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CHAPTER 

1 
MANAGEMENT SYSTEMS AND PROCESS 

LEARNING OBJECTIVES 

I. Definition of Management 

2. Nature of Management 

3. Management - A science and an Art 

4. Management - An Emerging Profession 

5. Management vs Administration 

6 . Functions of Management 

7. Significant.:e of Management 

Introduction 

Management is applicable everywhere and has become the key to success in the 
modem world. Every organization requires making of decisions, coordination of 
activities , handling of people and control of operation directed towards its objectives. 
Numerous activities have their specific types of management problems and are 
discussed under such headings as farm management, management of health dt:livery 
systems, school management, public enterprise management, marketing management, 
production or operations management and others. All have certain elements in 
common. This book summarizes some of the essential concepts and technjques of 
management that are fundamental to various applications. 

Change is an important feature of modem organizations which are managed as open 
systems. Significant changes take place frequently in the economic, technological, 
political and social enviro.nmeot of modem organizations. In order to keep pace with 
these changes, every organization requires infonnation from the external environment 
and ensure healthy organization-environment interface. Certain recent changes such 
as revolution in information technology, liberalization of economy, trend towards 
globalization of economy, growth of multinational corporations, etc., have altered 
the relative opporrunjties for managers. To achieve success in managing, a manager 
must have a thorough know ledge of management concepts, principles and techniques 
and possess skills to deal with the environmental forces effectively. 

Definition of Management 

It is very difficult to give a precise meaning of the term 'Management'. In the 
management literature, we find a large number of definitions of management given 
by different authors. However, the different viewpoints may be classified into the 
following categories, namely: 

(i) Management as an art of getting things done. 

(ii) Management as a process. 
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(iii) Management as a group of managers. 

(iv) Management a a di cipline 

Management as an Art of Getting Things Done 

Mary Parker Follect defined management as "the art of getting things done through 
others". This definition emphasizes that the managers achieve organizational 
objectives by getting work done through the workers . It represents the traditional 
view of management under which workers are treated as a factor of production only. 
This definition is incomplete in the present context. It deficiencies are as follows: 

( 1) This definition is vague as it does not identify the functions which a manager 
has to perform to get results from others. 

(2) It gives the impr ssion of the manipulative charac ter of the practice of 
management. 

(3) The employees ar merely treated as means for getting results. In other words, 
their position is like cog in the wheel. This definition ignores the needs of the 
workers and does not offer them human treatments. 

The concept of getting things done through others further depicts that management is 
a sort of 'one-way' traffic. The workers are supposed to do whatever they are told 
and they have no say in the organization. Such a view cannot be accepted, particularly 
when the employees are educated and have faith in democracy. Therefore, the 
employees should not b treated as mere commodity or means to achieve certain 
ends. Their needs and aspirations should be given prop r consideration. They must 
be satisfied to ensure their maximum contribution for the realization of organizational 
objectives. 

Thus, management is certainly more than just getting thing done through others. It 
may be viewed as a technique of getting things done through others by satisfying 
their needs and providing them opportunities for growth and advancement. It is 
appropri~_!t; to quote Har Id Koontz who defined management as "the art of getting 
things done through and with people in formally organized groups. It is the art of 
creating an environment in which people can perform a individuals and yet cooperate 
towards attainment of group goals". Further, managing inv Ives certain functions 
such as planning, organization, staffing; leading and controlling. 

Management as a Process 

According to McFarland, ''Management is that process by which managers create, 
direct, maintain and operate purposive organizations through ystematic, coordinated 
and cooperative human effort". This definition gives us an idea about what the 
managers do, though it does not lay down the exact nomenciatures of the various 
functions of management. 

Henri Fayol viewed management as a process consisting of five functions which 
every manager performs. "To manage is to forecast and plan, to organise, to command, 
to coordinate, and to ontrol". However, modern authors do not view coordination as 
a separate function of management. They consider it as the essence of managing. 

The process of management involves the determination of objectives and putting 
them into action. In the words of George R. Terry, "Management is a distinct process 
consisting of activities f planning, organizing, actuating and controlling, performed 
to determine and accomplish stated objectives with th use of human beings and 
other resources". This definition clearly identifies fou r functions of management. 



But modern trend i to classify managerial function~ into five categories , 
viz., (i) planning, (ii) organizing, (iii) staffing, (iv) directing (actuation or leading) 
and (v) controlling. As shown in Figure!, the six Ms, i. ., men and women (human 
resources), materials, machines, methods, money (capital) and markets are utilized 
by the management to produce the goods and services desired by the society. 

The elements or functions of management are stated as follows: 

(i) Planning: It means determining the objectives of the unit or activity. It also 
involves deciding in advance as to what is to be done, how and when. 

(ii) Organizing: It refers to identification of activities to be carried out, grouping 
of similar activities and creation of departments. Organization also leads to 
creation of authority and responsibility relationships throughout the enterprise. 

(iii) Staffing: It involves manpower planning, employment of personnel and their 
training, appraisal, remuneration, etc. 

(i'v) Directing: It is a very broad function concerned with the interpersonal relations. 
It includes communication with subordinates, providing them leadership and 
also motivating them. 

(v) Controlling: It refers to comparing the actual performance with the plans or 
standards. Corrective steps are taken when the actual performance is not up to 
the mark. 

Inputs 
(The Six Ms) 

Men and Women 

Materials 
Machines 

Methods 
Money 

Markets 

I . 

I 

Management Functions 
(The Process of Management) 

Objectivies 
----- (End Results) 

Planning I I Directing I 

"'~'7 '✓ • Goods and 

) services 
_,...:,,,. /"',,. ., desired 

Staffing 
by the 

I customers 

Organising I I Controlling I 

Figure 1: The management process 

Why is Management called a Process 

Management is called a process because it comprises a series of functions that lead 
to the achievement of certain objectives. As shown in Figure 2, it is a continuous 
process consisting of planning, organizing, staffing, directing and controlling. When a 

Figure 2: Management as a continuous process 
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manager reaches the last spent. viz., control, his job does not end here. He will again 
start with planning on the basis of his observations and experience and his projection 
about the future. One can't say that a manager will organise only when the job of 
planning is over or will direct only when the stage of organizing is complete. In practice, 
a manager has to perform these functions simultaneously to achieve the desired 
objectives. Thus, management is a never-ending process. 

As a process, management has two broad features: 

(i) Management as a Continuous Process: It does not stop anywhere. When a 
manager reaches the fast step, viz., control, his job does not end here. Actua11y, 
be will again start with planning on the basis of his past observations and 
experience alongwitb his projection about the future. 

(ii) The Functions of Management are Interdependent and Interrelated: There 
is an interaction between the functions as sbowo by dotted arrows in Figure 2. 
Moreover, in actual practice, there is no rigid sequence of the functions of 
management. Every manager has to perform these functions simultaneously to 
achieve the objectives of his unit. 

Management as a Group of Managers 

The term 'management' is frequently used to denote a group of managerial personnel. 
When one says that 'management of this company is very efficient', it is implied that 
the persons who are looking after the affairs of the company are very efficient. Thus, 
management is the body or group of people which performs certain managerial 
functions for the accomplishment of predetermined goals. These people are 
individually known as 'managers'. 

A manager is a person who performs the managerial functions of planning, organizing, 
staffing, directing, and controlling. Since a manager performs the managerial functions, 
he is a member of the management. Used i,n this sense, management may be termed 
as the group of managerial personnel. But in practice, the term 'management' is used 
to denote tt.e top management of the organization. It is the top management which is 
concerned with goal determination, strategic planning, policy formulation and overall 
control of the organization. 

Management as a Discipline 

Management has been widely recognized as a discipline or field of study. 1t is taught 
as a specialized branch of knowledge in educational institutfons. As a field of study, 
the subject includes management concepts, principles, techniques and skills. 
Management is a multi-disciplinary discipline. It has drawn heavily from 
Anthropology, Psychology, Sociology, etc. After obtaining a diploma or degree in 
management, a person can try for a managerial job. 

Management is both an art and a science. The knowledge, skills, techniques and 
principles which managers use in managing are broadly referred to as the 'fields of 
management'. It is regarded as an art because the perfonnance of managerial functions 
requires certain skills which are a personal possession. Management is recognized as 
a science because it has developed certain principles, generalizations and technjques 
which have more or less universal application. That is why, it is taught in universities 
and other institutions as a discipline, As a discipline, it consists of a specific body of 
knowledge which the students of management study. Thus, if one says that he is a 
student. of management, it is obvious that he is studying a particular field of Jeami ng. 



Nature of Management 

Management is a distinct activity having the following salient features or characleristics: 

l. Economic Resource: Management is an important economic resource together 
with land, labour and capirnl. As industrialization grows, the need for managers 
increases. Efficient management is the most critical input in the success of any 
organized group .ic1ivity as it is the force which assembles and integrates other 
factors of produc-llon. namely, labour, capital and materials. Inputs of labour, 
capital ·and matenalr, do not by themselves ensure production, they require the 
catalyst of management lo produce goods and services required by the society. 
Thus, managemem is an essential ingredient of an organization. 

2. Goal Oriented: Management is a purposeful activity. l1 coordinates the e(forts 
of workers to achieve the goals of the organization, The success of management 
is measured by the extent to which the organizational goals are achieved. It is 
imperative that the organizational goals must be well defined and properly 
understood by the managers at various levels. 

3. Distinct Process: Manageme nt is a distinct process consisting of such functio ns 
as planning, organizing, s taffing, directing, and controlling. These functio ns 
are so interwoven th:it it is not possible to lay down exactly the sequence of 
various functions or the ir relatjve s ignificance. ln essence, the process of 
management involves decision making and putting of decisions into practice. 

4. Integrative Force: The essence of management is inlegration of human and 
other resources LO aclneve the desired o~jectives. All these resources are made 
available to those who manage. Managers apply knowledge, experience and 
management principles for getting the results from the workers by the use of 
non-human resource . Managers also seek to barmonize the individua ls goals 
,i ith the organizational goaJs for the smooth working of the organization. 

5. Intangible Force: Management has been called an unseen force. Its presence is 
evidenced by the re~olt of its efforts - orderliness, informed employees, buoyant 
spirit and adequate work output. Thus, feeling of management is result-oriented . 
One may not see with the naked eyes the functioning of management but its 
results are apparently known. People often rem ark of the effectiveness (or 
ineffectiveness) of management on the basis of the end results, although, they 
can 't observe it during operation. 

6. Results through Others: The managers cannot do everything themselves. They 
must have the necessary ability and skills to get work ac.complished through the 
efforts of others. They must motivate the subordinates for the accomplishment 
of the tasks assigned to them. 

7 _ A Science and an Art: Manageme nt has an orgamzed body of knowledge 
consisting of well defined concepts, principles and techniques which have wide 
applications. So it L<. treated as a science. The application of these concepts, 
principles and techniques requires specialized knowledge and skills on the part 
of the manager. Since the skill s acquired by a manager are his personal 
possession, managemenL is viewed as an art. 

8. System of Authority: Management as a team of managers represents a system 
of authority 0r a hierarohy 0f command and control. Managers at different levels 
possess varying degrees of authority which gets gradually reduced as you go 
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9. Multidisciplinary Subject: Management has grown as a field of study (i.e., 
discipline) taking lhe help of so many other disciplines such as Engineering, 
Anthropology, Sociology and Psychology. Much of the management literature 
is the result of tJ1e association of these disciplines For instance, productivity 
orientation drew its inspiration from Industrial Engineering and human relations 
orientation from Psychology. Similarly, Sociology and Operations Research 
have also contributed to the development of management science. 

I 0. Universal ApplicaJion: Management is universal in character. The principles 
and techniques of management are equally applicnble in the fields of business, 
education, military, government and hospital. Henri Fayol suggested that 
principles are working guidelines which are flexible and capable of adaptation 
by every organizarfon where the efforts of human beings are to be c.:oordinated. 

