven performance in one management position is no puarantee of success
in another, varous 1ssues should still be explored. First, managerial success depends
on how well managers do their jobs - that is, how well they pertorm the management
functions 11 mecting their responsibilities. Remember that manager is not a narrow
technical specialist. but a person who must plan, organize, actuate and control. Again,
this does not! overiook 1he need for technical information in the decision-making
process. Technological, social, political and economic factors must be considered in
most decisions. At the same time, managers must recognize the importance of
balancing the needs and goals varous organizational members. This, in turn, 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 enviromment. All organizations have unique differences. Thus, for
managers 10 be successful in moving from one organization 10 another, they must be
capable of adapting to change. In addition, mnitiative, motivation to achieve, and the
courage to accept and overcome setbacks are imporiant personal characteristics. When
moving from large to smaller organizations, these latter characteristics appear (0 be
especially critical. Perhaps this is due to the facl that smaller organizations do not have
the technical specialists and slaff support groups found in their large counterparis. In
any event, career movemcnis from small organizations to larger ones seem to present
fewer problems.

1.1SMANAGEMENT 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 personal 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 thal employees set measurable personal goals based upon the
organizational goals. For example, a goal for a civil engineer may be to compleie ihe
infrastructure of a housing division within the next iwelve months. The personal goal
aligns with the organizational goal of completing the subdivision.

MBO 1s a supervised and managed activity so that all of the individual goals can be
coordinated to work towards the overall organizational goal. You can think of an
individual, personal goal as one piece of a puzzle that must fit together with all of the
other pieces to form the complele 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 distincl advantages. It provides a means to 1dentify and plan for
achievement of goals. If you don't know what your goals are, you will not be able to
achieve thein. Planming permits proactive behaviour and a disciphined approach to
goal achievement. It also allows you to prepare for contingencies and roadblocks that



may hinder the pian. Goals are measurabie so that they can be assessed and adjusted
casily. Organizations can also sain more efficrency, save resources. and increase
orgamzational moraie if goals are properly set, managed and achicved.

MBO Offers No Disadvaniages

Application of MBO takes concerted efforl. You cannot rely upon a thoughtless,
mechanical approach. and you should note that some tasks are so simple that setting
goals makes little scnse and becomes more of silly, annual ritual. For example, if your
Job is snapping 1wo pieces of a product together on an assembly line, setting
individual goals for your work isn't really necessary.

Rodney Brim. a CEO and critic of the MBO techmique, has identified four other
weaknesses. There is ofien a focus on mere goal setting rather than developing a plan
that can be 1mplemented. The organization often [ails to take into account
environmenial factors that hinder goal achievement, such as lack of resources -or
management support, Organizations may also fail to monitor 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.

1.15.1 Management by Exception (MBE)

Management by exceplion is the practice of examining the tinancial and operalional
resuits of a business, and enly bringing issues lo the attention of management if results
represent substantial differences from the budgeted or expected amount. For example,
lhe company controller may be required to notify management of those expenses that
are the greater of ¥ 10,000 or 20% higher than expected.

The purpose of the management by exception concept is 10 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 vanances are brought to the attention of
lower-level managers, while a massive variance is reported straight to senior
management.

Advantages of Management by Exception

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

e It reduces the amount of financial and operational results that management must
review, which a more efficient use of their ime 1s.

® The reporl writer linked to the accounting system can be set to automatically print
reporis at stated intervals that contain the predetermined exception levels, which is
a minimally-invasive reporling 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 conditions exist.

® The company's auditors will make inquines about large exceptions as par of their
annual audit activities, so management should investigate these issues in advance
of the audit.

Disadvantages of Management by Exception
There are several issnes with the management by exception concept, which are:

e This concept is based on the existence of a budget against which actual resulis are

compared. 1f the budget was not well formulated, there may be a large number of
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variances, many of which arc irrelevant, and which will waste the time ot anyone
investigating them.

® The concept requires the usc of financial analysts who prepare variance
summaries and present this information 1o management. Thus, an extra layer of
corporate overhead is required to make the concept function properly. Also. an
incompetent analyst might not recognize a potentially serious issue, and will not
bring it to the attention o management.

e This concept is based on the command-and-control system, where conditions are
monitored and decisions made by a central group of semor managers. You could
instead have a decentralized organizational structure, where local managers could
monitor conditions on a daily basis, and so would not need an exception reporting
syslem.

The concept assumes that only managers.can comrect 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 Progress

Fill in the blanks:
1. Management is _ like any other art.

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

3 takes care of the requirements of the orgamsation at various
parts in the enierprise.

4. Management ininimises 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 organisalional resources — physical,
financial, material and human - to best use. Managerial effort is always
goal-oriented.

e Withowt management, an organisation is merely a collection of men, machines,
money and material. '

® There has been a controversy over the meaning of the terms ‘management’ and
‘admimistration”.

e Administration makes the important decisions of an enlerprise in its entirety,
whereas management makes the decisions within the confines of the framework,
which is set up by the administration.

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

e Managers fruittully combine their scientitic knowledge with artistic skills in order
to emerge as the “winners™ in a competitive enviromnent. Thus management is
considered as both science and an art.



® Managers just don™1 go oul and haphazardly perform their responsibilities. Good
managers discover how 1o imasler the basic functions: planning. organising,
stafting, directing, coordinating and controlling.

® The term levels of management™ refers 1o a line of demarcation between various
managerial posinons. There arc three levels of management e, 1op level, middle
level and lower Jevel of management.

1.17 LESSON END ACTIVITY

If managerial work is characterized bv variety and fragmentation, how do managers
perform basic management tunctions, such as planning which would seem to require
reflection and analysis?

1.18 KEYWORDS

Administration: 1t refers to the detcrmination of major aims and policies.

Adminismrator: An administrator is one who makes pelicies for the company. His job
ts more of thinking.

Communication: Communication 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 fimeframe.

Leadership: Leadership is the process ol influencing the actions of a person or 4
group to attain desired objectives.

Management: 1 15 concerned with the camrying out the operations designed to
accomplish the aims.

Motivation: 1t is the process of stimulating people 1o 1ake desired courses of action,

Planning: It is the process of setting uoals, developing stratepies, and outlining tasks
and schedules to accomplish the goals.

1.19 QUESTIONS FOR DISCUSSION

1. Define management and outline 11s essential characteristics.
2. Distinguish between management and administration.

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

Whalt is the difference between a manager and a scientist?

Compare and contrast the use of knowledge by a doctor and a manager.
Do you think that planning provides direction to enterprise activities?
What do you understand by organising?

“Management 1s getting things done through people™. Discuss.

v @ N oo

Describe how managerial jobs differ according to hierarchical level.

10. Why management is regarded as profession? Give your opinion.
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2.0 AIMS AND OBJECTIVES

Afler studying this lesson, you should be able to:

e Discuss classical management theories

¢ Explain neo-classical theories

e Describe the various appreoaches to managemenl

® [iscuss contribution of selected management thinkers
e Describe conlemporary management practices

e 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, characterislics and importance of management.
Further you have also studied about the concept of management versus adminisiraiion,
management as science or art or profession, managerial functions and differeni levels
of management.

Now, the purpose of studying various schools of management thought will enable you
to recogmse and appreciate how developments in the field of management could
contribule to current practices. An examination of these past and present approaches
can help to discover the strengths and weaknesses of current managerial practices and
finally 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. Fach sees
management from 1ts own viewpoint; none 1s 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 thinkers. Further you will
also study about conlemporary management praclices and problems and conflicts in
managemen! theories.

2.2 CLASSICAL THEORY

The term ‘classical” means something traditionally accepted or long-established. It
does not mean that classical views are static and time bound that must be dispensed
with. Some of the elements of classical theory are still with us, in one form or another:

® Bureaucratic Stracture: Traditional theory prescribed that organisation be built
around the work to be done. For maximum efficiency, this theory specified that
the work must be Jogically divided into simple, routine and repetitive tasks. 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
must 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 1s 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 s regulated by directives, rules and regulations which specify the exact
manner in which the duties are to be performed. The whole structure takes the
shape of a pyramid. As thc organisation grows and develops, operations grow in
size; communication becomes comples; more policics, procedurcs and further
formalisation i1s demanded; there would be constant pressures for greater
departmentation; more staft’ may be needed to coordinate activities — it would
inevitably acquire a burcaucratic, pyramidal structure, as shown below:

Elements
» The Hierarchy

Top Management + Specialisation and

Divission of Labour
+ The Scalar Principle
» Unity of Command
» Departmentalisation

Middle Management « Span of Control
\ + Parity of Authority
and Responsibility
\ » Centralisation vs
Supervisory / \ Decentralisalion
Management « Line and Staff

Relalionship

Figure 2.1: Pyramid Structure and Elements of Classical Theory

o Inter-related Functions: Managemenl consisls of several inter-related and inter-

dependent functions (planning, organising, staffing, directing and controlling)

which are exercised in 2 sequential form. This is repeated over and over again {0
bring order out of chaos.

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

® 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. It 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 sireams: 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 characierised by rules,
procedures, impersonal relations, and elaborate and tairly nged 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

Webcr has provided a number of features of bureaucratic structure. These are given
below:

e  Hicrarchy: Hierarchy 1s a way of ranking various posilions in descending order
from top to boltom of an organisation. In a bureaucratic structure, each lower
office is under the supervision and control ot higher one. Ultimately, no office is
ictt uncontrolled in the organisation.

o  Division of Work: The (otal work is divided mto specialised jobs. Each person’s
1ob is broken down into simple, routine and well-defined tasks. Each employee
knows his boundaries. By dong the samc type of work a number of times, he
becomes an expert in course of 1ime.

® Rules, Regilations and Procedures: The behaviour of employees is regulated
through a set of rules. The 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 1o 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 mvolvement, emotions and sentiments. I{ 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.

e  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 tratning for their posts, and enjoy corporate tenure. They
are paid salary, which increases according to ape and experience, and receive a
pension when they retire. Promotion is based on seniority and achievement,
decided by judgemnent 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 modern 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
making managerial decisions.

2.2.2 Scientific Management — Taylor: The Father of Scientific
Management

Scientific management arose, in part, from the nced to increase productivity. In the
United States, especially, skilled labour was in short-supply at the beginning of
twentieth century. To expand productivity, it i1s necessary to increase the efficiency of
workers. Could some portions of the work be eliminated or some parts of the
operations 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 pnnciples that constitute the essence of Scientific
Management (1890—1930). Taylor did most of his work at the Midvale and Bethiehem
Steel Companies in Pennsylvama. His early years at Midvale were particularly
disgusting, He was constantly appalled at the inefficiency of workers. Employees used
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Key Concepts

Scientific Task Planning: Scientific task is the amount of work which an average
worker can perform dunng a day under normal working conditions (called as a
fair day’s work). Management should decide in advance as 1o what work is to be
done, how, when, where and by whom. The ulimate goal is to see that work is
done in a logical sequence promoting maximum efficiency.

Time and Motion Srudies: Time and motion studies have been advocated by
Taylor with a view 1o isolate the wasteful and unproductive motions on the job.
The time study would indicate the minimum time required to do a given job. The
ume taken by workers o do a job is being recorded tirst and this information is
being used to develop a time standard. Time standard 1s 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 wasteful 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 addition, fatigue
sludies are also carried out to find out the extent of boredom and monotony caused
by a job. Taylor and his colicagues {Gilbreths, Gantty advocated tatigue studies so
as to hind out the best synchronisation between time, work and rest pauses needed
to do a picce of work. Managers, in the end, are charged with the task of planning
the work through the above studies and workers are expccted to implement the
same.