Management - A science and an Art 

Management has come to be recognized as a science recently. Prior to this. the 
knowledge of the practices of management was not sy~tematically organized and 
experience was the only way to acquire the skills of managing. But now management 
has been given the shape of an organjzed body of knowledge by the management 
practitioners and schoJars. This organized body of knowledge has its own distinct 
boundaries and fields of activity. Its study helps in gainmg a rational approach to the 
development of means tor accomplishing certain goals . That is why, management is 
called a science. 

As a Science 

Science is a systematit:nl1y organized body of knowledge based on proper findings 
and exact principles and is capable of verification. Jt i~ a reservoir of fundamental 
truths and it:s findings apply safely in all the situations. The generalizations are made 
on the basis of empincal studies and so they may be applicable in future also. Any 
subject which is scientifically developed and consists a subjecr should have the following 
characteristics: 

(i) lt should have a systematized body of knowledge including concepts, principles 
and theories. 

( ii) lt should have a method of scientific enquiry. 

(iii) lt should estabJish cause and effect relationships. 

(iv) Its principles should be verifiable. 

(v) lt should ensure predictable results. 

(vi) It should have universal application. 

It can' t be denied that management has a systematized hody of knowledge pertaining 
to its field. But management is not as exact a science as odler physical science like 
Astronomy, Physics. Chemistry, Biology. etc., are. The main reason fo r the inexactness 
of science of mao,\gement is that it deals with the people and it is very difficult to 
predict tl)eir behaviour accurately. Since it is a social process, it falls in the area of 
"Social Sciences". Management is a universal phenomenon, but its theories and 
principles may produce different results in different !.iluations. Management is a 



behavioural science. Its principles and theories are situation bound because of which 
their applicability does not necessarily lead to the same results every time. That is 
why, Earnest Dale has called management a ' soft' science. 

As an Art 

Art is the bringing about a desired result through the application of skills. It is 
concerned with the application of knowledge and skill s. If a science is learnt, an art is 
practised. Stated differently, science is to seek knowledge and art is to apply 
knowledge. Thus, an art has the following features: 

(i ) It denotes personal kills in a particular field of human activity. 

(ii) It signifies practical knowledge. 

(iii ) It helps in achieving concrete results . 

(iv) It is creative in nature. 

Every manager has Lo apply certain knowledge and skills while dealing with the 
people to achieve the desired results . Management is one f th most creative arts as 
it requires a vast kn wledge and certain innovating, initiating, implementing and 
integrating skills in relation to goals, resources, technique and results . Welding and 
moulding the behaviour of people at work towards achievement of certain goals in a 
changing environment · an art of the highest order. As an art, management calls for 
a corpus of abilities, skills and judgement and a continuous practice of management 
concepts and principl . 

A manager is an artist because he applies the knowledge gained from the study of 
science of management for managing human and other r urces. A person cannot 
be called a manager if he does not have the skills to apply the knowledge of 
management. Thus, managing does involve the use of know-how and skills for the 
achievement of concrete results. Like any art, management is creative in the sense 
that managers create n w ncepts and practices for further improvement. The creative 
managers make thing happen. 

From the above discussi n, we can say that management is both a science and an art. 
It is considered a science because it has an organized b dy of knowledge which 
contains certain universal truths. It is also called an art because managing requires 
certain skills which are the personal possession of the managers. 

Science provides the kn wledge about certain things and art teaches to do certain 
things by the application of knowledge and skills. For instance, a medical doctor 
acquires the knowledge in chemistry, biology and anatomy, but the knowledge does 
not make him a good physician. He has to apply his knowledge intelligently. His skill 
in perceiving how and when to use his knowledge is very important to make him a 
good physician. Similarly, manager to be successful must acquire the knowledge of 
science of management and also learn to apply this knowledge. A manager should be 
an applied scientist. He should possess not only specialized knowledge of management, 
but also the skill to put his knowledge into practice. Just as a doctor uses his knowledge 
to cure his patients, a m nager should use his knowledge to solve the problems in 
managing men, material , machines, methods and money. 

It has been aptly remarked that management is the oldest of arts and youngest of 
sciences. Management is as old as the civilization. But its emergence as a scientific 
field of enquiry is comparatively new. 

Management Systems and Process 
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Management - An Emerging Profession 

The professionals enjoy high status in every society. Individual desire to join a profession 
like medicine, chartered accountant, engineering and law. There has been a growing 
trend towards professionalisation of management, primarily, because of the desire of 
business leaders for social status and recognition. 

A profession may be defined as an occupation backed by specialized knowledge and 
training, whose code of conduct is regulated by a profe . ional body and which is 
duly recognized by the s ciety. The basic requirements of a profession are as follows : 

1. Knowledge: A sub tantial and expanding body of kn wledge and information 
in the concerned field. 

2. Competent Application: Skilled and judicious utilization of knowledge in the 
solution of complex and important problems. This requires education and training 
in the specified field. 

3. Professional Body: Regulation of entry into the profession and conduct of 
members by the representative body. 

4. Self Control: An established code of conduct nforced by the profession's 
membership. 

5. Social Responsibility: Primarily motivated by the 
community. 

ire to serve others and the 

6. Community Approval: Recognition of professional status by the society. 

Does management satisfy the tests of a profession? The application of the above 
tests or criteria to management is examined below: 

(i) Specialized Knowledge: There exists a rapid expanding body of knowledge 
underlying the field of management. Since the beginning of this century, many 
thinkers on management have contributed to the field of management. Now we 
have systematic body of knowledge that can be used for the development of 
managers. Management is widely taught in the univer ities and other educational 
institutions as a discipline. 

(ii) Competent Application-Education and Training: MBAs are generally 
preferred for managerial jobs, though MBA degre i • not necessary to enter 
this profession. Persons with degree in psychology, engineering, etc., can also 
take up managerial jobs. Thus, there are no standard qualifications for managers. 

(iii) Managerial Skills can't be Learnt by Trial and Error Method: To be a 
successful manager, it is essential to acquire management skills ithrough formal 
education and training. Many institutes of management have been functioning 
in India and other countries which offer MBA and other courses in management. 

(iv) Professional Body: For the regulation of any profession, the existence of a 
representative body is a must. For example, the Institute of Chartered 
Accountants of Indfa lays down the standards of education and training for 
those who want to enter the accounting profession. Some organizations such as 
the Indian Management Association and the All Indi a Management Association 
have been set up in India. But none of these have any legal authority to prescribe 
minimum qualifications for taking up managerial post. or to regulate the conduct 



of managers as is the case with the Medical Council of India and Bar Council 
of India. 

(v) Self-Control or Code of Conduct: Every profession must have a code of conduct 
which prescribes norms of professional ethics for its members. But there is no 
universally accepted code of conduct for the practising managers. The All India 
Management Association has prescribed a code for managers, but it has no power 
to take action against any manager who does not follow this code. 

(vi) Social Responsibility: Managers of today recognize their social responsibiLities 
towards customers. workers and other groups. Their actions are influenced by 
social norms and values. That is why, managers enjoy a respectable position in 
the society as h, the case with doctors, chartered accountants, etc. 

(vii) Society's Approval: The managers of modem organizations enjoy respect in 
the society. There is typically a positive correlation between a manager's rank 
and his status in the organization where he is working. This status tends to 
affect the manager's status outside the organizatfon. Thus, cornmunjty approves 
management as a profession. 

It seems presumptuous to classify management as a profession. By all the bench 
marks, the professionalisation of management is still far from complete. lt meets the 
above criteria of a profession only partially as discussed below: 

(i) Though management has a well defined body of knowledge, it is difficult to say 
whether management meets the criterion of competent application. It is not 
obligatory to possess specific qualifications for being appointed as a manager. 
But to practice law one has to be a graduate in the Lawe;. Similar is the position 
with the medical profession. Education and training in management are also 
getting importance day by day in the industrial world. 

(ii) There is no professional body to regulate the educational and training standards 
of the managers. For instance, there is Bar Council of India to regulate the legal 
profession. It is encouraging to note that management associations are growing 
fast throughout the world. It is expected that they wiU be nble to develop oonns 
of behaviour for the pmcticing managers. 

(iti) Management does not satisfy the test of self-controls as there is no central body 
to lay down and enforce professional standards and code of conduce for the 
managers. Thus, it may be concluded that management does nor fulfil all the 
requirements of a profession. Therefore; it can't be fully recognized as a 
profession. However. it i moving in that direction because: 

• The field of management is supported by a well-defined body of knowledge 
that can be taught and learnt. 

• Management of modem organizations requires competent application of 
management principles, techniques and skills. Thus, there is a great need 
of formal edutation and training in management. That is wby, the demand 
for management degrees is increasing rapidly 

• Managers are aware of their social responsibiUties towards various groups 
of the society. In their actions, they are guided by thefr social obligations 
rather than their personal interests. 

Management Systems and Process 
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Student Activity 1 

"Every Manager spends a part of his time in performing administrative 
management functions and the remaining time on operative management 
functions." Support this statement elaborately and state the difference between 
management and administration. 

Professionalisation of Management in India 

There is a strong case for professionalisation of management in India because of the 
following reasons: 

(i) Professionalisation will define the duties and responsibilities of managers 
precisely. This will help in laying down standard of education and training for 
future mangers. 

(ii) Professionalisation would improve the quality of management education and 
training. More talented and dynamic young per on would be attracted to adopt 
management as a career. 

(iii) Professionalisation would help in regulating the conduct of professional 
managers. This w uld strengthen ethical practices by the organizations. 

(iv) Professionalisation of management would improve the status and prestige of 
managers. It would remove the impression that managers are interested only in 
maximising wealth of shareholders. They would be seen as catalyst of change 
in the economy. 

(v) Business environment in future will be more challenging because of 
technological innovations, abrupt· changes in economic policies of the 
government, rise of multinational corporations and increasing consciousness 
on the part of consumers and workers. Only tbe professional managers would 
be able to meet uch challenges. 

Besides the above factors, two more factors have contributed to the move towards 
professionalisation of management in India. First, the growth of private sector has 
been faster than that of the business families controlling about three-fourth of the 
private sector. Secondly, the growth of the public sector has given an honourable 
place to tbe professional managers in the industrial enterprises run by tbe Government. 

It has come to be realized in India that management is a key factor in the development 
of the economy. Social and economic transformation is taking place at a very rapid 
speed. The expectations of the people from tbe busines, have changed and they have 
found the ways to express their expectations. People and their elected representatives 
have made the business enterprises understand their social obligations. No business 
enterprise can perform its social obligations unle • it i managed by professional 
managers. Moreover, management of industrial enterprises has become a very complex 
· ob because of a number of factors including tough competition in the market, growth 
,f trade union movement, increase in literacy level of the worker, and increasing 
articipation of Government in business. All these fac tors have given way to the 

professionalisation of management in our country. 

Formal education and training 1n management is being imparted to the students at 
various universities and institutes. The Institute of Chartered Management Association 
has also been established for the benchmarking of management education and 



development of future managers. The company form of business organization has 
gained popularity. The divorce between management and ownership of companies 
has increased the need for professional managers. Even the owner-managed companies 
and other enterprises employ professional managers because of the specialized 
knowledge required in managing the different areas of bu iness like production, 
finance , personnel, marketing, etc. In short, it can be said that professional status for 
management in India is assured because it will satisfy all the elements of a profession 
in the future. The society has also started recognizing management as a profession. 