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
wastefu) use of resources, improving quality of work, etc.

Differential Piece Rate System: In order to motivate workers, wage incentives
were developed in most scientific management programmes. Taylor advocated
differcntial 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 T 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 unhealthy competitive scheme to
make more and eam more. In the long-run, this will have a telling effect on the
health of the worker. More damagingly, this scheme would divide the working
class permanently. 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.

Functional Foremanship: In order to achieve betier production control, Taylor
advocated functional foremanship where the factory is divided inio several
components, each in-charge of a specialist, namely, route clerk, instruction card
clerk, cost and time clerk, gang boss, speed boss, inspector, repair boss and shop
disciplinarian. These [unctional specialists perform the planning funciion and
provide expert advice lo workers. They plan the work for employees and help
employees in improving results. The workers are expected to implement the
commands of functional speciahists. The idea of a divorce between planning and
doing function, unfortunately, suggests that workers are incapable of thinking
independently. Drucker dubbed this principle as an undemocratic one because 1t
overshadows the independence and nitiative of workers complcetely.



2.2.3 Henry Favol’s Administrative Theory

About the time when F.W. Taylor was developing the principles of scientific
management in the United States, Henry Fayol was revolutionising managerial
thinking in France. Trained as a mining engineer, Fayol made his mark as an
industrialist with the French coal and iron combine of Commentary-Fourchambault,
where he spent his entire working career. He joined Lhe firm as a junior executive in
1860 and rose quickly through the ranks, retining as a director of the company in 1918,
When the company had becn near bankruptcy in 1888, he had taken it over and
transformed it into a !inanciaily strong organisation. Based on Jiis own experiences as
CEO, Fayol developed the administrative theory, which explained the process of
managing an organisation from the top managerial perspective.

e Fayol’s Six Activities: In setting cut to develop a science of management, Fayol
began by classifying business operalions mto six ,major activities; technical
(produclion), commercial {buying and selling), financial (use of capital), security
(protection of property), accounting (keeping financial records) and managerial.
Since the first five activilies were commonly understood by many practitioners at
that time, Fayo!l devoted s attention 1o the last activity.

® Management Functions: Al the managerial level, Fayol argued that managers
should perform five functions: planning, organising, commanding, controlling and
coordinating. This conception of managing has had, and continues today to have,
a decisive impact on managenal thought, education and practice. Many business
organisations even today, ind the functional view of managing useful for
purposes of in-house managenial training and development.

® Principles of Management: Al the operational level, Fayol asserted that managers
should apply fourteen principles. According to him, these principles can be
applied in all types, functions, levels and sizes of organisations. This had eamed
him the title of Universalist. These are given below as notes.

Fayol’s 14 Principles of Manapement -

1. Division of work: Divide work into specialised tasks and assign responsibilities to
specific individuals. Specialisation increases outpul by making employees more
efficient.

2. Authority and responsibility: Authority 1s the right to give orders and the power
to obtain obedience. Managers must be able to give orders and authority gives
them this right.

3. Discipline: Employees must obéy and respect the rules that govern the enterprise.

4. Unity of command: An employee should receive commands 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 personnel department in a
bank should not have two directions, each with a different recruitment policy. The
unity of direction principle, when applied properly, ensures unity of action and
faciliies coordination.

6. Subordination of individual interest to the common good: In any organisation,
the interests of employees should not take precedence over the interests of the
organisation as a whole.
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13.

14.

Remuneration of personnel: Compensation for work done should be fair 10 both
employees and employers. Fayo!l did not lavour profit-sharing plan for workers
but advocated it for managers.

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

Centralisation: Decreasing the role of subordinates in decision making is
centralisation, increasing their role is decentralisation. Whether decision making is
centralised {0 management) or decentralised (10 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.

. Scalar chain: The graded chain of authonty from top to bottom through which all

communications flow is termed as ‘scalar chain’. However, if following the chain
creates communication delays, ¢ross-communication {gangplank principie) can be
permitted, if agreed to by all parties and supericrs are kept informed.

. 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 devetion from
subordinates.

. Stability of tenure; Management should provide systematic human resource

planing and ensure that replacements are available to fill vacancies.

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.

Esprit de corps: Promoting team spirit will build hannony and unity within the
organisation,

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

Managerial Skiils: Fayol emphasised the need for managers to acquire certain
unique skills in order to do their work properly. He lisled the following qualities
ol a manager:

< Physical (health and vigour),

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

< Moral (energy, initiative, firmness, toyalty, tact and dignity).
< Educational (acquaintance with inatters 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 carried out)

According to Fayol, there is nothing rmystical 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 compiementary, namely:

1. Both belteved that proper management of personnel and oiher resources was a key
to organisalional success.

2. Bothapplied scientific methods 10 the problems of management.

3 Both had the expenience of ndustry and developed their ideas through practical
training and experience.

The major difference iz their approaches is centred on their orientation. Taylor was a
scientist, who came through the ranks and concentrated on the operative level, Fayol
was a prachitioner. He spent most of his time 1n executive positions and had more of a
lop management perspective. Tavlor paid more attention to the technical side ot work
(job design, standardisation of procedures, proper placement of people, proper
training, €ic.) to improve efficiency of work. Fayol placed more emphasis on the
admimstrative side of work. He laid more emphasis on the functions and principles of
management In general.

Table 2.1: Taylor vs Fayol

Basis of Tavlor Fayol

Comparison

Perspective Operative and shop- ttoor level. Top level.

Focus Technical side of work. Administrative side of work.

Attenfion Increasing  productivity through work | Improving overall administration by

simplification, tine and motion studies. observing certain principles.

Techniques Scientific measurement of work through | Personal expenences passed on in the

used expenmentation and obscrvation. fom of universal prnciples of
management,

Personality Scientist, - Practitioner.

Majoe- Provided a major basis for | Pmeduced a  systematic  theory of

contribution accomplishments om the shop toor, management which can be studied,
analysed and applied.

2.3 NEO-CLASSICAL THEORY

In the 1920s and 1930s, observers ot business management began to feel the incomep-
leteness and shori-sightedness in the scientific as well as administrative management
movements. The scientific management movement analysed the activities of workers
whereas administrative management wrilers 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 wath insights
from behavioural sciences like psychology, sociology and anthropology. This theory
pained popularity after the famous studies of human behaviour in work situations
conducled at the Western Electric Company from 1924 to 1933, These studies
eventually became known as the “Hawthorne Studies’ because many of them were
conducted at Westem Electric’s Hawthorne plant near Chicage.
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2.3.1 Hawthorne Experiments

fHumination Experiments: The Hawthome researchers began with illumination
experiments with various groups of workers. This expertment involved prolonged
obscrvation of two groups of employees making telephone relays. The purpose
was to determine the effects of diflerent 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 tune the intensity of the
light increased. However, productivity alse increased in the contro! group which
received no added light. The researchers felt that something besides lighting was
influencing the workers’ performance. In a new set of experiinents, a smail group
of workers were placed in a separate room and a nuinber of things were changed;
wages were increased, rest periods of varying lengih 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 1n the test room were offered
financial incentives for increased production. Over the two year period, outpu
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?

Hawithorne Effeci: Part of the answer may be attributed to what has come to be
called the *Hawthome Effect’. The workers knew they were part of an experiment.
They were being given special attention and treatment because of the experiment.
They were consulied 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 camy a stimulating feeling of group pride and
belongingness. Alse, the sympathelic supervision received by the members might
have brought about improved attitudes toward their jobs and job performance. At
this 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 long 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 pomt 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 schoel, how the family is
going to meet the ration ex penses, 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, afler 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 lalk to an understanding person who did not criticise or advise
about their troubles. Thus, for the first time, the nnportance 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 Experiment: In this experiment, ]4 male workers were
formed into a small work group and intensively observed for seven months in the
bank wiring room. The men were engaged in the assembly of terminal banks for
the use in teiephone exchanges. The employees in the group were paid in the



regular way depending on the efficiency rating plus a bonus based on average
group cffort. Thus, under this system, an individual’s pay was aifected 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 attempl to increase output and thus take advantage of the group incentive plan.
IHowever, these expected results did not come about. The researchers found that
the group had established 11s own standard of ouiput and tlus was enforced by
various methods of social pressure. Output was not only being restricted but
individual workers were giving erroneous reports. The group was operaling well
below its capability and was levelling output in order 1o protect itself. Thus, work
group norms, beliefs, sentiments had a greater impact in influencing individual
behaviour than did the economic incenlives 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 ol 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 [amily’. In the words of Keith Davis, “Human relations
are motivaling people in organisations in order to develop leamwork which effectively
fulfils their needs and achieves organisational goals.” The whole pliivevpiy vi il
relations is built around the following ideas:

® Individual: According to human Trelationists, each person is unique. Each is
bringing to the job situation certain attiiudes, 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 multifarous social and
psychological factors. '

® Work Group: Work is a social experience and most workers find satisfaction in
membership social groups. Unless managers recognise this, human relations at
work will not improve. Good interpersonal and intergroup relationships among
people need to be maintained 10 obtain productivity gains.

® Work Environment: Managers have 0 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, (i1) incentives are preperly 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 gencrates respect. He must be able
to adjust to various personalities and siluations. He must offer a pleasant work
chimate where bossismi 1s totally absent and where 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 consuled (Illumination Experiments). Their com-
ments are listened to and discussed; sometimes their objections are allowed to
negate a suggestion. The group unquestionably develops a sense ol participation.”
Researchers interpreted that participation results in higher productivity: “the girls
have ceased to regard the man-in-charge as a boss. Thecy have a feeling that their
increased production is in someway related to the distinctly freer, happier and
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more pleasant work environment.” The experiment showed that a super isor can
contribute significantly mn increasing productivity by providing a free. happy and
pleasant work enviromment where bossism is totally absent and where memnbers
are allowed to participate in decision-making policies. Authoritarian tendencies
must give way to democratic values. Instruction and coaching must replace
browbeating and driving.

2.3.2 Refinements in Neo-classical Theory

‘The neo-classical theory attempted creation of workforce with high morale by using
democratic means. The focus was on people, incentives, democratisation of workplace
and social interactions i direct contrast o what the classical theory emphasised ie..
order, rationality, structure, rules and regulations, specialisation, economic tools, elc.
i.et’s look into these differences more closely in Tables 2.2 and 2.3,

Table 2.2: Refinements in Neo-classical Theory

[

Basis

Classical Theary

Neo-classical Theory ‘

Structure | Impersonal, mechanical.

Organisation is a social system. I

Behaviour | Organisational behaviour 15 a

product of rules and regulations. artifudes.

Behaviour is a product of feekings, sentiments and

Focus Primary focus is on work and the
economic needs of workers.

Primary focus is on small groups, on cmotionat
and human qualities of employees.

Emphasis | Peopleiry to maximise rewards
cmphasis is on order and
rationality.

Emphasises personal, security and social needs of
workers while achieving organisational goals.

Practices | Authoritarian practices, elaborate
rules and regulations employed to

Democratic practises, paricipation of employees
in decision-making in order to improve morale

obtain results. and happiness of employees. [t recognises the
‘ importance of human dignity and values.
Resulis Work alienation, dissatistaction. Happy employees trying 1o produce muore.

Table 2.3: Comparison between Human Relations and Scientific Mlanagement

Point of Human Relations Scientific Management
Distinction
Focus People, groups. Machines, rules.
' Philosophy Make workers happy One best way of doing things.
i Motivation Man wants company: loves interaction | Man is an economic animal.
and is guided by group goals.

Basis Inputs  drawn  from  behavioural | [nputs drawn from physical sciences. B
Sciences.

Principles Groups dominate workplace; | To bring omder and achicve resulis,
individuals invariably foliow group | everyonc must adhere to a sci of
norms irrcspective of  what | universal  prnciples in cvery
management states. organisation.

Work lifc and
environment

Mayo wanted to keep workers in good
humour; cmphasised friendly
supervision and monitoring of group
norms so s 1o provide a positive work
chimate.

The emphasis on  standardization,
specialisation, rules, regulations make
work life quite dull and monotonous,




Criticisms

‘The Hawthorne studies and the human relations school have been severely criticised,
and our discussion would be incommplete without a brief discussion of these criticisms.

Philesophy: Several econoinists claimed that by encouraging workers to develop
loyalties to anything but their own self-interests, and by preaching collaboration
instead of competition. human relations would ultimately lead to reduced
efficiency, No wondur. trade unions ridiculed it as a form of ‘cow psychology’,
which transformed factories inte unthinking places of comfort. Interest in human
relations is equated with tender-mindedness, sentimentality and unrealistic desire
t0 make everyone happy. Critics also charged that the human-relations movement,
bujlt as it is on a philosophy of worker-management harmony, is not only
antithetical to a viablc capitalistic system but impractical as well.

Scientific Validity: The rcsearch carred 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 Carcy pointed out that there was no attempt to establish sample
groups representative of any larger population than the groups themselves, and
that no generalisation is therefore legitimate.

Short-sighted: 'T'he very fact that the human relations researcl 1s concerned with
operative employees bears ample testimony to the short-sightedness ol 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 econemic dimensions of work satisfaction. But as
we all know, economic motivation is exceedingly strong and quite oflen,
economic explanations are appropriate for understanding human behaviour. It is
labelled as a short-sighted ventitation therapy.

Over concern with happiness: The Hawthorne studies supgested that happy
employees will be  productive 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-individualist: The human relations movement is anti-individualist. Here, the
discipline of the boss is simply replaced by the discipline of the group forcing the
individual to sacritice his personal identity and dignity. The individual may not
find his true self and gain a stimulating feeling of personal freedom by completely
losing himself in @ group. Further, there is no gurarantee that groups will always be
instrumental in delivering satisfaction to members.

heck Your Progress
Fill in the blanks:

1. 15 a way of ranking various positions in descending order from
top to bottom of an arganisation.

2, are experls 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).

Conid ..
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4. TParticipative managemenl or decision-making. in which workers discuss I
with supervisors and influence ) that affect them, is a major

aspect of human relations theory. ‘
|

2.4 VARIOUS APPROACHES 1TO MANAGEMENT

Because of the extraordinary interest in management, a number of approaches have
deveioped to explain the nature of theoretical concepis 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
Hawthome experiments. The Hawthorne researchers (Elton Mayo and his Harvard
collteagues) stressed the importance of emotional 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
huiman relationists believed that people are social beings who are motivated by social
interactions and that their job performance will increase when the job gives them
opportunities to socialise. Behavioural scientists felt 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
appreach. 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 and 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 miteracting with friends. Once these needs
are reasonably met, they seek to satisfy higher-order needs, such as self-esteein 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 skills.

Building on Maslow’s theory of human needs, many behavioural scientists (Chris
Argyris, Douglas McGregor and Rensis Likert) argued that existing jobs and
managerial practices should be redesigned and restructured to give employees an
opportunity to satisly their higher-order needs. Although working independently, they
proposed a common theme: People are basically pood, and, in order to stimulate their
performance, management should humanise work. People must be treated as assets
(hence the name, human resources approacl). 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 orgamisation 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 seif-direction, self-control and creativity.



Table 2.4: Human Relations vs Human Resources Approach 19

[ - Development ol Management
Human Relations Human Resources J Thought

1. People need 1o be hked, to be | fn addition to wanting to be liked, respected,
respected, and to belong. and needed most people want to contribute to

the accomplishment of worthwhile cbjectives.

2. The inanager’s basic job is to make | The manager’s basic job 15 to create an
each employee believe that he or she is | environment  in which  subordinates can
part of the departmental teamn. contribute their full range of talents to the

attainment of organisational goals. In doing
50, he or she must attempt to uncover and lap
their creative resources.

3. The manager should be wilhng to | The manager should allow participation in
explain his or her plans to the | important matiers as well as routine ones. In
subordinates and discuss any objection | fact, the more imporlant the decision, the more
they might have. On routing matters, he | vigorously he or she should attempt to involve
or she should encourage parlicipation | the suberdinates.
by involving them in the planning and
decision-making process.

4. Within narrow limits. individuals and | The manager should continually try to expand
groups should be permitted to exercise | the subordinates’ use of self-contro] and self-
self-direction and self-conirol in | direction, especially as they develop and
carrying out plans. demonstrale increased insight and ability.

5. Involving  subordinates  in the | As the manager makes use of the
communication and decision-making | subordinates’ expenences, insights, and
process will help them in satisfying | creative abilities, the overall quality of
their needs for belonging and | decision-making and performance will
individual recognition. : improve,

6. High morale and reduced resistance to | Employee sahisfaction is brought about by
formal authornity may lead to improved | improved performance and (he 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

Quantijtative, scientific and systematic explanations gained popularity during World
War 11. The sheer magnitude of the war effort caused the British and then the U.S.
miiitary services to look for quantitative approaches for help in deploying resources in
the most cflective manner. The quantitative viewpoint focuses on the use of
mathemaltics, statistics, and information aids to support managerial decision making
and organisalional effectiveness, For instance, when managers make budgeting,
scheduling, quality control and similar decisions, they typically depend on quantitative
techniques. Three 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 rmodels and statistical methods. This
approach focuses on solving technical rather than human behaviour problems. The
computer has been of great help ta this approach because 1l has enabled analysis
of problems that would otherwise be too complex. For example, most car
manufaciurers in India and elsewhere use realistic computer simulations to study
collusion damage to cars. These simulations give them precise infonnation and
avoid the costs of crashing so many test cars.
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¢  Operations Management: Tt is the function thal is responsible for managing the
production and delivery of an organisation’s products and services. It includes
fields such as inventory management, production planning, design and location,
work scheduling and quality assurance. Operations management is often applied
to manufacturing settings, in which various aspects of production need to be
managed, including designing the production process, purchasing raw materials,
scheduling employees 10 work and storing and shipping 1the tinal products. Linear
programming assists 10, mput-output analysis. Queving 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. The Home Depot
cach use operations management techniques to manage their inventories. Linear
programming helps most airline companies 1o pian their flight schedules.

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

Companies now-a-days use sophisticaled mathematical models to use on mainframe,
networked and personal computers in order to measure cuslomer response 1o various
benefits and services offered to them. Such models help gambling casinos such as
Caesar’s Palace, Bally’s and Harrah’s increase their profits and improve service. Hiph
rollers are bombarded with lots of benefits in the form of food, rooms and
transporiation. 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, betling patierns,
accommodation preferences, food and drink choices and other 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 promole employees on the basis
of merit — whatever may be the case — creates a ripple effect. It 15 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 totality of many inter-related, inter-dependent parts, put together for
achieving cerlain objectives. This, in a nutshell, is the very essence of the systems
concept.

Concept

Systems theory 1s the “big-picture” approach that overcomes the conimon weakness of
viewing things in too narrow a perspective. [t 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, thc systems theory gives
managers a way of looking at an organisation as a whole and as a part of the larger,
cxternal environment. In $0 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 paris of the organisation are coordinated intemnally so that the goals can be
achieved. A systems view of management, for instance, would recognise that,
regardless of how efficient the production department might be, i’ 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 years. 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 10 each other, Usually. a change in one
parl would lcad 10 a change in other paris.

Sub-system: Ihe parts that make up the whole of a svstermn are called 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, which may be, a sub-system of an industry, etc. There are [ive
sub-systemns within an organisation: (1) goal sub-systern (individual and group
goalsy, (2) technical sub-system (tools, equipment, employee skills and
knowledge); (3) structural sub-systemn (authornity layers and relationships):
{4) managerial 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
walch that is disassembled has the same numnber of parts as one that is properly
assembled. Howcver, the assembled watch has a phenomenon that the
disassembled watch lacks — it keeps time (synergy). When the parts of an
organjsalion are properly nterrelated (such as an assembly line}, the output is
much greater than it would otherwise be. Synergy represents one of the basic
challenges of management, getling all of the elements of an organisation
functioning together so that sutput is oplimal.

Open and Closed System: A system is considered an open system if it interacts
with its environinent; 1t 1s considered a closed system if it does not. An
organjsation that 1s not adaptive and responsive 1o 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 intemnal and external environments.

Syvstem Boundary: Each system has a boundary that separates it from its
environment. In a cleosed syslem, the system boundary is rigid; in an open system,
the boundary 1s more flexible. The system boundaries of many cormpanies have
become rnore flexible in recent times. For example, oil companies wishing to
engage in offshore drilling have increasingly had to consider public reaction to the
potential environmental harm.

Flow: An open system receives inputs from is environment which are
transformed inte ocutputs in interaction with environmental variables. For a
business firm, inputs would be material, labour and capital. The transformation
process would turn these inputs into Tinished products or services. 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 supphers,
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 gencrate profits for sharehelders. If revenues are not large enough
to satisfy environmental demands, the organisation shrinks or dies. Thus, a system
has flows of information, materials and energy. These enter the system as inputs,
undergo transformation processes within the system and exit the sysiem as output
as shown 1n Figure 2.2.
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Figure 2.2: An Open System

& Feedback: Feedback is central to system controls. As operations of the system
proceed, information 15 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 irnpending dangers. For example, custorner
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 fail. The failure of Kmart (a major retailer) is attnbuted to the
fact that it failed to revitalise itseif 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 aiso
emphasises looking at the forest rather than the trees. It uses a way of thinking that
highhights underlying relationshmips. The practical implications of systems theory for
managers are enonmous. Most effective managers operate with a systems mentality
even though they may not be consciously aware of il. As a maiter 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 will have. A conscious
commitment to sysltems thinking requires explicit responsibility for forming decisions
in terms of the entire organisation. Instead of merely looking at the technical side
(scientific management) or activities side {administrative management) or even the
hurman 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 balance
between the needs of the various parts of the enterprise and goals of the firm as a
whole. They can respond, in short, to situational requirements in an effective way. The
systems approach clearly indicates the fact that organisations are not sell-contained.
For their survival and growth, they need to lock at what is happening all around them—
for example, govemnment regulations, environmental demands, competitive moves,
supplier relations, union demands, etc. If a company fails to assess the impact of ils
actions on internal as well as external groups, it is certainly on its way to decline.
After all, the primary goal of management from a systems perspective is to continually
re-energise the organisation to avoid entropy. Organisations, 1n their own self-interest,



must monttor their environmenis, adjust to changes, and continuously bring in new
mputs in order 1o 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
uscd in one circumstance seidom work the sane 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
mos! often motivated by economic gains while others have greater need for
challenging work. Sull others care only about protecting their egos. The same
individual may be motivated by different things in a varietly of situations.

Approach

.