It is a pity that management development programmes run by the so called management 
institutes have been very costly. Quite often, advertisements ar inserted in newspapers 
and professional journals inviting the practising managers or executives to participate 
in such programmes. The fee is within the range oft 20,000 to t 50,000 for some 
programmes of four to five days which are conducted in five star hotels. Naturally, 
the participants are drawn from big organizations which pay for the expenses incurred 
by their employees in attending such programmes. It is difficult to say that the 
participants and their organizations are really benefited from the so called Executive 
Development Programmes. The 'five star culture' has ev lved at the cost of the 
shareholders, workers and customers of big business houses in the name of 
professionalisation of management. 

Management vs Administration 

There has been some controversy over the use of the terms 'management', 
'administration' and 'organization'. At the outset, it may be pointed out that -
organization is a narrower term as compared to the management process. The 
organization function of management deals with the di vis ion of work among 
individuals, creation of structure of relationship in terms of authority and responsibility 
and laying down the channels of communication. 

A debate is very often raised as to whether or not there is a difference between 
'management' and 'administration' . Conflicting views by various authors have led 
to some confusion over the use of these terms. American authors like Ordway Tead, 
Shulze, Oliver Sheldon and William Spriegel considered administration as a broader 
activity and management as a narrower activity. But British authors like Bench and 
Kimball and Kimball considered management wider than administration. The latest 
view is that there is no distinction between the two terms. Thu , the debate over the 
use of the terms management and administration has given ri to three viewpoints: 

l. Administration is a higher level function concerned with the determination of 
policies whereas management with the implementation f policies. 

2. Management is a generic term and includes administration. 

3. There is no distriction between management and administration and both the 
terms are used interchangeably. 

l. Administratio11 is a Higher-Level Function: The first viewpoint considers 
administration as a determinative function and management as an executive function. 
William Newman, William R. Spriegel, Oliver Sheldon and Ordway Tead believe 
that administration involves the overall setting of major objectives, determination 
of policies, identifying of general purpose, laying down broad programmes, major 
projects and so forth. Management, according to them, refers essentially to the 
executive function, i.e., the active direction of human efforts with a view to getting 
things done. Thus, it ould be said that administration, by and large, is more 
determinative, whereas management, by and large, is essentially executive. 

Management Systems and Process 
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2. Management is a Generic Term: The second viewpoint regards management 
as a generic term including administration. According to Brech, "Management 
is a social process entailing responsibili ty for tbe effective and economical 
planning and regulation of the operation of an enterprise in fulfillment of a 
given purpose. Administration is that part of management which is concerned 
with the installation and carrying out of the procedures by which the programme 
is laid down and communicated and the progress of activities is regulated and 
checked against plans". Thus, Brech conceived administration as a part of 
management. Kimball and Kimball also subs\.nhed lo this view. According to 
these management scientists, 'management' is put nt the same pedestal at which 
Spriegel, Oliver, Sheldon, Shulze and Ordway Tead ha\'c put ' Administration' . 
Thus, the first and the second viewpoints are exactly opposite Lo one another. 

3. Management and Administration are Synonymous Terms: The modern 
viewpoint is that there is no distinction between !he terms •management' and 
'administration' . Usage also provides no. distinction between these terms. The 
term 'maoagemeot' is used for higher executive functions like determination of 
policies, planning, organizing, directing and controlling in the business circles 
while the term 'administration' is used for the same set of functions in the 
Government circles. So there is no difference between these two terms and they 
are often used interchangeably. 

The distinction between management and administrallon may be of academic interest, 
but in practical life thiti dhtim.:tion seems superfluous. Even if we accept the distinction 
made by Sheldon or Te.ad. il will be very difficult lo demarcate between the so-called 
administrative and managerial func(ions because t11e :-.ame sec of persons perform 
these functions. 

In order to do away with the controversy, we can classify management into (i) 
administrative management, and (ii) operative management. Administrative 
management is primarily concerned with laying down!> policies and determination of 
goals whereas operative management i:s concerned with lhe implementation of the 
policies for the achievement of goals. But both these func1ions, i.e., framing of policies 
and executing th.em, are performed by the same set or group of individuaJs known as 
managers. 

Figure3 shows that every manager spends a part of his time in performing 
administrative manage ment functions and the remaining ti me on operative 
management functions However, the managers who are higher up in the hierarchy 
devote more time on administrative functions. They are known as 'top management' . 
Top management devotes a major portion of its time in determination of objectives 
and laying down of policies. Managers at the lower levels in the hierarchy devote 
comparatively less time on administrati ve functions and they are concerned more 
witb directing, coordinating :in<l control functions of management for the achievement 
of organizatjonal objectives. This approach of viewing the 'management' is more 
practical because we do not need two groups of people to discharge administrative 

Tup Mwiagcmcnl 

Middle Monugement 

Lo11,·c:: \1unagc:mcnt 

Figure 3: Management and administration 



Box 1: Difference between Management and Ad111l 11lstratioo 

Ba.sis Management Administration 

1. Meaning Mnnag11ment means geuing the Admini»Lnn ron i~ concerned with the 
work done through and wi th formulution of objectives, plans and 
utlrer,. policie• of ine orgunisation. 

2. Nature o( Work Manag, mem refers to execution Adrnini~tr·ution rel~tcs 10 dec1ston I 
of deci~ion~. II is a doing function. mnking. It i~ a thinking funcuon. 

J . Occ,sion making Management decides who shall Admini~tmtion determines whnt is to 
i111pkment the administrative be done .ind When it is 10 be done. 
tkt1~1ons. 

4 Status M,magemenl i, relevant at lower Adruin" 1J1Uion refer.- to higher levels 
level\ of manngemenl. of manugcmcnt. 

5 Usage of Term The lrnn ·management' is wid- The ICflTI udmi.nistrntion · is oft~n 
ely u~ d in husines~ organisal- associated \I ith government offices, 
ion~ in the private sector. public ~cctur :md rro11-busines, 

orgunisa11ons. 

and operative management functions. In fact. every manager performs all the 
managerial functions though emphasis is different at vari, •ll~ levels. 

Student Activity 2 

"If you ask a manager what he does, he will most likely tell you that he plans, 
organizes, command, co-ordinates, and controls. Then watch what he does, 
Then re late what you see to these five words" . Explain it elaborately. 

Functions of Management 

Management of a modem business enterprise is a complex process. ft is very difficult 
t0 understand the real nature of this process without studying its various facets. In the 
process of managing. a manager performs various functions for the achievement of 
pre-determined objectives. Many authorities and scholar on management have 
discLtssed the function~ of management. But there is no unamm1ty among them about 
the nomenclatures of the fu11cl.ions of management. 

It was Henri Fayol who gave for the first time a functional dd initioo of management. 
According to him, '"Tl.) manage is to forecast and plan. tO organise, to command, to 
coordinate and to control''. Thus, fayol analyzed the following five functions of 
management: (i) Forecasting and planning, (ii) O rganizing, (iii) Commanding, 
(iv) Coordination, and (v) Control. 

Ralph Davis classified managerial functions into three c:ategories, viz., planning, 
o rganizing and control. He was of the view that command and coordination facilitate 
control and, there fore. should be considered as parts of it. However, some authors 
argue that coordination i'\ not a separate function as it is the essence of management. 

LutherGulik coined the word 'PODSCORB' to describe the functions of management. 
This word is made up of the initials of following functions. namely, (i) planning, (ii) 
organizing, (iii) directmg. (iv) staffing, (v) coordina1jng, (vi) reporting, and (vii) 
budgeting. Thus, we can say that there is no universally accepted c lassification of 
managerial functions.. But al the same time, it is significant to note that though there is 
disagreement over the grouping and classification of management functions, there is 
general agreement that certain functions exist. 
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Joseph Massie prescribed a list of seven functions of management, namely, decision 
making, organizing, staffing, planning, controlling, communicating and directing.GR 
Terry described managerial functions under four heads, which are: planning, organizing, 
actuating, and controlli ng. Koontz and O'Donnell have adopted the fo llowing 
classification: planning. organizing, staffing, directing and control Ii ng. They have further 
said, "In practice, it J not always possible to place aJl managerial activities neatly into 
these categories since the functions tend to coalesce". 

The basic reason for so many classifications of functions of management is that 
different authors discussed them by studying different organizations. Even if we accept 
any one of these classifications, it should be kept in mind that these functions are not 
independent and they frequently overlap each other. However, for the purpose of 
analysis of management process, we can divide the management functions into: 
('I) planning, (2) organizing, (3) staffing, (4) directing and (5) controlling. These 
functions are briefly described below: 

Planning 

"Planning Js a mental process requiring the use of intellc.ctual faculties, foresight and 
sound judgement. It 1s the determination of a course of action to achieve the desired 
result". It is the selecting and relating of facts and the mnlang and using of assumptions 
regarding the future in the visualization and formation of proposed activities believed 
necessary to achieve de')ired results. It involves deciding in advance what to do, 
when to do it, where to do it, bow to do it and who is to do it and how the results arc 
to be evaluated. Thus, planning denotes the systematic thinking about the ways and 
means for the accomplishment of predetennined objectives. Goals or objectives have 
to be clarified first before rn.lcing any other decision, Goals provide the basis for 
looking into the future and for evaluating the performance with the predetermined 
standards. 

Planning bridges the gap between where we are to where we want to be. It is a pre­
requisite to doing anything. Systematic planrung is necessary for any business activity, 
otherwise it wHI be done in a haphazard maoner. Proper planning is a must to ensure 
effective utilization of human and non-Irnman resources to achieve the desired goals. 
It has to be done at uJI levels of management. The process of planning involves the 
following steps: 

(i) determination of goals or objectives of the enterprise 

(it) forecasting of future environment 

(iii) search of alternative courses of action 

(iv) evaluation of various alternatives and formulation uf a plan 

(v) formulation of policies and procedures 

(vi) preparation of schedules, pmgrammes, and budgets. 

Organizing 

Organizing is an important activity by which management brings together the human 
and material resources for the achievement of pre-determined objectives. Organization 
helps in establishing relationships among the members of the enterprise. The 
relationships are created in terms of authority and responsibility. Each member in lhe 
organiz!ltion is assigned a specific responsibility or duty to perfonn and is granted 
the corresponding aud'10rity to perform his duty. 



In the words of Louis A. Allen, "Organization involve identification and grouping 
the activities to b peu rmed and dividing them amon g the individuals and creating 
authority and responsibili ty relationships among them for the accomplishment of 
organizational objectives". Thus, organizing involves the determination of activities 
to be performed, grouping them and assigning them to variou individuals and creating 
a structure of authority and responsibility among the individuals to achieve the 
organizational goal . Organization involves the following teps: 

(i) Identification of activities required for the achievement of objectives and 
implementation of plans. 

(ii) Grouping of ctivities so as to create well defined j bs. 

(iii) Assignment of jobs to employees. 

(iv) Delegation of authori ty to subordinates. 

(v) Establishment of authority-responsibility r lation hips through out the 
organization. 

Staffing 

The staffing functi n of management pertains to recruitment, selection, training, 
development, and appraisal of personnel. There is a controversy whether staffing is a 
function of every manager in the organization as there is a specializing personnel 
department in every organization. Since every manager i oncemed with management 
of human resource ·, he must perform the staffing func tion. rn fact, every manager is 
associated with the employment, training and apprai. al of human resources. The 
personnel department is set up to provide the necessary help to managers in performing 
their staffing or per noel function efficiently. 

Some authors do not view staffing as a separate function of management. They argue 
that it is part of organizing since it involves manning the positions created by organization 
process. It is also viewed by some as a part of direction a staffing activities are closely 
related to leadership, ommunication and motivation. However, in this book, staffing 
has been taken as a di tinct function in view of the need to employ right type of people 
and to train and develop them for the well-being of the orga ·zation. 