Contingency theory is based on the preinise that situations dictate managerial action;
that 1s, different situations call for dilferent approaches. No single way of solving
problems is best for all situations. Because tasks and people in orgamisations differ, the
contingency theorists (Selznik, Burns and Stalker, Woodward, Lawrence and Lorsch,
James Thompson and others) argue that the method ol managing them must aiso
differ. The choice of a parnticular 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 1ssue. This approach is bolh analytical and situational, with
the purpose of developing a practical answer to the question at hand.

Important Elements of Contingency Theory
Contingency theory has the following fecatures:

1. Managenal actions are contingent on cerlain actions outside the system or
sub-system as the case may be.

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

3. Managerial actions and organisational design must be approprate to the given
situation. A particular action is valid only under cerlain conditions. There is no
one best approach, to managemncnt. 1t varies from situation to situation.

Implications of Contingency Approach

According to the contingency approach, there are no plans, orgamsalion structurcs,
leadership styles, or controls that will fit all situations. There are few, il any, universal
truths, concepts, and principles that can be apphied under all conditions. Instead, every
management situation must be approached with the ‘it all depends’ attitude. Managers
mus! find different ways that fit different situations. They must continually address
themselves with the question: which method will work best here? For example, in
order to improve productivity, classical thcorist may prescribe work simplification and
additional mcentives; the behavioural scientist mnay 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 trining 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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labour force. Managerial action, thus, depends upon circumstances within a given
situation. Not anv one best approach will work in all situations. Applving a
contingency/situational approach requires that managers diagnose a given situation
and adapt to meet the conditions present.

According to Robert Albanese, the strength of contingency approach rests on hwo
points: (1) It focuses attention on specilic situational [actors that influence the
appropriateness of one managerial strategy over another. (i) It highlights the
importance to managers of developing skills in situational analysis. Such skills will
help managers find cout impertant contingency factors that inflluence their approach to
managing.

The major implications of contingency theory may be summarised thus: management
15 entirely situational; managerial actions are contingent on internal and external
factors; managerial actions must be consistent with the requirements ol intemal as
well as external [actors,

Evaluation

The contingency appreach 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. Combining the
mechanistic (Taylor} and humanistic approaches (Mayo)} the contingency theory
suggests that 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 also offers solutions to particular organisational problems. The
systems approach takes a general view of organisational variables, i.e., technical,
social, personal, structural and extemal variables. The contingency theory, on the
other hand, is concemed with achieving a ‘fit” between organisation and its
environment. Practising managers, however, seem to find this theory tenuous because
it does not provide any specific set of principles o use.

Table 2.5: Systems vs Contingency Theory

Systems Theory Contingency Theory

® Organisation-environment 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 te its environmental
structural, external). demands. Mainly concerned with
) structural adaptations of organisation to ils
); task envirormnent.
® (onsiders all organisations to be ® FEach organisation is unigue.
similar.
® Vague and complex. ¢ More pragmatic and action-oriented.
E Emphasises the synergistic effect of ® Rclates environment to specific
erganisations and recognises lhe orgamization structure and design. It
external inputs. integrates theory with practice in a

system’s framework.

® Merely outlines interdependencies ® Tries to identify nature of
amonyg systems and sub-sysiems. interdependencies behween various parts
of an organizaticn and their impacl on

various other things.




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

. Paucity af Lirerature: Contingency theory suffers from inadequacy of Interature.
It has not developed to such an extent where it can otfter meaningful solutions to
different managerial problems in a specific way. It is too simplistic to say that
‘managerial actions depend on situations’. Instead, it must offer, in precise terms,
what a managcr should do in a given situation.

2. Complex: Contingency theory is theoretically complex. Even a simple problem
involves analysing a number of organisaiional components. each of which has
imnumerable dimensions. Often, managers may find this to be a difficuli and
laxing exercise.

3. Defies Empirical Testing: The precepis advanced by contingency theorists cannot
be put to empirical testing in a concrete way. There are multifarious situational
factors to be taken into account while testing the contingency theory. For example,
a proposition that unless the various parls in an organisation move in close
coordination, the behaviour at various organisational levels would nol be
effeciive-seems to be a sound one. But when put to empirical testing, several
problems crop up almost instantaneously.

4. Reactive not Proactive: Contingency theory 1s also criticised on the ground that it
suggests a reactive strategy in coping with environmental complexity. Instead, a
proactive strategy 1s needed where managers would be able to steer the
orgamisation through complex environments with their creative and innovative
efforts.

S. Incemplere: Critics argue that the contingency approach does not incorporate all
aspects of systems theory, 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 difficull to realise because of the
incomplete development of the earlier approaches. Critics also argue that there is
really not much that is new about the contingency approach. For example, they
point out that even classical theorisis 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 Jook 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
vanables, 1.e., technical, social, personal, structural and external variables. The
contingency theory, on the other hand, is concerned with achieving a “fit" between
organisation 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 constituent 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 sysitems terminology
and perspcctive, the contingency approach allows us to specifically identify the
internal and external variables that typically influence managerial actions and
organisational performance. Accordingly, what constitutes effeclive management
varies with the orgamsation’s intemmal as well as external environment and the
make-up of the organisational sub-systems. Thus, the contingency approach falls
somewhere betwecn simplistic, specific principles {classical theory) and complex,
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vague notions {systems theory). This approach provides a long sought svnthesis and
brings together the best of all segmenls of what Prof. Koontz has termed "“management
theory jungle’. The classical ideas and behavioural modificaticns 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 also have nol
been rejected but they are viewed as vague and unspecific. As a way of correction, the
contingency approach provides a pragmatic method of analysing organisalion sub-
systems and tries to integrate these with the environment. Contingency views are
ultimately directed towards — suggesting organisational desiens and managenial
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 expens 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 right]y 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 fourleen principles of management cut of his
practical experience, These principles are universal in character and are applicable 1o
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
principies/guidelines while 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 contrelling. He incorporated
these principles in the management theory suggested by him. The principles of
imanagement suggested by him are useful not only in business/industrial enterprises
but also in other organisations such as colleges, hospitals, charitable institutions and
government departments, Due to his contribution to management theory and
principles, Henry Fayol is rightly treated as the Father of Modern Management
Ihought.

Fayol is the first manageincnt 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
classical thought/classical theory of management. He suggested scientific approach to
management also called scientific management theory. F. W. Taylor (18561915} is
rightly treated as the father of scientific management. He suggesied the principles of



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

Fis concepts and principles were refined and popularised by several of his followers,
notable ameng them being Henry Gantt, Gilberths and Emerson.

According to Taylor, scientific management in its essence consists of a philosophy
which results in a combination of four Important underlying principles of
management. Firstly, the develepment of a true science; secondly, the scientific
selection of the workers; thirdly, their scientific education and development: and
fourthly, intimate cooperation belween management and their men. The basic
principles of Taylor philosophy of scientific management are as noted below:

1. 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 job. The
standards are decided scientifically for Jobs and incentive wages were paid for all
production above this standard. Here, job analysis and standardisation of 1ools,
equipmeni, machinery, 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 lrue
science wn all fields of work aclivity through scientific investigation and
EXperments.

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
1o new methods. This can be avoided by providing them an opportunity to eamn
MOore wages.

2.5.3 Contribution of Elton Mayo to the Development of Management
Thought

Elton Mayo (1880-1949) is recommended as the Father of Human Relations School.
He iniroduced human relations approach to management thought, His contribution 1o
the deveiopment 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 simations. His associates
included John Dewery, Kurt Lewin and others. Mayo and his associates came to the
following conclusions from their famous Hawlhome experiments:

1. The amount of work to be done by a worker is nol determired by his physical
capacity but by the social norms.

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

3. Generally the workers do not react as individuals, but as membess of group.
4, Informal leaders play an ymportant part in setting and enforcing the group norms.

Mayo discussed the factors that cause a change ia human behaviour. He concluded
that the cause of increase in the productivity of the workers is not a smzle factor like
rest pauses or changing working hours bul a combination of these and several other
factors such as Jess resirictive supervision, giving autonomy to workers, allowing the
tformation of smail cohesive groups of workers and so on. Today, as a result of the
efforts of Mayo and his associates, the managers in different organisations rccognise
that workers' performance 1s related to psychological, sociological and physical
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factors. Thus, Hawthome Study was an important landmark 1o study the behaviour of -
worker and his relationship to the job, his fellow workers and the orgamsation. It
proved that informal work groups and the opportunity 1o be heard and participate in
decision making have an important impact on the productivity of the workers.

Some ot the major findings of Hawthome Studies are as noted below:

1. Emplovee’s behaviour is influenced by mental attitudes and emotions including
prejudices.

2. The workers in a group develop a common psvchological bond uniting them as a
group 1n the form of infonnal organisation.

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

4. Management must understand that typical group behaviour can dominale or even
supersede individual propensities and preferences.

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

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

Mayo pointed oul that the organisation is a soclal system and informal organisation is
a reality. The knowledge of human nature can solve many problems of management.
He emphasised that successful human relations approach can easily create harmony 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 praclices. 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 ol a praclice 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 10 achieve success.

Drucker’s view on innovation is equally imperiant 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 modern organisations are knowledge-based
organisations and describes the modern workers as knowledge workers considering their
skills and innovative abilities.
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Drucker points out three basic functions of management. The actions of management Thoughi
should contribute to:

I. The achievement of purpose and mission of the institution
2. Make the work productive and the worker achieving

3. Ekffective management of social responsibilities

Objective Setting

hrucker has attached great importance 1o objective setting. He has specified that
objectives should be set for all the key result areas of business. To make the objectives
and their achievements more meaningful, he has given a new tool, is popularly known
as Managemeni by Objectives {(MBO). MBO is regarded as one of his most important
contributions to the discipline of management. He has 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 [5 per cent
i dollar terms over the course of a year.

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

Orientation towards Justice

Drucker was a greal visionary and futurologist. He was ahead of others in visualising
the future trends that affect society. He visualised the concept of modem organisation
and s 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 of organising. These are as follows:

1. 1t sets the top management free to devole itself to major policy formulation and
strategy development.

2. It defines the functions and responsibilities of the employees.
It creates yardsticks to measure twin success and effectiveness in operating jobs.

4. It helps resolve the problem of continuity through giving education io the
managers of various units while in, on operating 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 theonsts. At
a lime when communism seemed a real threal, Barnard came to believe that social
science could be the key to establishing a stable society. His work centred on a
description of the organisation as a cooperative system, and described an oplimal
organisation structure, focusing on the role ol exccutives in creating the conditions for
effectiveness and efficiency.
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In the functions of the executive he defines an organisation as a systein of consciously
coordinaied activities or forces of hwo or more persons. Two kev words used in this
definition are sysiem and coordinated. Bamnard saw a successful organisation as a
rooperative systern in wihich effective communication enables individuals to achieve
much more collectively than they could in isolation.

Functions of the Executive

In simple terms, Bamard saw the three main functions of an executive to be:

1. Implementation and development of an effective system of communication

2. Appointment and retention of effective workers

3. Motivation of workers.

Viewing the communication system in an organisation as the key 1o organisational
achievement, Barnard set out three principles for effective communication:

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

Everyone must have access 1o a formal communication channel

b

Lines of communication should be kept short and direct.

As part of his communications theory, Barnard's acceptance theory of authority
proposes that a manager exerts authonty from above, and success depends on is
acceptance by the employees managed. In this way, employees determine how
authoritative their manager is and, for this reason, the mam 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 what they ask employees to do,
2. Employees understand what their manager wants them to do, and
3. Employeses 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 organisation on the road to achieving iis overall objectives.