Directing 

The term 'directing' or 'd irection' is generally used in every walk of life. It has got a 
wide interpretation these days. It is no more restricted to 'commanding' as viewed by 
Henri Fayol. In the words of Marshall, "Directing involves determining the course, 
giving orders and instructions and providing dynamic lead rship". It relates to those 
activities which deal dir ctly with influencing, guiding, supervising and motivating 
subordinates in their job . Thus, this function does not cease with mere issuance of 
directives. According to G.R. Terry, "Directing means m ving to action and supplying 
stimulative power to group of persons". Thus, directing in olves issuing instructions 
(or communication) to the ubordinates, guiding, motivatin and supervising them. 
These sub-functions of directing are discussed below: 

(a) Communication: Communication is the proces of pas ing information and 
understanding from one person to another. This process is necessary for making 
the subordinat s understand what the management expects from them. A 
manager has always to tell the subordinates what to do, how to do it and when 
to do it. He has to create an understanding in their minds with regard to these 
things. Commun ication is a two-way process. A manager to be successful must 
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(b) Leadership: A manager must perform the function of leadership if he is to 
guide the people effectively for the achievement of l)rganizational objectives. 
Leadership may be defined as the process by which a manager guides and 
influences the behaviour of his subordinates. A manager must possess the 
leadership qualities if he has Lo gel others to fol low him and accept his directions. 
He should also build up confidence and zeal to work nlongwith Lhe subordinates. 

(c) Motivation: A manager can get the desired results Imm the people working in 
the organization th.rough proper stimulation or mouvauon. Motivation means 
inspiring the subordioates with a zeal to do wort.. for the accomplishment of 
organizationaJ objectives. Motivation of subordinates is necessary for getting 
voluntary cooperation of the subordinates. Different people are motivated by 
different types of rewards. The manager should study tht: behaviour of individuals 
working under him to provide them proper inducements. To some financial 
Incentives are important whi_le others are motivated by nonpecuniary incentives 
like job security, job enlargement, freedom to work and recognition by peers 
and management. 

Controllihg 

The function of controlling deals with the measurement and correction of the 
performance of subordimHes against the pre-detenruned standards. E.F.L. Brech 
defined concrol as the process of checking actual performance against the agreed 
standards with a view to ensuring satisfactory performam::e. Fayol viewed control as 
verifying whether everything occurs in conformity with the plans adopted, the 
instructions issued and principles established. Controlling lends to takiog corrective 
action if the results do not conform lo plans. 

The process of control involves the following steps: 

(i) Establishment of Standards: The management must establish standards with 
which the actual performance of the subordinates will be compared. The 
standards of perfonnance should be laid down in unambiguous tem1s and should 
be understood by everyone in the establishment. 

(ii) Measurement of Performance: The actual performance of each unit and 
employee has to be measured in terms of quantity, quality, cost and time. 

(iii) Appraisal of Performance: The establishment of standards has no meaning 
unless they are used in actuaJ practice. The management must provide for 
comparing the actual performance with the pre-e~tablished standards. The 
deviations from the standards should be recorded and brought to the knowledge 
of the management. 

(iv) Taking Corrective Action: When the deviations from the standards are reported 
to the management, it must take corrective action so that such deviations do not 
occur again. While taking corrective steps, management should also consider 
the improvement of plans and standards. 

Significance of Management 

There is no substitute for management in modern organizmions. As remarked by 
Perter F. Drucker. ·'Management is the dynamic. life-giving. element in every business. 
Without it the resources of production remain resourc.:el\ anti Cie\el' bec.:ome pi:uduction". 



An organization may have raw materials, machines, human resources and other factors, 
but these can't produce want satisfying products unless they are efficiently managed. 
Managers act as catalyst to make ·productive use of various resources for the 
accomplishment of or,,anizational objectives. 

Managing is an essential activity in every sphere of organized activity. The efficient 

management of human and physical resources is essentia1 for the achievement of 
objectives of any group. Management pervades virtually every aspect of organized 
life. It is a process of Laking certain decisions and putting them into action. 

Both these activities, i.e. deciding and doing, are very important in every field of life. 
The significance of management will be more clear by going through the following 
points: 

l. Determination of Objectives: The objectives of any organization are detennined 
by the management. They are put into writing and communicated to all employees 
in the organizati n. No organization can succeed in its mission unless its 
objectives are identified and well defined. 

2. Achievement of Objectives: Management is an important force for the 
accomplishment f the objectives of any group. The perfect coordination and 
integration of human and non-human resources i brought about by the 
management or the individuals known as 'managers'. Managers reconcile the 
objectives of the enterprise and those of the individuals comprising it. They 
direct and coordinate the activities of individuals in the use of physical resources . 
for the achievem nt of pre-determined goals . 

Efficient management provides leadership to the business and helps in achieving 
its objectives. Managing is no more restricted to the mere exercise of authority; 
it also involves sci ntific thinking, deciding and thoughtful organization, 
direction and control to ensure better results. 

3. Efficient Use of Resources: The role of professional managers has increased 
these days. They c n ensure the efficient use of various resources and increase 
the productivity of the enterprise. Thus, expert managers can lead the business 
towards growth and prosperity. 

4. Coordinated Human Efforts: Management provides leadership and guidance 
to the workers. It also motivates them with the help of various incentive schemes. 
It reconciles their personal interests with the organizational objectives. This 
leads to better c ordination among the human resources . This will improve the 
productivity of the organization. 

5. Meeting Challenges: Management is the brain of any enterprise. All the policy 
decision are taken by it. Management keeps itself in touch with the current 
environment and supplies foresight to the enterprise. It helps in predicting what 
is going to happen in future which will influence the working of the enterprise. 
It also takes steps to ensure that the enterprise is able to meet the demands of 
changing envi ronment. 

6. Economic Development: According to Peter Drucker, "Management is the 
crncial factor in economic and social development ' The experience of India 
fully illustrates Drucker's viewpoint. Indian economic history prior to her 
independence clearly reveals that there was no lack of human and material 
resources in India, but certainly there was lack of managerial personnel who 
could exploit the material resources with the help of human resources. 
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The development of oouotry is viltually dependent upon lbc quality of management of 
its resonrces. It is onJy efficient management which enables I.he developing nations to 
make better use of matenal and human resources for l.!tonomic development. In fact, 
management is ''the singJe most critical social activity in connection with economic 
progress. Physical, fina.ndlll and manpower resources are by 1hemselves only pas:;ive 
agents; they must be effectively combined and coordinuted Lhrough sound and effective 
management if a country 1s to experience a substantial level of economic growth and 
development. A country can have sizeable natural and rnaJ1power resources including 
plentiful skilled labour antl substantial capital but stiJI be rtllntively poor because very 
few competent managers are available to put these resource~ efficiently together in 
the production and distribution of usefu] goods and i.ervices". [n short, it can be said 
that management is lht? mover and development is a 1.:on. ... eqt1ence. 

Summary 

It is very important to un<lerstand the systems framt!wor~ in which an organization 
operates. ll is very u~eful concept for the understanding of business operations by 
identifying the c:riticul S-llb--systems, their inter-linkages anJ inter-dependence for the 
achievement of common objectives. The basic proce<;ses common to every 
management situation are those of planning, organiLiug, staffing, directing, and 
controlling. All these managerial functions are very important for the success of any 
organization. They all are inter-dependent and inter-related Managers must learn the 
art of using tbesc funct100s to their advantage lo auain the objectives of Lhe 
organization. 

Keywords 
Management: The art of getting things done. 

Planning: Determining Lhe objectives of the unit or aeth ity. 

Organizing: Refers to identification of activities to be carried out. grouping of simjlar 
acLivitie!; ,md creation of departments. 

Stafji,,g: Recruitment, selection, training, development and appraisal of personnel. 

Directing: invo lves de1ermining Lhe course, givin~ orders and instruction and 
providing dynamic leadership. 

Controlli11g: It deals wilh the measurement and corrtccion of the performam:e of 
subordinates again!tl th~ pre-determined standards. 

Process: A series of functions that lead to the acbievc:menl of certain objectives. 

Economic Reso11rc~: Management, land, Jabour and \..ipttal. 

Goal-oriented: f>urposelul accjvity towards achieving tbe goals of the organization. 

Science: A systemalically organized body of knowledge incluiling concepts, principles 
and theories. 

Art: 11 is the bringing about a desired results through lhe application of skills. 

Code of conduct: It p.re:-.cribed the norms of professional ethics for its members. 

Professio11alisalion: l t means defining tbe duties and re~P'1nsi bi! ities of the managers 
to improve the quahty or management education and Lrammg. 

Administration: It is a higher-level function concerned with the determination of 
poUdes. 



Top management: Managers who are higher up in the hierarchy devoti_ng more time 
on administrative functions. 

Review Questions 

I. "Management is getting things done through other people". Is this definition 
adequate for the present day concept of management? Discuss fully. 

2 . "Management is the force which leads, guides and directs an organization in 
the accomplishment of pre-determined objectives" . Discuss and give suitable 
definition of management. 

3. Explain the features that determine the nature of management 

4. There are may definitions of management whkh emphasise one or the other 
important aspect of management. Discuss and give various characteristics of 
management. 

5. " Management i. the effective utilization of human and material resources to 
achieve the enterprise' s objectives". Comment. 

6. ls management a profession? Give arguments for your answer. 

7. Clearly explain the concept and significance of management. Di!<tinguish 
between management and adroinfatration. 

8, Discuss the nature and scope of management. Is management a science or an art 
or both? 

9. ''Management 1s not a profession but is heading towards that direction' '. Do 
you agree with this s tatement? Give reasons in support of your answer. 

10. "Management is the art of getring things done thro ugh people". Comment. 

11. Describe the process of management and explain how it can be used to 
accomplish results in any organization? 

12. Distinguish between management and admfois tration. 

13. Explain the concept of management. Review in bnel the main functions of 
management. 

14. What are the functions of a manager? Is mere knowledge of management enough 
to become a successful manager? 

15. 'To manage is to forecast and plan, to organise, to command, ro coordinate and 
to control'. Discuss the statement. 

16. Name the various fonctions which constitute the process of management and 
discuss each of them briefly. 

17. "All organizations need management". Comment. 

18. Discuss clearly the significance of management from the pOint of view of modem 
business operations. 

19. Answer the following: 

(a) Enumerate the elements of management process. 

(b) Why is management called a science? 

(c) Distinguish between management and admlnistralion. 
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EVOLUTION OF MANAGEMENT 

THOUGHTS 

LEARNING OBJECTIVES 
I. Approaches to Management 

2 Classical Theory 

3. Scientific Management Approach 

4. Managel111!nl Proce11s or Administrative Manageme nt Approach 

5. Bureaucracy 

6. Neo-Clossical T heory 

7. Behavioural Scie nce Approach 

8. Quanlitali\'e Approach 

9. Linear Pmgr<1mming 

10. PERT and CPM 

l J. Game Theory 

n SysLems Approach 

J3. Conlingeocy Approach 

14. Operational Approach 

15. Leading Management Thinkers 

Introducti.on 
The origin of management can be traceJ back to the days when man started living Ln 
groups. One can argue lhat management took lhe form of leadership which was 
essentiaJ to coordinate lbc efforts of the group members Ln order to arrange the 
necessaries of life. Hi~tory reveals thal strong men organi,eJ the masses into groups 
according to their intelligence. physical and mental capabilities. According to Egyptian 
literature of 1300 B.C., the art of management was being practiced in different forms 
by different people. The literature clearly indicates the recognition of the importance 
of organization and administration in the bureaucratic set up. Similar records exist for 
ancie nt China. According to L.S. Hsu, Confucius's parables incl ude practical 
suggestions for pmperpubllc administration and admoniuons to choose honest, unselfish 
and capable public officers. 