Auathority and the Informal Organisation

One of the most importani ways in which Bamard proposed that executives can
-rcrease employees’ acceptance of their authonty and orders through their recognition
and use of three zones, setting boundaries within which people evaluate orders,
defined as zones of indifference, neutrality and unacceptability. The Zone of
indifference for orders is the highest acceptable range within which orders will be
obeyed, and Bamard believed that managerial work involved widening this zone
through the use of induccments 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 modern approaches to management have integrated and expanded the key
concepls developed within the classical approaches. There has been an ever increasing
amount of literature on management. Doing so has provided a framework for



managing i1 modern organisations. The main conilemporary management practices are
as follows:

1.

Guantitasive Management: Teams of quantitative experts tackle complex issues
facing iarge organisations. Jt applies mathematical approaches to managerial
problems. Introduced by military planners in World War 1. Specitic mathematicai
methods of problem analysis were developed. Helped managers select the best
alternative among a set. Models neglect non quantifiable factors. Managers not
trained in these techniques may not trust or understand the techniques™ outcomes.
Not suited for non-routine or unpredictable management.

Organisational Behaviour: 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. Under the Human Relations view happier employees were
more produclive. However, repeated research siudies failed to find a definitive
causal relationship between job satisfaction and employee performance. They
starled to focus more on management activities that encouraged employee
effectiveness by exploring individual, group and organisational processes — all of
which are critically important roles in contemporary inanagement. OB borrows
heavily from sociology, psychology and anthropology. Key areas studied under
OB include: worker stress, job satisfaction, learning and reinforcement, group
dynamics, job and organisational design, and organisational change.

Systems Theory: Barnard (1886-1961) Systems theory addressed the role of the
extermal 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. Organisations 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.

Total Quality Management: The overall approach of TQM is the management of
quality and the control of processes 10 ensure the quality of goods or services. It
involved a shift from an inspection orented approach 10 a preventative orienlated
approach. The fathers of the Quality Revolution were Deming and Juran. The
three principles of T'QM philosephy include:

(a) Customer focus
{b) Continuous improvement
(c) Teamwork

Example: Today, a manager pays close attention tc 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.

Chaos Theory: As chaotic and random as world evenis seem today, they seem as
chaolic in organisations, too. Yet for decades, managers have acted on the basis
that organisational events can always be conirolled. A new theory (or some say
“science™), chaos theory, recogmses that evenls indeed are rarely controlled.
Many chaos theorists (as do systems theonsts) refer to biologicat 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 o maintain that complexity.
As they expend more energy, they seek more structure fo maintain stability.
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22_ T This trend continues until the system splits. combines with another complex
rinciples of Managemen svslem or falls apart entirely. Sound familiar? This trend is what many see as the
trend 1n life, in organisations and the world in general.

Examples:

1. Some good examples of the edge of chaos theory are seen in Lashinky's 2006
article in Foriune magazine, “Chaos by Design.”™ In this article, he describes how
Silicon Valley companies are the most likely to be “flining 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 15
very laid back, with free cafeterias and employees zipping around on motorised
scooters, and 1t 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 1t 1s a bonus.

2. An example given by Brown (1998) is that of Galaxy, (a pseudonym} another
Silicon Valley sofiware company, which hired people for their brains and
character rather than their experience, which gave the offices a “college feel™ 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 1o be taken into consideration by practicing
managers when striving to compete in competitive business environment.

2.7 PROBLEMS AND CONFLICTS IN MANAGEMENT
THEORIES

It has already been observed that there are contradictory and conflicting arguments 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 theones in management is unlikely
and each will maintain its viewpoint. The reasons for such a conclusion lays in the
problems, of semantics (everyone saying 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 concemed, 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-respense 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 concemed about management’s
division into schools. They give different emphasis 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 adequale explanations
and predictions in subject matter that is subjected to rapid and extensive change.



Manapgemen! theories have o 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-managernal implications when inputs
are taken from the {ields like organisation theory, decision theory, personality theory,
game theory, information theory, communication theory, learning theory, group theory
and motivation theory. The problem is tc demonstrate and support conclusions
applicable to management theory.

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

2.8 LET US SUM UP

The hstory of Management as a discipline is traced from the [9th century.
Development of a unified and integrated management theory out of ‘the management
theory jungle’ has some difliculties 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 ils own viewpoint,
There, are many ways of classifying these theones or schools. One broad way of
grouping management theories is to group them as classical, neo-classical and modern
management theonies. The classical management theory is referred to the period
between 1880s and 1920s. This phase consists of Scientific management of F.W,
Taylor azd his followers, Administrative management of Henry Fayol and others and
Bureaucratic orgamisation of Max Weber. The classical theory emphasised the
economic rationality of management and organisation and suggested to determine 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 1920s to 1950s, is
concemed with the human omented approach and emphasised the needs, drives,
behaviours and attirudes 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 Hawthome experiment conducted by Mayo, Roethlisberger and Dicksen
is a milestone in the endeavours of this school. Several behavioural scientists
including Maslow, McGregor, Argyris, Herzberg and Likert have contributed to this
school as well as to organisational humanism school under the modern management
theory. This school is criticised for its overemphasis on human vanables and symbolic
rewards which may not be appreciated by the recipient’s ‘significant others’. The
development of mamagement 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 praclices are: quanlitative 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
managemenl process and also with the funclions that managers perform and effective
principles of management have been developed.

Antocratic Leader: A person who tells subordinates what to do and expects to be
obeyed without queslion.

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

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

Decision-muaking: The process of generating and evaluating altematives and making
choices among them.

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

Empathy: The ability 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 simation,

2.11 QUESTIONS FOR DISCUSSION

1. What are the basic concepts of a series of ideas developed by Taylor?
Explain unity of direction.

Why stability of tenure is necessary?

Write a short note on administrative theory.

List out the major strengths of the contingency approach.

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

A S I B N

Outline Taylor’s Scientific Management and examine its relevance 1o manage-
ment in the present-day business.

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

9. Distinguish between Human Relations Theosy and Scientific Management.
10. Describe the contribution of any two leading management thinkers.
1. Explain the problems and conflicts in Management Theories.

12. Discuss the principles of management developed by Henry Fayol.
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3.0 AIMS AND OBJECTIVES

After studving this lesson, vou should be able 10:

& Explain the concept of planning. its characteristics as well as its elements
® Describe the concept of management by objectives {MBQO)

o (lassify the different tvpes of planning premises

e |dentify the steps involved in the planning process

® Discuss theadvantages and limitations of planning

e Explain the meaning of decision-making

® Discuss the different types of decisions taken by managers

e Identify the process in decision-making

® Describe the toels used in decision-making

e Recognise the quantitative approaches of decision-making

3.1 INTRODUCTION

It is wrue to say that management of a business or an orgamsation whether at national
level or international level 1s not possible without proper planning. A plan is a forecast
for accomplishment. It is a predetennined course of action. {t 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 10day.

Apar frown 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 decision using a decision-making process which starts with
identification of the purpose of the decision and ends on evajuation of the results.
Managers nowadays use a number of tools such as payofl matrices and decision trees
in decision-making. Moreover, some quantitative approaches and models of-
decision-naking 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
15 to be done and how results are to be evaluated.

In planning, the function of *what is 10 be done’ involves identification of alternatives
and selecting one of them.

According to Henry Favol, “the plan of action is, at one and the same time, the result
envisaged, line of action to be followed, the slages 1o go through, and methods to use.
It i1s a kind of future picture wherein proximate events are outlined with some
distinctness whilst remote events appear progressively less distinct™.

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



Some of the defimtions 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 visuaiisation 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 determined course of action.”

According to Newman and Summer, “The process of planning covers a wide range of
activities, all ithe way from inntially sensing that something needs doing to firmly
deciding who does what, when... 1t is more than logic or tmagination or judgement. It
1s a combination of all these that culmmnates in a decision — a decision about what
should be done. The decision phase of planning is so imporiant that the cxpression
decision-making’ is used as a synonym of planning.”

According to Masse, “Planning is the process by which a manager looks 10 the future
and discovers alternative courses of action open to him.™

According to Haimann, “Planning 15 deciding in advance what s to be done™.

According to Goelz, “A planning problem arises only when an alternative course of
aclion 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 tcchnique may change in future with emphasis on automation.
Managers meet this contingency by planping 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 planning would be
evident:

1. It is based on 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 concerns 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’Donnell, planning 1S an
mtellectua) process, the conscious determination of courses of action, the basing
of decisions on purpose, facts and considered estimates.

4. It is based on facts: Planning is not guesswork. It is conscious determination and
prajecting a course of action for the [uture, and is based on objectives, facts and
considered lorecasts,

5. It pervades all managerial activity: All 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 1s involved at ail levels of
management. Planning horizons broaden as one goes up the Jevel of management
hierarchy.

6. It is a primary function of management and has close relationship with
controliing: No organisation can come into existence without planning. In fact, all

|
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13.

14.

other functions of management largely depend upon planning. The other functions
of management viz.. organisaticn. staffing. directing and control can be performed
only alter necessary planning has been done.

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

It has a dynamic aspect: This aspect of planning is a corollary to the proposition
that management process 18 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 m the light of the
circumstances prevailing. Planning is not only the primary function of
management; it 1s also a continzous function of management.

It is directed towards efficiency: This characteristic of planning 1s a coroilary to
the proposition that (i) planning is an intellectual activity and (ii) planning is
hinked with goals and objectives.

The quality of planning depends upen 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 no doubt that planning will lead 1o overall efficiency
in the organisation.

Precision is the prerequisite of planning: Planning does not mean day-dreaming.
Planning is to be realistic and igtelligible 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 1s not possible as there are a
number of limitations to which planning is subjected.

Planning is to be flexibie and adaptable: Planning cannot be rigid, il is 10 be
flexible and adaptable. Planning is done parily on the basis of assumptions aboul
certain happenings. These assumptions need not turm out to be as thought of. The
environments and circumstances might be different from those envisaged.

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

Planning invelves six basic guestions: These are — What is to be done? Why
should it be done? Who will do it? How will if be done? Where will it be done?
With what resources will it be done? The answers to these questions help in doing
eflfective planning.

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

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
tune spaus are shown in Figure 3.1.
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Figure 3.1: Relationship between Management Planning Levels and Time Spans

15. Planning invelves 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 1n mind the interests of consumers, employees,
state and the society at large.

3.2.2 Components or Elements of Planning

The planning lunction 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 1s given below:

Example:

Elemients of Business Planning for ABC Ltd.

Business Planuning
{Mission, Purpose and Target Planning)

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

Decision-making :

Policies : General statements of understanding to guide thinking.

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

Rules = Definite actions to be taken or not to be taken.

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

Programmes Single use plan for new and non-repetitive activities.

Budget : Time-bound plans expressed in quantitative terms.

Forecasting : Probing the future by inference from the known facts.

Choosing between alternative courses of action.

3.3 MANAGEMENT BY OBJECTIVES

The terrn Management by Objectives (MBO) first appeared in literature as a way of
building teamwork. Its author, Peter F. Drucker says, “Business enterprise must build
teain-effons, must al} pull in the same direction, contributions must fit together to
produce a whole — without gaps, without triction, without unnecessary duplication ol
ettort. Business performance, therefore, requires that each job be directed towards the

Pluning and Decision-making
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objective of whole business™. The practical utility of the concept of MBO 15 widelv
recognised in business world.