]n Greece, the exislence of the Athenian commonwealth. with its councils, courts, 
administrators and boan.l of general indicates the nature of management. Similarly, in 
Rome , the existence of Roman magistrates, with their functional areas of authority 
and degree of importance. indicates a scalar relationship characteristic or organization. 
l t is believed that the secret of the success of the Roman Empire lay in the ability of 
Romans to organise. Through lhe use of the scalar prinoipl~ and the delegation of 
authority, the city of Rome was expanded to an efficient empire. 
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Approaches to Management 

(Schools of Management Thought) 

The growth of modern management techniques began with the industrial revolution in 
England during the 18th and 19th centuries. A series of inventions were made by the 
scientists like Hargreaves. Arkwright, Crompton. Kay nnll Cartwright. The important 
inventions include "Spinning jenny', 'Water frame'. 'Mule' , 'Power loom' and 'Machine 
lathe', which completely revolutionized the commerl:-e and industry. These led to 
production on large scale and jntroduction of division of labour. Soon joint stock 
companies came into being which separated the ownership and management functions. 
There was a great need of persons who could manage big industrial enterprises. 

The above development led to the emergence to different scho9ls of thought of 
management. The divergent directions of managemem I.hough bave caused one 
management writer, Harold Kootz, to call the resulting array "the management theory 
jungle". However, for an easier understanding of the development of management 
thought, we can classify the different schools of management thought as follows: 

I . Classical theory: 

(a) Scientific Management Approach. 

(b) Management Process of Administrative Management Approach. 

(c) Bureaucratic Organization Approach. 

2. Neo-classical or Human Relations Approach. 

3. Behavioural Science Approach. 

4. Quantitative or Management Science Approach. 

5. Systems Approa0h. 

6. Contingency Approach. 

7. Operational Approach. 

Classical and neo-classical approaches constitute the ' traditional schools of management 
thought' aod the other approaches are often termed as 'modem approaches'. These 
approaches are briefly discussed below: 

Classical theory 

The classical theory represents the tradjtionally accepted views about organizatjons. 
In a way, it signifies the be-ginning of the systematic study of organizations. That is 
why, it is said to be Lhe oldest i.,chool of thought about organization and their 
management. The classical theorists concentrated on organization structure for the 
achievement of organizational goals and also developed certajn principles of 
management. Many of the classical concepts and principles hold good even today. 
The classical thought can he studied under three streams, namely, (a.) Scientific 
Manageme-nt, (b) Administrative Management or Management Process, and 
(c) Bureaucracy. 

F.W. Taylor insisted on application of scientific methods to the problem of management. 
His focus was on division of labour, fixing everybody; work for the day and functional 
foremanship. That is why. Taylor's scientific management has been referred to as 
"machine theory''. lt may be noted that scientific management group emphasized 
efficiency of lower levels of organization. lt was Henn Fayal who showed concern 



for efficiency at the higher levels for the artist time. Fayal who s howed concern for 
efficiency at the higller levels for the first time. Fayol gave fourteen principles of 
management which he thought are uojversally applicable. Max Weber introduced 
'bureaucracy' as a form of rational organjzation. It is characterized by division of 
labour, specialization, structure, impersonal relations, competence of personnel, etc. 

Neo-Classical Theory or Human Relations Approach 

The neo-classical write rs tried to remove tJ1e deficiencies of tbe classical school and 
suggested recognition l)f the need of good human relations in the organization. Their 
propositions are based on 'human relations studies' conducted at the Hawthorne Plant 
of General Electricals. l!.S.A. That is why, they are also known as' human rationalists' . 

The human relations approach revealed tJie importance of social and psychological 
factors in determining worker:s' productivity and satisfaction. l t was instrumental in 
creating a new image of man and the work-place. This approach put s1.ress on 
communication, interpersonal relations and infonnal groups at the work-palace. 

Behavioural Science Approach 

This approach emerged ll). a result of the contributions of psychologists, sociologists 
and anthropologists to lhe fidd of management. The behavioural science perspective 
believes that it is difficult 10 understand the sociology of a group separate from the 
psychology of the individuals comprising it and the anthropology of the culture within 
which it exists. Thus, the behavioural science are transactional; they are concerned 
with all relevant aspett of human behaviour including cbe interactions among all 
important factors. 

The behavioural science approach utilizes methods and techniques of social science 
such as psychology, sociology, social psychology and anthropology of tJie study of 
human behaviour. Data is objectively collected and analyzed by the social scientists to 
study various aspects of human behaviour. The pioneers of this school reasoned that 
in as much as managing involves getting things done with n through people, the study 
of management must be centered around people and their interpersonal relations. The 
behaviourists concentrated on motivation, individual drives, group relations, leadership, 
group dynamics and so fortl1. 

Quantitative or Management Science Approach 

The quantitative or mathematical approach uses pertinent ·cientific tools for providing 
and quantitative basis for managerial decisions. The abiding belief of this approach is 
that management problems can be expressed in terms of mathematical symbols and 
relationships. The basic approach is the construction of a mode.I because it is through 
th.is device that lhe problem is expressed in its basic relationships and in terms of 
selected objectives. The users ot' sucb models are known as management scientists. 

The techniques commonly used for managerial decision-making include Linear 
Programming, Critic~! Path Method (CPM). Programmes Evaluation Review 
Technique (PERT). Games Theory. Queuing Theory and Break-Even Analysis. The 
application of such techniques belps in solving several problems of management such 
as inventory control, production control, price determination, etc. 

Systems Approach 

The systems approach is based on the generalization that an organization is an open 
system composed on inter-related and inter-dependent elements. This approach lays 
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emphasis on the parts of the system, the nature of their irit r-dependency, goals set by 
the system and communication network in the system. Another basic feature of the 
system approach i. that ttention is paid towards the overall effectiveness of the 
systems rather than the effectiveness of individual subsyatems. Further, an organization 
is an open system whi h has continuous interface with th environment. The systems 
approach lays a great emphasis on the adaptability of the system to the requirements 
of external environment. 

Contingency Approach 

This approach is concerned with the analysis of interaction of specific organizations 
with their external enviroriment and the adoption of structure lo meet the requirements 
of the situation. Underlying idea of this approach is that the internal functioning of 
organizations must b c ns istent with the demands of t chnology and external 
environment if the rganization is to be effective. Thi approach suggests that there is 
no one best way to handle any of the management problems and there is no best 
organizational structure to suit all situations. The appli ation f management principles 
and practices should be contingent upon the existing ci rcu mstances. Functional, 
behaviour, quantitative and systems approaches should be applied situationally. The 
organization structure b uld be so designed that it enables the organization to have 
healthy interaction with xternal environment. 

Operational approach 

Operational approach regards management as a universa liy applicable body of 
knowledge that can be br ught to bear at all level s of managing and in all types of 
enterprises. At the same time, the approach recognizes that the actual problems 
managers face and the nvironments in which they pernte may vary between 
enterprises and level , and it also recognizes that application of science by a perceptive 
practitioner must take th is into account in designing pra ticaJ problem solutions. 

Classical Theory 

The classical theory signifies the beginning of the systematic study of management 
organization. It is often called the traditional theory. It can b traced historically to the 
19th century prototype industrial and military organizations. Several writers contributed 
to the classical thou ht in the early years of the 20th entury. They include Taylor, 
Fayol , Weber, Luther Gul i k, Urwick, Mooney and ReiJey and may others. 

The classical writer · thou ht of the organization in term of its purpose and formal 
structure. They placed emphasis on the planning of work, the technical requirements 
of the organization , principles of management, and the a umption of rational and 
logical behaviour. Thu , the classical theorists dealt almo t exclu ively with the anatomy 
of formal organizati n . Organization is treated like a machine and its efficiency can 
be increased by making each individuaJ working in the organization efficient. For 
instance, F.W. Taylor emphasized on division of lab ur, fixing everybody's work for 
the day and functional foremanship. That is why, Taylor 's ientific management has 
been referred to as ' machine theory' 

The classical theory incorporates three viewpoints: (I ) Taylor's Scientific Management 
(2) Fayol's Admini tr tive Management; and (3) Weber' Ideal Bureaucracy (an 
organization based on rnles and regulations, formal relations , specialization, etc.). All 
the three concentrated on the structure of organization for greater efficiency. Several 



other trailblazers have also contributed to the classical theory. For instance, Mooney 
and Reiley published 'Onward Industry ' in 1931 in which they attempted to find 
organizational universals. Subsequently, notable contributions crune form Gullick, Oliver 
Sheldon, Urwick and many others. All these theorists were concerned with the 
structure of organizations and tl1at is why their approach is also sometimes labelled as 
'structural theory of organization'. Salient features of classical approach are as follows: 

(i) The classical theory laid emphasis on division of labour and specialization, 
strncture, scalar and functional processes and span of control. Thus, they 
concentrated on the anatomy of formal organization. 

(ti) The classical theorists emphasis organization structure for co-ordination of various 
activities. They ignored the role of human e lement. 

(iii) The classical theory ignored the impact of external environment on the working 
of the organization. Thus, it treated organizations as closed systems. 

(iv) The efficiency of the organization can be increased by making each individual 
efficient. 

(v) The integration of the organization is achieved through the authority and control 
of the central mechanism. Thus, it is based on centralization of authority. 

(vi) There is no conflict between the individuals and the organization. In case of any 
conflict, the interests of the organization should prevail. 

(vii) The people at work could be motivated by the economic rewards _as they were 
supposed to be 'rational economic persons'. 

Appraisal of Classical Theory 

The fundamental objections against the classical theory are discussed below: 

1. Na"ow View of Organization: The value of classical theory is limited by its 
narrow·concentration on the anatomy of fonnal organization. In order to achieve 
rationality, the classical writers ignored the human relations aspect. The interplay 
of indlviduaJ personality, informal groups and inter organjzational conflicts in the 
formal organization were neglected. It is said that the focus of classical theory is 
on 'organization witl10ut people'. 

2. Assumption of Closed System: Classical theorists viewed organization as a 
closed system, i.e., having no interaction with environment. This assumption is 
totally unrealistic. A modem organization is an open system which has continuous 
interaction with the environment through the exchange of inputs and outputs and 
various types of information. 

3. Assumptions about Human Behaviour: The human being were treated like 
any other factor of production. They were supposed to obey their superiors. 
The classical writers ignored the social, psychological and motivational aspects 
of human behaviour. 

4. Economic Rewards as Main Motivators: The assumption that people at work 
-can be motivated solely through economic rewards is also wrong. Several 
researches in human behaviour have contradicted this assumption. Non-monetary 
factors like better status and job enrichment can also motivate the workers. 

5. Lack of Empirical Verification: The classical principles are mostly based on 
the personal experiences and limited observations of the practitioners. They are 
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6. Lack of Universality of Prirtciples: Classical theorists claimed that their 
principles have universal application. This suggesls that the same principles can 
be applied in : (i) different organizations, (ii) different management levels in the 
same organization, and (iii) different functions of the same organization. The 
empirical researches, however, suggest that none of the principles has such 
characteristics. Moreover, there are many of Lhc principles which cont(adict 
with other principles. For example, principle of speciafoiJtion is quite in conflict 
with the principle of unity of command. 

7. Excessive Emphasis Oil Rules and Regulations: Weber's ' ideal' bureaucracy, 
a major constituent of classical theory. suggested strict adherence to rules and 
regulations. The scope for individual initiative is thu!l limited. The result is red­
tapism in the organization. Observation of rules and regulations becomes the 
main objective while the real objectives for which these rules and regulations 
are formed arc forgotten. 

Scientific Management Approach 

The impetus for the scientific management approach cume from the first industrial 
revolution. Because it brought about such an ex:traonJinary mechanization of industry, 
tttis revolution necessitated the development of ne"' management principles and 
practices. The main contributors to scientific management were Frederick W. Taylor, 
Henry L. Gantt, Frank Gilbreth, Lillian Gilbreth and Harrington Emerson. 