MBO encourages managers not to depend on hunches or guesswork but o work for a
defined goal in a systematic manner. The organisation objectives are converled mio
personal goals for all imanagerial levels o integrate the individual with the
organisation, '

MBO 15 cammied out in a sequence of steps taken n a certain order. Just like a
manufactunng process which converts raw material inte a finished product in stages,
MBO accomplishes overall objectives of the business by breaking 11 into several
phases, developing operating plans for each phase, involving managers to implement
each phase and setting a time scale for each phase’s completion.

MBO has four basic sieps 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 efficiency, problems and oppornitics, etc. The keyv result areas are
then identified. These may focus on product markets, unproved services, lowered
costs, work simplification, employee inotivalion, profitability and social
responsebility, etc.

Example: The statement of the objectives of a leading enterprise in the Public Sector
in India:

Bharat Heavy Electricals Lid. -

Company Objectives

. To achieve a deminant position in the engineering development and manufacture of
electrical and mechanical equipment for generation, transmission and utilisation of
energy and electric power.

2. To camy on a growing and profitable worldwide business in electrical/mechanical
equipment for the generation, transmission and utilisation of energy and its related
producls, systems and services for power stations, induslry, agriculture and transport.

3. Tobecome 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 satislaction for the
company's products 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
performance, career advancement and goodwill amongst all employees, and respect for
the human individual.

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

9. To design an orzganisational structure with clearly enunciated objectives and policies
where freedom to function and flexibility to perform will be ensured for all in
accordance with their abilities, capacites, resourcefulness and initiative.

Conid .



10. To provide a reasonable and adequate return on the invested capital and generate
adequate 1nicrnal resources 1o finance growth of the company and fuifil national
objectives.

1. To fulfil, as an instrument of social change, by adapling company policies. products,
services. facilities. plans and schedules, the social. civic and economic responsibilities.
commensuratc with the opportunities alTorded by the size. success and nature of the
business and of public confidence in it as a corporate enlerprise.

12. Te give full consideration 10 the environmental impact of all products and processes
developed. dexigned and built by BHEL.

The objectives must be formulated carefully as they are the guidelines for all
concerned in the organisation. Some important considerations in this regard are:

1. Objectives should be defined in terms of result to be achieved.
2. Objectives must be writlen and stated in positive terms.

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

4. Time limits should be indicated for achieving targets and goals.

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 setling objective is colleclive as well as individual.

The overall objective of the organisation is based on what different depariments 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:
i. What performance 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 atiainment of his own
objectives?

Setting General and Specific Objectives

Survival and growth are the general 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,
turn-over and other efficiency measures in an organisation. The general objectives are
long-term, broad in perspective and cover company-wide activilies.

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 objeclives of the enlerprise.

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

Time Element in Setting Objectives

In setting objectives. lime element is also important. The management has to
determine both long-term and short-term objectives. Long-term objectives refer to
organisalion objectives for some distant future while short-range objectives include
objectives for immediate foture. Short-range objective should be a pant of the
long-range objective.

Planmmg and Decrsion-miab g
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Setting of Objectives for Key Area of Business

The plurality of objectives necessitates setting of objectives for each key area of
business. Peter F. Drucker staies, “Objectives 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
performance and results.

These areas are:

1. Market standing

]

Innovation

Productivity

Physical and financial resources
Profitability

Manager performance and development

Public responsibility

s ~1 o o B L

Worker performance and attitude

There is always the need to decide the prioriies amongst the different objectives,
keeping in view the environment 1n which business operates. Also the mapager has to
devise ways of balancing the different objectives such as making profits, serving
customers, expanding existing business, decreasing cost, producing quality goods, etc.

As mentioned carlier, this is an intellectuai 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 umportant 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 1o 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

The next phase in MBQO process is to establish a control system with a view 1o 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 1s, how much time it has taken and at what
expense are some of the vital questions which need o 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 performmance annually. The
annual review is comprehensive and is done at the organisation level. It gives both
breadth and depth of treatment to ali aspects of the MBO programme.



Appraisal method developed under MBO has significant advantages over the many
other appraisal methods in business for the following reasons:

1. It is orienied towards job requirements and focuses on personality.

2. Itis more objective as it is based on reliable and accurate information. The targets
are known 1o those who are responsible for its achievements.

¥ ]

1t is positive, 1t does not provide tor 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 futurc-oriented. The employee is encouraged 1o experiment
for advancement.

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

3.4 PLANNING PREMISES

Planning is concemed with future which is full of uncertainties. The manager works 1o
reduce the element of uncenainty, so that his plans become effective. If a manager
begins with a hunch, an intuition or a supposition about furre, he may succeed
somelimes, but his foundations are weak. He musi consider the predictions and
assumptions about the future events careflully. Only then he will be able to develop
consistent and coordinated plans.

The business is confronted with all types of uncenainties, such as change in
consumer’s choice, population growth and structure, cownpetition, economic
conditions, political siwation, 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 limting 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, simplifying and reducing the degree of uncertainty in it.
3.4.1 Classification of Planning Premises

Planning premises may be classified as:

1. Inmternal 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, capilal investment
policies, philosophy of management, sales forecasts, etc.

On the other hand, the faciors which are external to the enterprise furnish the bastks
for external premises.

Example- Economic, social, political, 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, tune and units of production, etc.

f
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On the other hand, intangible premises are those which defv quantification. such
as public relations. company’s repuiation. emplovee morale and motivation.

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

Controllable, semi-controllable and uncentrotlable: Therc arc certain factors
which are subject to the decisions of the management. [For instance, it is within the
jurisdiction of the management to decide what policies. procedures, rules, eic.,
will be followed in the organisation. Such factors are known as controllable
preimises.

Example: 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 firm’s share in the market, union-management relations, elc.

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

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

Constant and variable premises: Consiant 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.

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, etc.

3.5 IMPORTANCE/ADVANTAGES OF PLANNING

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

L.

It reduces random and hapharard activity: Planning involves disciplined
thinking and the manager puts his thoughts in writing before acting. He has 1o
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.

It promotes internal coordination: Planning helps 1n making possible the
integrated and coordinated effor. This becomes possible because the goals and
objectives are predetermined and all the departments are conscicus of the
enterprise objectives and, therefore, take steps to achieve them within the
stipulated time.



It facilitates control: As mentioned earlier, the mapagement process involves
planning and control in addition to other functions. The control function is very
much dependent upon planning. It is only by efficient planning that a manager
will be able to check the performance of his departiment. He can compare the
performance with the standards or targets laid down bv the process of planning.

It leads to overall efficiency in the organisation: Planning helps in proper
utilisation of resources. The manager discovers allternative uses of resources and
chooses that alternative which is most efficient. The unproductive and inconsistent
activities are eliminated because of proper planning. The morale of the employee
1s inproved because it gives a real sense of effective participation.

It helps in taking care of futnre activity: Planning does nol involve merely
assessing the future. Prowviding for fulure contingencies is an equally imporant
part of planning. As planning is a dynamic process, the manager can take care, at
least in part, of the future developmenis as they untold themselves. He can revise,
modity and adjust plans in the light of the circumstances prevailing.

Example: The manufacture of television sets is a case in point. The change away
frorn black and white to colour television did not take place ovemight. The
manufacturer had to determine what percentage of production should be assigned
to colour sets and what 1o black and white and how to retain efficient production
of both lines.

3.6 LIMITATIONS OF PLANNING

Although planning is pervasive and primary function of management and has many
advantages for the organisation, in aciual 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:

1.

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

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.

Availability of time is a limiting factor of planning: Planning is time consuming.
Sometimes it causes delay in taking actions. Emergency situations in business
require prompt action and allow httle time for thinking and planning.

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

Mental attitude of management can be o serious limiting factor to planning:
Some persons are psychologically opposed to planning as they consider the
present more important than the future, They think that future ¢annot be predicted
with certainty and that present is certain. These people have a natura} resistance to
change. McTarland calls mental attitnde of manageiment as a psychological barrier
to planning.

Procedural and policy rigidities also prove to be a hindrance to planning:
Planning has a tendency to make administration rigid and inflexible. Procedures,
rules and policies once established are difficult to change. This limitation curbs
inittative as it forces the manager to operate within the limits of planning.
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7. Capital invested in the fixed assets may be a serions limitation te planning:
Once capital 1S imwested in cerlain equipment the replacement of which is costly.
future plamming would be limited.

8. Rigidity: Planning involves the determination of a course of action in advance. It
may lead 1o internal inflexibility and procedural rigidity.

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

All the above limuations to planning are termed as mternal. There are some external
constraints on planning also, over which the manager has little or no control at all. The
environmental forces that influence planning strategy may be scientific. technological,
economic, political, ethical, legal and social.

Exampie: The persennel policies of an organisation might be limited by strong labour
union. Similarly directives, rules and legal provisions as framed by Government trom
time to time will be a constraint on managerial decisions.

In actual planning. the manager will have many constraints on hjs decision-making
powers. Therefore, he should not regard planning as sunple process. Also. 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:

1. Establishing clear-cut objectives: Every organisation must identify and define the
problemns 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 of a hospital is to provide medical help for the sick.
{b) The aumn 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 1t will produce and sell. it
then has to lay down objectives for each depariment and section, and finally
for each individual.

2. Identifying and defining the real problem: The manager has to establish the
zoals. 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 collceted 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. It is not advisable to
assume that environment factors will remain the same. Therelore. the assumptions
under which plans are to operate should be clearly brought out.



A business enterprise has 1o prepare [orecasts regarding sales, prices and wages
taking inlo consideralion projections ol laxes. population, change in tashion 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 will have sufficient cash 10 meel its expenses. These
assumptions about the future environment of the business are planning premises.

Identifying alternative counrses of action: The manager is to search for and
examine aiternalive course of action. He has also to assess their probable
CONSEqUENCES.

Example:

(1) 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

(&) Increase the prices of products

{e) Reducethe wages of workers

{i1) 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 altematives as possible
so that they can select the best course of action.

Evaluation of alternative courses of action: The manager has 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 limilations of the various
altematives 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 afler comparing factors which are
crucial from the point of view of the objectives and poals of the enterprise.

Example: To maximise income, managers may not think further about reducing
the wages of workers. 1f wages are reduced, strike may follow and there will be
dissatisfaction among workers. '

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

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

Choice of a course of action: At this stage, the manager has to select the course(s)
of action to be taken. An analysis and evaluation of available altematives may
disclose two or more courses of action. In 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 alresh for discovery of the altemnative courses of action. He may find the
actual difference amongst the alternatives and adopt the one most suitable in the
light of the Jong-range objectives of the enterprise.

Preparing the derivative plans: Lastly, it is necessary 1o determine all the sieps in
succession and full time sequence for different departments or sections of the
orgamsation. Thus derivative plans are prepared for different depariments.
However, this is done within the framework of the overall operating plan.
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In order to make a basic plan a realitv. it is necessary to break it up inte further
plans at lower levels. In this wayv. the [inal plan of action is prepared in concrele
lerms.

Example: You can take example of Google

When Google launched any new product or make plans to launch any product.
First of all Google gets online feedback by writing what is your reaction or Do
vou 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
teedback.

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

Problem Identification
Formuijating Objectives

Premising {Assumplions)

N

Forecasling

Determining Alternative Courses

"

Evaluating Alternative Courses

“u

Selecting the Course of Aclion

Formulating Derivative Plans

.

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, inviling
people designated at various levels to come forward with constructive ideas and useful
suggestions.

Thus, there are many forms and vaneties 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 peniod of time (anything over a five-year
period), and affects many departments/divisions of the organisation. It includes the
formulation of overall broad objectives and the selection of appropriate means by
which the objectives are to be achieved.

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



LRP 15 the resuli of a senes of interrelated steps:

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

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

® The third step in LRP answers the simple question: Where are we now? For this,
an objective assessment of the degree of success m accomplishing goals, on a day
to day basis, 15 made.

® [p the founh step, an atlempt is made to find out the strong or weak spots in the
company's programmes till date in the light of additional information on sales,
selling expenses, production targets, capital inflow, eic. The deficiencies are
rectified promptly.

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

e 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 shorn-term plans for the sake of convenience and easy
implementation.

Short-range Planning or Operational Planning

Shert-range planning covers a period of one to twelve months, depending on the
nature of business and the traditions prevailing in the indusiry. .

Short-range plans are otherwise called operational plans

Short range plans are usualiy made in a specific and detailed manner. The emphasis is
on flexible budgets, on goals and 1argets, expressed in a ¢lear and precise language.
The primary concem is efficiency (doing things right) rather than effectiveness (doing
the right things).

Operative plans provide conlent 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 sher-range planning are expressions of the breadth of
planning periods. The terms, short-terin and long-term, sometimes present an
erroncous piclure because people generally associate short term with a narrow
perspective and long terin with a broad view. The time dimension of planning cannot
be reduced to simplified expressions such as short-term or long-term.

The time span varies usually depending on the factors like indusiry charactenistics,
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 tum out
to be short-range planning in the cases of other companies.

Exampie: 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 cerain amount of
products each day, publishing a newsleiter on a monthty basis and hirnng new
employees for marketing, etc.
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3.8.2 Operational Planning vs. Strategic Planning

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

Basis for Comparison Sirategic Planning Operational Planning
Meaning The planning for achieving the | Operational  Planning s @
vision of the organization s | process of deciding in advance
Strategic Planning of what iz to be done to achieve
the  tactical  objectives of
business?
Time Horizon Long rerm planning Short teen planning
Approach Extroverted Intron erted
Modifications Generally the plan [asis Tonger. The plan changes every year.
Performed by Top level management Middle fevel management
Scope Wide Namow
Emphasis on Planming of vision mission and Planning the routine actjvities of
objevtives. the company.

Strategy refers to the ideas. plans and support that firms employ to compcte
successfully apainst their rivals. Strategy is meant to help firms achieve competitive
advantage. Broadly speaking, competitive advantage is what allows a firm to gain an
edge over its nvals {superior design skills, quality, distnbution network, afler sales
service, low cost manufacturing, etc.).

Unlike short-term planning, strategic planning involves an extended time frame, the
deployment of a substantia] perceniage of organisational resources, a wide spectrum
of activities, and a major eventual impact. Basically, strategic planning is planning
that is conceptually and flunctionally long-term, wide ranging and critical to
organisational success, in terms of costs of the resources 1t 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 fields and expeditious development of discovered fields are the other
prionties. 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 iniuiatives in these prionties as detailed in the Director’s
Report.

Deepwater o1l and gas provinces hold lot of promise. Company made significant
discoveries in deepwater and ultra-deepwater provinces in Knshna-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 Qil & Gas E&P, Comnpany, 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 altermate energy sources.

Contd ..



Company 13 committed 10 sourcing equiry Oil & Gas through its wholly -owned ::ub;\‘idiary
ONGC Videsh Ltd. (OV'L). which is being seen as the growth vehicle of the ONGC Group.
Currently OVL has 38 il and Gas projects in 18 countries and is one of the biggest Indian
multinational with overseas investments of around 3 billien dollars.

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

Value-multiplier projects in seciors like, Refining, Petrochemicals, LNG. SEZs, Power.
have huge potential towards inclusive and integrated growth for company. All these
projects are in time and will be on stream soon, bringing additicnal revenue. Company.
afier detailed feasibility xtudies. 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 commitiee
meetings for rapid generation of creative ideas. Suppose that ap 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 (¢.g., on a large
sheet of paper) - even those that at first may seem strange or impractical. All ideas
are acceptable, and nobody is allowed to cnticize 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 and Threats (SWOT): In relation 1o 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 umtil your problem tree is complete and logical. The

problem tree directs your attenticn to fundamental, deep-rooted explanations.

Logical Framework: The logical framework encourages planners to specify
cause-and-effect relationships, and to explicitly state all assumptions. At the top of -
the framework 1s 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

intemnal logic of planning must be sound, and your assnmptions must be valid.
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o [Force-field Analysis: Most goals are characterized by restraining forces that hold
vou back. and driving forces that push vou terward. In force-field analysis, you
identify these forces, and you assess vour degree of influence to control them. 11
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 exient of your control
over them. You concentrate your actions on the high-rated forces.

® Comparison Matrix: Frequently, you need to rank several oplions in a systematic
way to arrive al a single choice. The comparison matrix docs 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, Cand Z are rated superior 1o the other options.

® Role Playing: You wanlt members of your planning team 10 inferpret problems
and feel emotions in the same way as your aclual interest groups. The use of role
playing can be surprisingly effective for this. You assign different team members
to "acl” as if they are personalities among your inlerest 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 MEANING OF DECISION-MAKING

Decision-making is ihe 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 enlerprise.

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

Example: A manager has tc decide:

# what are the Jong-term 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 peopie to peak performance, which leadership style should be
used, how to integrate effort and resolve conflicts (leading);

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

Decision-making is a central and important parl of the process of managing. Managers
e essentially decision makers. Almost everything, managers do involves decision-
. iaking.

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

Example: In a labour-surplus, capital-hungry couniry 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 Bamard is correct when he defines decision-making largely as a
technique for narrowing choices among the several available alternatives. Definitions
»y some other management thinkers also emphasise on choosing between available
.iternatives to achieve the desired resuits.



Let us now observe some of these detinitions to undersiand the concept of decision-
making. These are given as under:

According to Haynes and Masse, “A decision is a course of action which is
consciously chosen for achieving a desired result.”

According to Ray A. Kilhan, “A decision in its simplest form 1s a selection of
aliernatives.”

According to Trewanha & Newport, ~“Decision-making involves the seleclion of a
course of action {rom among (wo or more possible altemmatives in order 10 amive at a
solution for a given problem.”

According to Mary Cushing Niles, “Decision-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 10 be chosen and some way of
measunng the value or payo{l 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,

Exampfe: A manager while hiring people may use dillerent alternatives like merit
rating, eic., and may also pick up candidates recommended by an influential party, 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 {or the organisalion the
manager uses a decision-making process which involves choosing from among two or
more alternative courses of action. It is aimed at a solution for a given problem. It 1s a
continuous process followed in all types of organisations. It 1s also different from
problem solving. The manager in hiring workforce enjoys freedom of choice in
choosing between different allemnatives available.

3.10.2 Decision-making and Problem Solving

Problem solving is the process by which an individual or group attempls to make
positive progress on a particular task, whereas decision-making is an activity that
lakes 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: Deline the problein;

Step 2: Generale alternatives;
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Step 3: Evaluale and select an altemative and
Step 4: Implement and follow up.

Step one 1s about finding root causes. Siep two i1s about suspending judgiment in order
to develop many viable possibilities. Step three is about evaluating options relative 1o
the problem definition and the standards to be achieved. Step four is about getting
value from the selection through proper introduction of the solution into the
workplace.

The point is that when there 1s 1ume and when the problem is particularly imporiant. a
more systematic approach to thinking through problem solving 1ends 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 lo
the next part such as Pareto charts. matrices, decision trees, various types of staiistical
analysis, elc.

3.11 TYPES OF DECISIONS

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

Basic and Routine Decisions

Basie 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 concermed 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 pelicy 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 in
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:

I. A personal decision to purchase a Maruti rather than an Ambassador indirectly
helps one {irm 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 film 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 [urthering the interests of the organisation. Results of
their decisions are open for public view (subordinaies, stockholders. customers,
general public, etc.) and such results are generally ineasured in terms of the firm’s
earnings, welfare of the employees and the econemic health of the community.



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

In order to survive and progress, managers are forced 10 make professional decisions,
as well as the decisions that are based on rationality, judgement and experience.

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

Programmed and Non-programmed Decisions

Programmmed Decisions: A programmed decision is a routine and repetitive decision.
Rules and policies are eslablished well mm advance to solve recurring problems
quickly. These decisions are usually made by lower level personnel in organisations in
which the market and technology are relatively stable, and many routine, hghly
structured problems must be solved.

Examples:

1. In banks and insurance companies, the market and technology are relatively stable
and usually routine problems confront operating personne).

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

Non-programmed Decisions: Non-programmed decisions deal with unique/unusual
proeblems. The decision maker has to make a decision, 1n a poorly structured situation—
one in which there are no pre-existing, cut-and-dned solutions. These decisions often
mvolve broad, long-range consequences for the organisation; they are made by higher-
level personnel only.

Nen-programmed decisions are quite common in research and development firms
where situations are poorly structured 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 mosi cnitical process
in any orpanisation. 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. Majonty of corporate decisions involve some level
of dissatisfaction or conflict with another party. Following are the important steps of
the decision-making process. Each step may be supported by different tools and
techniques.
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Decision-making process which 13 shown in Figure 3.3 is as {ollows:
Step 1: Identification of the Purpose of the Decision

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

*  What exactly is the problem?

¢ Why the problem should be solved?

*  Who are the affected parties of the problem?

»  Docs the problem have a deadlinc or a specific time-ling?
Step 2: Information Gathering

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

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

Step 3: Principles for Judging the Alternatives

In this step, the baseline criteria for judging the alternatives should be set up. When it
comes to defining the criteria. organisational goals as well as the corporate culture
siould be taken mto consideration.
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Figure 3.3: Decision-making Process



Example: As an example. profit 1s one of 1the main concemns in every decision-making
process. Companies usuallv do not make decisions thatl reduce profits. unless it 1s an
exceplional case. likewise, baseline principles should be identified relaied to the
problem in hand,

Step 4: Brainstorm and Analyse the Different Choices

For this step, brainstorming to list down all the 1deas 1s the best option. Before the 1dea
generation step, it 1s vital 10 understand the causes of the problem and prioritisation of
causes.

For this, you can make usc of Cause-and-Effect diagrams and Pareto Chart tool.
Cause-and-Effect diagram helps you to wdentify all possible causes of the problem and
Pareto chart helps you to prioritise and identify the causes with highest effect.

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

Step 5: Evaluation of Alternatives

Use your judgement principles and decision-making criteia o evaluate each
alternative. In this step, expertence 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 1 to Step 5, this step 1s 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 aliemative.

Step 7: Execute the Decision

Convert your decision into a plan or a sequence 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 leamn
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 shouid
always weigh the posilive 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 accepling its consequences is the only way 1o stay in
control of your corporate life and time.

3.13 DECISION-MAKING TOOLS

Managers use a number of Lools that relate more specifically to decision-making than
lo planning. Two commonly used decision-making tools are payofl 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 lree is one of such techniques, where the number of {uture chance
events which may affect a decision. Inv a decision tree, a set of values is arrived al for
predicled outcomes of each possible decision. The highest value indicates the course
most likely to produce the greatest retum.
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The tree 1s usually horizontal and the base of the wree is the present decision point
(shown as a square): 1t is here that the alternative courses of action present themselves.
Branches begin at the [irsi chance event {(shown as circles); each chance event produces
wo or more possible eftects, some of which may lcad to other chance evenls and
subsequent decision points.