F.W. Taylor (1865-1915) was the first person who insisted on the introduction of 
scie.otific methods in management. He launched a new movement during the last 
decade of 19th century which is known as ' Scientific Management' . That is why, 
Taylor is regarded as the father of scientific management Taylor was an American 
engineer who responded to the challenges of management around tbe turn of the 
oentucy. During that period, productivity was very low, labour became extremely 
dissatisfied and indusrries had to face frequent strikes and lockouts. Taylor's 
contriburion was a system based on science whereby lower labour cost could be 
achieved simultaneously with higher wages. He suggested the change in the mental 
attitudes of the workers and the management to bring harmony in the industry. 
Alongwith Taylor, other contributors to the scientific management approach include 
Henry L. Gantt, Frank Gilbreth, Lillian Gilbreth and Harrigto Emerson. 

Scientific management means application of scientific methods to the problems of 
management. Taylor advocated scientific task setting balled on time and motion study, 
standardization of materials, tools and working conditions, scientific selection and training 
of workers and so on. It is to be noted that Taylor's thinking was confined to 
management at the shop level. However, he demonstrated the possibility and 
significance of the scientific analysis of the various aspect,; of management. To sum 
up, he laid emphasis on the following principles: 

I . Science, not rule of thumb. 

2. Harmony in group action, rather than discord. 

3. Maximum output in place of restricted oulpul. 

4. Scientific selection, training and placement of the workers. 

5. Almost equal division of work and responsibility between workers and managers. 



The basic idea behind the principles of scientific management is to change the mental 
attitudes of the workers and the management towards each other. Taylor called it 
'MentaJ Revolution' which has three implications: 

(i) all out efforts for increase in production; 

(ii) creation of the spirit of mutual trust and confidence; and 

(iii) inculcating and developing the scientific attitude towards problems. 

Taylor suggested that management should try to find the best methods of doing various 
jobs and introduce standardized materials, tools and equipment so that wastages are 
reduced. The management should select right types of people and g ive them adequate 
training so as to increase the quantity and quality of production. It must create congenial 
working conditions for optimum efficiency of the workers. It shou)d perform the 
decision-making function and should always try to give maximum cooperation to the 
workers to ensure that work is done according to the scientific techniques. 

The workers should also revise their attitude towards the management They should 
not be work-shirkers. They should be disciplined, loyal and sincere in fulfil)jng the 
tasks assigned to them. They should not indulge in wastage of resources. Both the 
management and the workers should trust each other and cooperate in achieving 
maximum production. 

Thus, Taylor stood for creating a mental revolution on the part of management and 
workers. ft is to be noted that Taylor's thinking was coofloed to management at the 
shop level. However, he demonstrated the possibility and significance of the scientific 
analysis of the various aspects of management. To put the philosophy of scientific 
management into practice. Taylor and his associates suggested the following cechniques: 

(i) Scientific task setting to determine a fair days; work. 

(ii) Work study to simplify work and increase efficiency. Tbis involves methods 
study, time study and motion study. 

(iii) Standardization of materials, tools equipment, costing system, etc. 

(iv) Scientific selection and training of workers. 

(v) DifferentiaJ piece-wage plan to reward the highly efficient workers. 

(vi) Specialization in planning and operations through 'functional foremanship'. 
Foremen in the planning department include: route clerk. instruction card clear, 
time and cost clerk and shop disciplinarian and those in the operations department 
include: gang boss, speed boss, repair boss and inspector. 

(vii) Elimination of wastes and rationalization of system of control. 

Criticism of Scientific Management 

Tayor's scientific management was criticized not only by the workers and managers 
but also by the psychologists and the general public. The main grounds of criticism are 
given below; 

1. The use of the word 'Scientific' before 'Management' was objected because 
what is actually meant by scientific management is nothing but a scientific 
approach to management. 

2. lt was argued that the principles of scientific management as advocated by a 
Taylor were confined moslly to production management. He ignored certain other 
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3. Taylor advocated the concept of functional foremanship to bring about 
specialization in the organization. But this is not feasible in practice as a worker 
can't carry out insuuctions from eight foremen. 

4. Scientjfic management is production-centered a-. it concentrates too much on 
the technical aspects of work and undermines the human factor in industry. lt 
resulted in monocuny of job, loss of initiative, ov~1.speeding workers, wage 
reductions, job insecurity, etc. 

5. Scientific management is based upon the assumption that workers are ' rational 
economic beings•. They are treated as mere ex1en..'1ons of macbines devoid of 
any feelings and emotions. They can be made to worl through monetary incentives 
and exercise of authority. Scientifo.: managemen4 thus, ignores the social and 
psychological needs of workers. 

6. Trade unionists regarded the principles of scientific management as the means 
to exploit labour because the wages of the worker-. were not increased in direct 
proportion to productivity increases. 

Many of the above obJecl.Jons were later remedied by the other contributors to scientific 
management like Henri L. Gantt, Frank Gi lbreth, L1ll1an Gilbreth and Harrington 
Emerson. Many of the recommendations of Taylor!! are still being applied by the 
modern business undenak.ings. In short, it can be said that Tay lore was the pioneer in 
introducing scientific reasoning lo the discipline of man:1gement. 

Management Proc~ or Administrative Management Approach 

The advocates of thil> school perceive management as a process involving certain 
functions such as planning, organizing, directing and contmlling. That is why, it is also 
called the 'functional' opproat:h. Henri Fayol is regarded ai. the father of this schools. 
Henri Fayol defined management in terms of certain functions and then laid down 
fourteen principles ot m..magement whkh according to him have universal applicability. 

Henri Fayol was a French exe(;utive who emphasized that management could be both 
taught and learnt. His Jong practical experience is reflected m his paper. ''Administration 
industrielle et gener.1Je" (General and Industrial Management). Fayol tried to develop 
a theory of managemenl. He discussed the principle!. of general management and 
argued that managerial ability can be acquired as any other technical ability. He not 
only recoromended formal teaching in management b\ll also practised it by founding 
the Centre for Admini,Lrative Studies in Parjs, Thuh. he wus a pioneer in the field of 
management educatJon. In brief, Fayol's views on munageruent command acceptability 
even today because they are much in tune with the requirements of the management 
in the present-day world. 

Fayol began by classifying all operations in business 111 bu:,iness oi:ganizations under 
the following six categories: 

(i) technical (production); 

(ii) commercial (purchases and sales); 

(iii) financial (funding and controlling capital); 

(iv) security (protecti n); 

(v) accounting (balance sheet. costing records)~ and 



(vi) administrative or managerial (planning, organizing. commanding, coordinating 
and controlling). 

Fayol pointed out Lhut managerial activity deserved more attention. In his view, 
management is the pmcess composed of five elements or functions: planning, 
orgamzing, commanding, coordination and control. Fayol observed: 

(i) lo plan means to study the future and arrange the plan of operation; 

(ii) to organise means to build up the material and human organization of the business; 

(iii) to command means to make the staff do their work; 

(iv) to coordinate means to unite all activities; and 

(v) to control means to i,ce that everything is done in accordanoe wilh the standards 
that have been lu1d down and the inscrucrions given. 

Fayol completed his theory by stat.iog that to be effective. management should be 
based on the followiug fourteen principles: 

1. Division of work. 

2. Authority and responsibility, 

3. Discipline, 

4. Unity of command, 

5. Unity of dfrection, 

6. Subordination of mdi 1dual interest to the general interest, 

7. Remuneration, 

8. Centralization, 

9. Scalar chain. 

10. Order, 

11. Equity, 

12. Stability, 

13. Initiative, and 

14. Esprit de corps (union is strength). 

It is significant to point that Fayol used the word 'principle' only for convenience. 
He did not consider them immutable laws. However, he thought that the principles 
would be useful to all types of group activity. Thus, he was a universalist in this sense. 
His theory of managemem completely revolutionized the thinking of managers as 
throughout his treatise, there exists and understanding of the universality of the 
principles. Some of these princi pies were amp Ii tied later on by the writers like Sheldon, 
Urwick, Mooney and Barnard. Oliver Sheldon wrote 'The Philosophy of Management' 
in which he advocated social responsibility of management. Mooney and reiJey published 
their views on management under the title 'The Pn nciples of Organization' . 
Chester 1. Barnard wrote 'The Functions of the Executive· which discusses the major 
functions of the manager and also lays down the importance of communication in 
management. 
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Criticism of Process of Functional Approach 

Though the proponents of management process approach have made significant 
contribution to the development of thought, their work s ffers from the following 
limitations: 

(i) There is no single classification of managerial fu nctions acceptable to all the 
functional theori t . There is also lack of unanimity about the various tenns such 
as management and administration, commanding and directing, etc. 

(ii) The functionalists considered their principles to be universal in nature. But many 
of the principle have failed to deliver the desired results in certain situations. 

(iii) The functional th orists did not consider the external environment of business. 

(iv) Fayol overemphasized the intellectual side of management. He felt that 
management should be formally taught, but he did not elaborate the nature and 
contents of management education. 

Bureaucracy 

Max Weber ( 1864-1920), a German sociologist contributed his views on bureaucracy 
to the management thought. His primary contribution in ludes his theory of authority 
structure and his description of organizations based on the nature of authority relations 
within them. Essentially, it was Weber's contention that there are three types of 
legitimate authority which are as follows: 

(1) Rational-legal authority: Obedience is owed to a legally established position 
or rank within th hierarchy of a business, military unit, government, and so on. 

(2) Traditional authority: People obey a person because he belongs to certain 
class or occupies a positions traditionally recognized as possessing authority, 
such as a real amily. 

(3) Charismatic authority: Obedience is based on the followers belief that a person 
has some spe ial power or appeal. 

Weber's theory bureau racy recognizes rational-legal authority as the most important 
type in organizations. Under traditional authority, leaders are not chosen for their 
competence, and charismatic authority is too emotional and irrational. A bureaucratic 
organization which is based on rational-legal authority di play the following features : 

(i) Division of Work: re is a high degree of division f work at both the operative 
and administrative levels. This leads to specialization of work. 

(ii) Hierarchy of Positions: There is a hierarchy of authority in the organization. 
Each lower position is under the control of a higher one. Thus, there is unity of 
command. The bureaucratic structure is hierarchical in nature. It is like a pyramid 
in which quantity of authority increases as one moves up the ladder in the 
organization. 

(iii) Rules and Regu/atw11s: The rules, regulations and procedures are clearly laid 
down by the top administration . Their benefits arc as under: 

(a) They standarJize operations and decisions. 

(b) They serve as receptacles of past learning . 

(c) They protect incumbents and ensure equality of treatment. 



(iv) Impersonal Co11duct: There is impersonaJity of relationships among U1e 
organizatiohal members. The decisions are entirely gu.ided by rules and regulations 
and are totally imptrsonal. There is no room for emotions and sen ti men ts in this 
type of structure. 

(v) Stafji.11g: The personnel are employed by a contractual relationship between 
the employee :ind employer. The tenure of servict> JS governed by the rules and 
regulations of lht! organization. The employees gel a "ialary every months which 
is based on rhe joh Lhey handle and also the length o( !-iervice. 

(vi) Tech11ical Competence: The bureaucrats are neither efected not inherited. but 
they are appointed through selection and lhe basis or selection is their technical 
competence. Promolions in bureaucracies are atso based on technical 
qualifications and performarn.:e. 

(vii) Off,ci.al Records: The administration of a bureaucratic organization is supported 
by an efficient ~ystem of record-keeping. The decisions and activities of the 
organization are formally recorded and preserved sufely for future reference 
This is made possible by extensive filing system. Toe filing system makes the 
organization independent of individuals. The official rec-On.ls serve as the memory 
of the organiza11on. 

Weber's ideal bureaucracy has been designed lo bring rationat1ty and predictabi lity of 
behavior in organizations. It is an administrative device that can help in at:hieving the 
fo llowing advantage:,, 

(i) There is a proper df'legation of authority in the organization. People are given 
tasks according to their competence. 