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

Example: Let us look at the following tllustralive decision tree:

o

[0.7x3=22.1m|

103x2=206m| (27M

‘i
2,

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 of a product? -

Supposing national distribution is considered and research has shown that if there 1s a
large national demand it will be T 5 mtllion and the probabitlity of this is 70 per cent
(i.€., 0.7). There is a 30 per cent chance demand will be limited; this may realise T 1.5
million.

Further suppose the regional distribution is considered and national demand is large,
the firm could realise T 3 million. The regional distribution is considered, if national
demand is limited — firm could realise T 2 million.

The resull can be shown in decision tree. A decision to expand national distribution
may give the highest results.

Other quaniiative techniques which are becoming popular with managers are linear
programming, queuing theory, game theory, probability theory, etc.

It may be cbserved that quantitative techniques of decision-making by themselves can
do nothing. Their contribution will ultimately depend upon 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 payotl matrix requires
that several alternatives be available, that several different events could occur, and that



the consequences depend on which alternative is selecied and on which event or set of
events OCcurs.

An umportant concept in understanding the payoff mairix 1s probability.

A probability is the likelihood, expressed as a percentage, that a particular event will
or will not occur.

Examplie: 1f we believe that a particular event will occur seventy-five times out of one
hundred. we can say that the probability of its occurring 1s 75 per cent, or .75.

Probabilities range in value from 0 {no chance of occurrence} to 1.00 {certain
occurrence—also referred to as 100 per cent). In the business world, there are few
probabilities of either O or 1.00. Most probabilities that managers use are based on
subjective judgment, intuition and historical data.

The expected value of an aliemative course of action 1s the sum of all possible values
of outcomes from that action multiplied by their respective probabilities.

Example: A venture capilalist is considering investing in 2 new company. If he
believes there 1s a .40 probability of making ¥ 100,000, a .30 probability of making
T 30,000, and a .30 probability of losing ¥ 20,000. the expected value (EV) of this
alternative is

EV = .40(100,000) + ,30(30,000) + .30{— 20,000)

EV = 40,000 + 9,000 - 6,000

Ev =T 43,000
Other potential uses for payoff matrices include determining optimal crder 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:

1. 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 Jess-
expensive car may take less time to pay off, some clients may want more
luxurious models. To decide which cars 10 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 con the information gathered, a manager can then rank altemmatives based on
the cost of each car. A higher-priced car may be more appropriaie because of its
longer life and customer rental demand, The strategy, of course, is for the manager
to choose the altemative that has the quickest payback of the initial cost.

2. Quecuing Theory: It is a technique of balancing the cost of lost sales against the
cost of additional facilities. It i1s based on the assumption that delays are costly.
Thus, it is a quantitative technique useful for determiming the optimum number of
service facilities.

Example: Customers waiting for service at a sales counter, ptane waiting to land at
an airporl, machines waiting to be repaired, workers waiting for parts and finished
products waiting 1o be inspected problems can be solved through this technique.
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Linear Programniing: 1.incar programming i1s very imporlant in vatious fields of
life espectally 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 unils which can
maximise the profits of the company.

Example: Issues like costs and prices which company incurs tools like linear
programming can help the managers in decision-making progress.

Game Theorp: 1t 1s also a useful tool which is useful in the solution of business
problems invelving competitive situations. 1t provides a basis {or detenmining
under certain specitic conditions, the strategy that will result in maximum gam (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 cxactly
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, withoul
knowing what the others have decided. Assuming that tumover incrcascs when
prices are dropped. various strategic combinations result in gains or losses tor
some of the retailers. but it one retailer pains customers, other must lose thein. So
here the retailers need to conceal their intentions from each other.

L

Probability Theory: It is also an important statistical device .. Lol o aoed Sy
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 dealer 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 aboul the demand pattern, yet he must decide in advance how many units to
stock.

Simulation: Simulation is a systematic trial and emor procedure tor solving
complex problems. In business, there are many problems which are so complex
and dynamic that they cannot be solved with the help of mathematical analysis. It
1§ a technique to simulate the probable ouicomes before taking action.

Example: Inventory control and development of a new product line are areas
where simulation technigue works well.

Monte Carlo Method: Monte Carlo simulations are used to predict a range of
different outcomes from a given set of decisions. The decisions are held constant,
but the outcomes are allowed te vary depending on changes in some key
influence, such as sales volume, interest rales, market volatility, and so on. It can
be used in decision-making to provide potential solutions to complex problems.

Example: The owner of a rolling hot dog stand eams an average of T 75 i profil
per day. He sells hot dogs for ¥ 3 each, and expecls daily sales to vary belween
100 and 200 hot dogs. All hot dogs that do not sell spoil and are a total loss, and
he puts 200 hot dogs in his stand each moming just in case he has a big day.

Using Monte Carlo analysis 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 test 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 randoin 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
175 hot dogs, despite the fact that he will run out of hot dogs on somc days.
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Planming and Decision-making

The success of any organisation depends on managers' abilities 1o make effective
decisions. An effective decision is a imely decision that meets a desired objective and
15 acceptable to those individuals affected by it.

The models of decision-making are:

1. Rational Economic Model

2. Bounded Rationality Model or Satsficing Model
Optimising Decision-making Model

Garbage Can Model

Implicit Favourite Model

Intuitive Model

Lad

A

Let us now discuss these models one by one.

. Rational Economic Model: Rationalily refers 1o a logical, step-by-siep approach
10 decision-making, with a thorough analysis of altematives and their cones-
guences. The term "rationality” implies a consistent and value-maximising choice
with cedain 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 10 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 imporiant assumplions:

(a) The outcome will be completely rational.

(b} The decision maker has a consistent system of prelerences, which 1s used to
choose the best alternative,

(¢} 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) H is impossible to state the problem accurately.
(b) The decision maker is not fully aware of the problems.

{c) It is too simplistic io assmme that the decision maker has perfect knowledge
regarding all altermatives, the probabilities of their occurrence, and their
conseguences.

{d) Limited ime and resources.

The rational model is thus an ideal that managers stnive for in making decisions, It
captures the way 2 decision should be made but does not reflect the reality of
managerial decision-making.

[

Bounded Rationality and Satisficing Model: Recognising the deficiencies of the
rational model, Herbert Simon suggested that there are limits upon how rational a
decision maker can actvally be.






Hovw does Bounded Rationalin: work for the Tuvpical hulividuatl?

Once the problem is ideniified, the search for criteria and aiternatives begins. But
the list of criteria i1s likely to be far from exhauvstive. The decision maker wiil
identify a limited list made up of the more conspicuous choices. Once this iimited
set of altemnatives is identified, the decision maker will begin reviewing them.

But the review will not be comprehensive. That is, not alj aliernatives will be
carefully evaluated. The decision maker proceeds 1o review aliernatives only until
he or she identifies an alternative that satisfies — one that is satisfactory and
sufficient. So the satisfier settles for the {irst solution that is "vood enough”, rather
than continuing to search for the optimum, The first aliernative to meet the ‘good
enough’ criterion ends the search.

Bounded rationality assumes that managers satisfice; that 1s, they select the first
alternative that is "good enough”, because the costs of optimising in terms of time
and effort are too great. Further, 1the theory assumes that 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 Sumon, 1t 15 often toe
mefficient or too costly 10 make optimal decisions in organisations.

Example: While selecting a new employee, the organisation can just hire the [irst
applicant who meets all the minimum requirements instead of wasting tine and
effort looking for an ideal personality.

According to Hitt, Middlemist and Mathis, satisficing can occur for various
reasons: '

(a) Time pres'su.re.

{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 contmuing to search for the better decision. In other words,
satisficing, by recognising the internal as well as extermal }imitations under which
decision makers operate, provides a flexible approach where objectives can be
achieved more easily. :

Information External Factors T_in_w and Cost
Processing Limits (Internal)
Abilities N /
Oreanisational DECISION Personal
ganisationa en—— Faciors
Objectives - MAKER

I

Satisficing
Decisions

Figure 3.5: Factors Leading to Bounded Rationality and Satisficing Decisions
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Evaluarion: Does the bounded raiionality model more rcalistically portray the
managerial decision process? Research indicates that it does. One of the reasons
that managers face limits to their rationality 1s because they must make decisions
under risk and tine pressure.

The situation they hnd themselves in is highly uncertain and the probability of
success is nol known. The mode! also highlights the importance of looking into
the behavicural aspects in the decision-making process. This knowlcdge cerlainly
helps in understanding how and why managerial decisions have been nade,

Optimising Decision-making Model: While inaking a decision under this moedel,
an individual should follow the following six steps:

Ist Step — Axcertain the need for a Decision: The first step requires recognition
that a dectsion 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 stale and the
actual conditions and the decision maker recognise this.

2nd Step ~ Identifv the Decision Criteria: Once an individual has detenmined the
need for a decision, the criteria that will be important in making 1he decision must
be identified. The second step is important because it identilies only those criteria
the decision maker considers relevant. If a crterion is omitted from this list, we
treat 1t as irrelevant 1o the decision maker.

3rd Step — Ailocate Weights to the Criteria: The criteria listed 1n the previous step
are not all equally importan. It 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 inportant criteria a number — say 10 — and then assign weights to the rest of
the criteria against this standard.

dth Step — Develop the Alternatives: This step requires the decision maker to list
all the viable alternatives that could possibly succeed in resolving the problen:. No
attempl is made in this step lo appraise the aliernatives, only to list them.

Sth Step — Evaluate the Alternatives: Once the aliematives have been identified,
the decision maker must critically evaluate each one. The strengths and weakness
of each alternative will becorne evident when they are commpared against the
criteria and weights established in Steps 2 and 3.

6th Step — Select the Best Aliernative: The final step in the optimising decision
model is the selection of the best altemative from among those enumerated and
evaluated. Since best is defined in terms of highest total score, the selection is
quite simpje. The decision maker merely chooses the alternalive that generated the
larpest 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:

(2) The optimising mode assumes there is no conflict over the goal.

{b) It is assumed the decision maker can identify all the relevant criteria and can
list all viable altematives.

{c) Under the optimising mode], the criteria and alternatives can be assigned
numerical values and ranked in a preferential order.

(d) 1t is assumed that the specific decision criteria are constant and the weights
assigned 10 them are stable over time.

(&) Under the optimising model, the decision maker will choose the alternative
that rates highest



Predictions from the Optimising Model

From the aboyve mentioned assumptions, we would predict that the individual
decision maker would:

{a) Have a clear-cut and specific goal.

(b) Have a fully comprehensive set of critena that determine the relevant faclors
in the decision.

{c) Precisely rank the criteria, which will be stable over timec.
(d) Select the alternative that scores highest after all options have been evaluated.

Garbage Can Medel: 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 oppertunities are fleoating around randomly. I
the four factors happen to connect, a decision 1s made. The quality of the decision
depends on timing. The right participants must find 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 step-by-step, systernatic fashion. Especially under conditions of
high uncertainty, the decision process may be chaotic. Some decisions appear to
happen out of sheer fuck.

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 decision 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 evaluate the strengths and
weaknesses of the various altematives until after having made their final choice.

Inmeitive Model: Jnluitive decision-making is an unconscious process 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 or sixth sense.

Intuitive decision-making, has recentlly come outl of the closet and into some
respectability. Experts no longer automatically assurne that using intuition (o
make decisions is urational 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 10 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.

(¢) When facts don't clearly point the way Lo go.

{(f) When analytical data are of little use.
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(g) When there are several plausible alternat