(ii) Because of rules and regulatons, all actions are taken carefully. There is 
consistency of actions. 

(iii) The behaviour of the employees is rational. They tak,; deci:-ions as per laws, 
rules and regulations. They don't go by their whim~. emotions or prejudices. 

(iv) The behaviour of the employees is predictable. ll is known how they will react 
under different situations as guidelines are already there in writing. 

(v) Bureaucracy lead:; to efficiency in the organizal.ion. There is division of work 
leading to specwli1:at1on which results in efficiency. 

Criticism of Bureaucracy 

Criticism is not free or llaws. lt may lead to many Lindesirable consequences such as; 

(i) The rules may be fo llowed in letter and not in spirit. Thus, instead of providing 
guidelines, the rules may become source of inefficiency. The rules may be misused 
or misinterpreted by the persons concerned with the implementation of rules. 
Red tapism and technicalism may follow as a result. 

(ii) Bureaucracy dt)e;,; not consider informal organization and inter-personal 
difficult.ies. 

(ill) Bureaucracy discourages innovation because ev:ry employee is supposed to 
act as per rules and regulations or to the secondary goals. 

(iv) Goal displacement may take place in a bureaucratic urganization. The bureaucrats 
may give priority lo rules and regulations or to the secondary goals. 
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(v) The bureaucratic structure is tall consisting of several layers of executives. 
Thus, communication from the top level to the lowest level will take a very long 
time. 

Neo-Classical Theory 

( Human Relations Approach) 

The classical writers including Weber, Taylor and Fayol neglected the human relations 
aspect. The neo-classjcists focussed on the human aspect of industry. They modified 
the classifical theory by emphasizing the fact that organization is a social system and 
the human factor is the most important element within it. They conducted some 
experiments (known as Hawthorne Experiments) and investig ted informal groupings, 
informal relationships, patterns of communication, patterns of informal leadership, 
etc. This led to the development of human relations approa h. Elton Mayo is generally 
recognized as the father of the Human Relations School. Other prominent contributors 
to this schools include Roethlisberger, Dickson, Dewey, Lewin, etc. 

The human relations approach is concerned with recognition of the importance of 
human element in organizations. It revealed the importance of social and psychological 
factors in determining workers' productivity and satisfa tion. It was instrumental in 
creating a new image of man and the work place Then o-classical or human relations 
approach put stress on inter-personal relations and informal groups at the work-place. 

The human relationists argued that achievement of organizational objectives is 
impossible without the willing cooperation of people and su h cooperation cannot be 
automatically secured or ordered. It has to be consciously achieved . The neo-classical 
approach advocated people-oriented organization structure which will integrate both 
informal and formal organizations. 

The basic tenets of neo-classical theory or human relations approach are as under: 

' (i) The business organization is a social system. 

(ii) The behaviour of an individual is dominated by the informal group of which he is 
a member. 

(iii) An individual employee cannot be motivated by e anomic incentives alone. His 
social and psychological needs must be satisfied to improve the level of motivation. 

(iv) In an organization, it is ultimately cooperative attitude and not the more command 
which yields result. 

(v) Management must aim at developing social and leadership skills in addition to 
technical skills. It must take interest in the welfare of workers. 

(vi) Morale and productivity go hand in hand in an organization. 

Hawthrone Studies 

In 1927, a group of researchers led by George Elton Mayo and Fritz J. Roethlisberger 
at the Harvard Business School were invited to join in the studies at the Hawthorne 
Works of Western Electric Company, Chicago. The · xperiment lasted upto 1932. 
Earlier, from 1924 to 1927, the National Research Council made a study in collaboration 
with the Western Electric Company to determine the effect of illumination and other 
conditions upon workers and their productivity. 

(i) Illumination Experiment: This experiment was conducted to establish 
relationship between output and illumination. The output tended to increase every 



time as the intensity of light was improved. But the output again showed an 
upward trend when the illumination was brought down gradually from the normal 
level. Thus, it wa found that there is no consistent relationship between output 
of workers and illumination in the factory. There were some other factors which 
influenced the productivity of workers when the intensity of light was increased 
or decreased. 

(ii) Relay Assembly Room Experiment: In this experiment, a small homogeneous . 
work-group of girls was constituted. Several new elements were introduced in 
the work atmosphere of this group. These included shorter working hours, rest 
pauses, improved physical conditions, friendly and informal supervision, free 
social interaction among group members, etc. Productivity and morale increased 
considerably during the period of the experiment. Morale and productivity were 
maintained even if improvements in working conditions were withdrawn. The 
researches concluded that socio-psychological factors such as feeling of being 
important, recognition, attention, participation, cohesive work-group, and non­
directive supervision held the key for higher productivity. 

(iii) Bank Wiring Observation Room Experiment: This experiment was conducted 
to study a group of workers under conditions which were as close as possible to 
normal. This group comprised of 14 workers. After the experiment, the production 
records of this group were compared with their earlier production records. There 
were no significant changes in the two because of the maintenance of 'normal 
conditions'. However, existence of informal cliques in the group and informal 
production norms were observed by the researchers . 

The Bank Wiring Experiment led to the following observations: 

( 1) Each individual was restricting output. 

(2) The group had its own "unofficial" standards of performance. 

(3) Individual output remained fairly constant over a period of time. 

(4) Departmental records were distorted due to differences between actual 
and reported output or between standard and reported working time. 

(iv) Mass Interview Programme: The researchers interviewed a large number of 
workers with regard to their opinions on work, working conditions and supervision. 
Initially, a direct approach was used whereby interviewers asked questions 
considered important by managers and researchers. Later, this approach was 
replaced by an indirect technique where the interviewer simply listed to what 
the employees had to say. The findings confirmed the importance of social factors 
at work in the total work environment. 

Contributions of Human Relations Approach or Hawthorne Studies 

The human relationists proposed the following points as a result of their findings of the 
Hawthorne experiments: 

I. Social System: The organisation in general is a so ial system composed of 
numerous interac ting parts. The social system defines individual roles and 
establishes norms that may differ from those of the formal organisation. The 
workers follow a social norm determined by their co-workers, which defines the 
proper amount of work, rather than try to achieve the targets management thinks 
they can achieve, even though this would have helped them to earn as much as 
they physically can. 
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2. Social Environment: The social environment on th job affects the workers 
and is also affected by them. Management is not the only variable. Social and 
psychological factor exercise a great influence on the behaviour of workers. 
Therefore, ev ry manager should adopt a sound human approach to all 
organisational probl ms. 

3. lnfonnal Organisation: The infonnal organisation does also exist within the frame 
work of fonnal organisation and it affects and is affected by the formal organisation. 

4. Group Dynamics: At the workplace, the work rs often do not act or react as 
individuals but as members of groups. The group determines the norms of 
behaviour for the gr up members and thus exercises a powerful influence on 
the attitudes and p rformance of individual worker . The management should 
deal with worker a members of work group rather than as individuals. 

5. Informal Leader: There is an emergence of informal leadership as against 
formal leadershjp and the informal leader sets and enforces group norms . He 
helps the workers t function as a social group and the formal leader is rendered 
ineffective uni · he conforms to the norms of the group which he is supposed 
to be incharge. 

6. Communication: Two-way communication is necessary because it carries 
necessary information downward for the proper functioni ng of the organisation 
and transmits up ard the feelings and sentiments of people who work in the 
organisation. It will help in securing workers' co peration and participation in 
the decision-making process. Workers tend to be more productive when they 
are given the opportunity to express their feeLing , opiruons and grievances. This 
also given them psy hological satisfaction. 

7. Non-economic Rewards: Money is only one of the motivators, but not the sole 
motivator of human behaviour. The social and psych lo0 ical needs of the workers 
are very strong. So non-economic rewards such as praise, status, interpersonal 
relations, etc. play an important role in motivating the employees. Such rewards 
mu"L be integrated with the wages and fringe benefits of the employees . 

8. Conflicts: There may arise conflicts between the organi ational goals and group 
goals. Conflicts will ha.rm the interest of workers if they are not handled properly. 
Conflicts can e re. olved through improvement f human relations in the 
organisation. 

StudentActivity 1 

l . What is the rel vance of neo-classical theory over classical theory? 
2. Why is neo- lassi al theory criticized? 

Criticism of Human Relations Approach 

The human relations approach has been criticized on th foll wing grounds: 

(i) Lack of Scientific Validity: The human relationists drew conclusions from 
Hawthorne studie . These conclusions are based on clinkal insight rather than 
on scientific evidence. The groups chosen for study ere not representative in 
character. The mdings based upon temporary groups do not apply to groups 
that have continuin relationship with one another. Moreov~r, the experiments 
focussed on operative employees only. 



(ii) Over-emphasis on Group: The human relations approach over-emphasises 
the group and group decision-making. But in practice, groups may create problems 
for the management and collective decision-making may not be possible. 

(1ii) Over-stretching of Human Relations: It is asbumed that all organisational 
problems are amenable to solutions through human relatioos. Tbis assumption 
does not hold good in practice. The satisfied workers may not be more productive 
workers. 

(iv) Limited Focus 0 11 Work: The human relations approach lacks adequate focus 
on work. lt puts all the emphasis on interpersonal relations and on the informal 
group. It tends to overemphasize the ps.ychologicul t1. pects al the cost of the 
structural and technical aspects . 

(v) Over~stress on Socio-psychological Factors: The human relations approach 
undermines the role of economic incentives in mot1Vatfon and gives excessive 
stress on social and psychological factors. If the wages are Loo low, the employees 
will feel dissatisfied despite good inter-personal relation!I at the workplace. Thus, 
it may be sajd that the human relations approach seeks to exploit the sentiments 
of employees for the benefit of the organisation. 

(vi) Conflict between Organisational and ltzdiviaual Goals: Jt view conflict 
between the goal of the organisation and those of individuals as desrrnctive. The 
positive aspect of conflicts such as overcoming wt.:akn?sses and generation of 
innovative ideas are ignored. 

Behavioural Science Approach 

Under behavioural sc.ience approach, the knowledge drawn from behavioural science, 
namely, psychology, soetology and anthropology, is applied to explain and predict human 
behaviour. It focuses on human behavjour in organization~ and seeks to promote 
verifiable propositions for scientific understanding of human behaviour in organizations. 
It lays emphasis on the study of moti vatioo, leadership, communication, group dynamics, 
participative management. etc. 

The essential characteristics of behavioural science approach are as under: 

(i) Data muse be objectively collected and anaJyzed. 

(ii) Findings must be presenled so that the distinction between cause and effect. as 
opposed to chance occurrences, is clear. 

(iii) Facts must be systematically related to one another within a systematic 
framework. Data collection alone does not constitute a science. 

(iv) The findings of a study must always be open to further examination and question. 

The distinguishing feature of the behavioutal sciences approach is the methodology 
employed in developing the research in the managemeol discipline. The crux of the 
methodology lies in the collection and analysis of the relevant data. Jt is in this sense 
that this approach differs from the human relations approach. Further, the behavioural 
scientists made the following propositions: 

(i) An organisation is a socio-technical system. 

(ii) [ndividuals differ with regard to attitudes. perceptions and value systems. As a 
result; they behave differently Lo different stimuli under different conditions. 

El'olution of Management Thoughts 

35 



Management Science 

36 

(iii) People working in the organisation have their need and goals which may differ 
from the organisational goals. Attempts should be made to achieve fusion between 
organisational goals and human needs. 

(iv) A wide range of factors influence inter-personal and gr up behaviour of people 
in organizations. 

Many sociologists, psychologists, and social psycho logists have shown considerable 
interest in studying the problems of management. Sociologist have contributed much 
to an understanding of the anatomy of organizations through their work on groups, 
cultural patterns, group cohesiveness, and cooperation . Among the sociologists who 
might be noted are Blak Selznick, Homans, Dubin, Dalt n, and Katz and Kahn. 
Psychologists have likewise contributed to management understanding through their 
illumination of the aspec · of rational behaviour and influence, the sources of motivation, 
and the nature of lead r. hip. Among the many in the area of individual and social 
psychology who have c ntributed materially to management are Maslow, McGregor, 
Argyris, Leavitt, Blake and Mouton, Sayles, Tannenbaum and his associates, Bennis, 
Fielder, Stogdill and Herzberg. 

The behaviour school bas drawn heavily on the work of M low. His development of 
need hierarchy to explain human behaviour and the dynamics of motivation process is 
an important contribution. Douglas McGregor built on Maslow 's work in explaining 
his 'Theory X' and 'Theory Y'. Frederick Herzberg d veloped a two-factor theory of 
motivation . He mad a di ti nction between the factors which either cause or prevent 
job dissatisfaction (hygienic factors), and those factors which actually lead to motivation 
(motivational factors). 

In the area of leadership, Robert Blak and Jane Mouton developed and popularized 
the 'Managerial Grid '. Rensis Likert has identified and extensively researched four 
Management Systems ranging from System l: Exploitive-Authoritative to System 4: 
Group Participative. Each system characterizes and organisational climate by employing 
several key dimensions of effectiveness such as communication, motivation, leadership 
and others. 

To sum up, the behavioural sciences approach gives emphasis on increasing productivity 
through motivation and leadership. The central core of this approach lies in the following 
aspects of human behaviour: motivation, leadership, communication, participative 
management and group dynamics. The behavioural sciences have provided managers 
with a systematic understanding of one of the most ritical f ctors in the process of 
management-the human element. Insights evolving from that understanding have been 
used to design work situations that encourage increa ed pr ductivity. It has enabled 
organizations to formulate programmes to more efficiently train workers and managers, 
and it has effects in numerous other areas of practical ignificance. 

Appraisal of Behavioural Science Approach 

The study of human behaviour is of great significance in management. Since an individual 
is a product of social sy t m, his behaviour is not determined by organisational forces 
alone, but many forces like perception, attitudes, habits and socio-cultural environment 
also shape his behaviour. Therefore, in understanding human behaviour in the 
organisation, all these factors must be taken into account. The behavioural approach 
suggests how the knowledge of human behaviour can be used in making people more 
effective in the organisation. 

Behaviourists have enriched management theory th rough their contributions in the 
areas of group dynamics, motivation communication and leadership. However, they 



Table 1: Human Relations Approach vs. Behavioural Sciences Approach 

Human Re lations Approach 

I . Human relation ~ a pp roach laid emphasi s 
on the individual, hi s needs and behaviour. 

2 . It focussed on inter- pe rso nal relations hips 

3. It was based on the Ha thome Experiments 
and so its scope is limited . 

4. It laid emphasis on infor mal g roups 
motivation, job sati s fac tio n and morale. 

Beha vioural Sciences Approach 

l. Behavioural Sc ience approach stressed upon 
groups and group behaviour. 

2. It focussed on group relationships. 

3. It refined the Human Re lations Approach and has 
a wide scope. It is II much more systematic study 
of human b ha io ur in organisations. 

4 . The be haviouri s s tudied group dynamics, 
informal orga ni sat ion leadership motivation , 
and parti c ipa 1i e ma nagement. 

have failed in developing an integrated theory of mana ement. Although study of 
human behaviour in organis tions is extremely important yet management cannot be 
confined only to this area. There are other variable such as technology and environment 
which have an important bearing on the effectiveness of an organisation. 

The behavioural sci nces, refined as they might be, hav not achieved the precision 
of the physical sci nces. Often the complexities of th human factor and the 
organisational setting make exact predictions impossible. Lt is not uncommon for 
programmes based on sound behavioural principles t have unexpected results. It 
should also be noted that the fi nding of behavioural science res arch are tentative and 
require further inve tigati n. They should not be treated as applicable to all situations. 
Behavioural guideli n , can be helpful and profitable, but are must be taken not to 
accept them as being complete valid and applicable to all ituations. 

Quantitative Approach 

This approach is also called 'Mathematical', 'Operation e, earch' or 'Management 
Science' approach. The ba ic feature of the quantitativ"' management thought is the 
use of mixed teams of scientists from several disciplines. This school used scientific 
tools for providing a uantitative base for managerial deci ions. The techniques 
commonly used for managerial decision-making include Linear Programming, Critical 
Path Method (CPM), Programme Evaluation Review Technique (PERT), Games 
Theory, Queuing Theory and Break-Even Analysis. 

The quantitative approa h uses mathematical formulate f\ r fi nding solutions to the 
problems that were pre iously unsolved. The abidjng belief of lhe quantitative approach 
is that if management i · a L gical process, it may be ex pre · d in terms of mathematical 
symbols and relationships. The basic approach is the onstru tion of a quantitative 
model because it is though this device that the prob! rn i · xpressed in its basic 
relationshjps and in terms of selected objectives. The con. truction of the model 
expresses the effectivene of the system under study as a functi n of a set of variables 
at least one of which is subject control. The general form of operations research 
model is E = f (x 1 y 1), where E represents the effectivene of the system (profit, 
cost and the like) xl th variables of the system which are subj cted to control and yl 
those which are not object t control. 

The quantitative approach lo management has its root in the cientific management 
movement. Since Taylor advocated a logical sequence of problem formulation, fact 
finding, modelling, a tentative solution, testing, etc., his cientific approach could be 
classified as an early form of quantitative approach to management. A natural extension 
of the scientific mana ement is the operations research. 
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The approach was updated so as to include development f mathematical models to 
represent a system unde1 study. I may be noted that the development of models 
required the skills of money disciplines such as engineering, mathematics, economic, 
statistics, physical science, behavioural sciences and st accountancy. The 
mathematical formulation enabled the managers to discover significant relationships 
that they could control. 

Operations research (management science) came into existence during the First World 
War and gained popularity during the Second World War. In England, the same time, 
Thoma) A. Edison was tudying in America the process of anti-submarine warfare. 
However, their work did not have much impact on military operations until the Second 
World War broke ut. Both England and the United States procured operations 
researchers to deal with their military problems. Op rations research activity was 
considered to be so valuable that it was continued after the end of the War. 

Another important development alongwith the growth in the number of quantitative 
techniques was the introduction of high speed digital computers. Starting in about 
1970, the quantitative approach to management turned away fr m emphasis on narrow 
operations research techniques to the boarder perspective of decision techniques and 
models building. It also incorporated computerised information systems and operations 
management. The latest emphasis of the quantitative appro· ch marked a move towards 
a more broad-based management. 

The techniques mentioned above that are used for managerial decision-making such 
as Linear Programming, Critical Path Method (CPM), Programmes Evaluation Review 
Technique (PERT), Games Theory are explained below. The application of such 
techniques helps in solving several problems of management ucb as inventory control, 
production control, price determination, etc. 

Linear Programming 

Linear programming is the process of taking various linear inequalities relating to 
some situation, and finding the "best" value obtainable under those conditions. A typical 
example would be taking the limitations of materials and labor, and then determining 
the "best" production levels for maximal profits under those conditions. The use of the 
word "programming" here means "choosing a course of action." 

In "real life", linear programming is part of a very important area of mathematics 
called "optimization techniques". This field of study (or at least the applied results of 
it) is used every day in the organization and allocation resources. These "real life" 
systems can have dozens or hundreds of variables, or mor . In algebra, though, you'll 
only work with the simple (and graph able) two-variable linear case. 

The general process for solving linear-programming exercises is to graph the inequalities 
(called the "constraints") to form a walled-off area on the x, y-plane (called the 
"feasibility region"). Then you figure out the coordinates of the comers of this feasibility 
region (that is, you find the intersection points of the various pairs of lines) , and test 
these comer points in the formula (called the "optimization equation") for which you're 
trying to find the highest or lowest value. 

• The term 'Linear' is used to describe the proportionate relationship of two or 
more variables in a model. The given change in one variable will always cause 
a resulting proportional change in another variable. 

• The word , 'programming' is used to specify a sort of planning that involves the 
economic allocation of limited resources by adopting a particular course of action 
or strategy among various alternatives strategies to achieve the desired objective. 



• Hence, Linear Programming is a mathematical technique for optimum allocation 
of limited or scarce resources, such as labour. material, machine, money energy 
e tc. 

Components of Linear Programming Models 

1. Objective function: is a mathematical expression that can be used to determine 
the total profit (or cost, etc., depending on the objective) for a given solution. 

2. Decision variables: represent choices available to the decision maker in terms of 
amounts of either mpuls or outputs. 

3. Constraints: are limitations that restrict the alternatives avaiJabJe to decision 
makers. The three types of constraints are less than or equal to(?), greater than 
or equal to(?), and i.tmply equal to(=). 

4. Parameters: Numerical values or constants. 

5. Feasible solution pace The set of all feasible combinations of decision variables 
as define by the t.-onstraints. 

Structure of Linear Programming Model 

The general structure of tl1e Linear Programming model essentially consists of three 
components. 

• The activities (variables) and their relationships 

• The objective function and 

• The constraints 

1. The activities are represented by Xl, X2, X3 .. . , .. .. Xn. These are known as 
Decision variables. 

1. The objec tive func tion of an LPP (Linear Programming Problem) is a 
mathematical representation of the objective in terms a measurable quantity 
such as profit. cost, revenue, etc. 

Optimize (Maximize or Minimize) Z=ClXI +C2X2+ ... .. , .... Co Xn Where Z 
is the measure of perfonnance variable Xi, X2, X3. X4 .... .Xn are the decision 
variables And Cl, C2, ., .Cn are the parameters that give contribution to decision 
variables. 

3. The constraints are the set oflinear inequalities and/or equaJitles which impose 
restriction of the hmited resources. 

The Effect of Constrai11ts: Constraints exist because certain limitations restrict the 
range of a variable's pos~ible values. A constraint is considered to be binding if changing 
it also changes the optimal solution. Less severe constraints that do not affect the 
optimal solution are non-binding. 

Tightening a binding constraint can only worsen the objective function value, and 
loosening a binding constraint can only improve the objective function value. As such, 
once an optimal solution i found. managers can seek to improve that solution by 
finding ways to relax bindingconstraiots. 

Shadow Price: The shadow price for a constraint is the amount that the objective 
function value changes per unit change in the constraint. Since constraints often are 
determined by resources, a comparison of the shadow prices of each constraint provides 
valuable insight into the most effective place to apply additional resources in order to 
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achieve the best improvement in the objective func tion value. The reported shadow 
price is valid up to the allowable increase or allowable decrease in the constraint. 

Assumptions of Linear Programming 

Linear programming requires linearity in the equations as hown in the above structure. 
In a linear equation, each decision variable is multiplied by a constant coefficient with 
no multiplying between decision variables and no nonlinear functions such as logarithms. 
Linearity requires the following assumptions: 

1. Proportionality: change in a variable results in a proportionate change in that 
variable's contribulion to the value of the function. Variables in LP models are 
assumed to exhibi t proportionality. Proportional ity deals with the contribution 
per unit of each decision variable to the objectiv function. This contribution is 
assumed constanl and independent of the variable level. Similarly, the use of 
each resource p r unit of each decision variable is assumed constant and 
independent of variable level. There are no e onomies of scale. 

2. Additivity: Additivity deals with the relationship, mong the decision variables. 
Simply put their ontributions to an equation must be additive. The total value of 
the objective fu nction equals the sum of the contributions of each variable to the 
objective function . Similarly, total resource us i the um of the resource use of 
each variable. Thi requirement rules out the possibility that interaction or 
multiplicative terms appear in the objective function or the .constraints. For 
example, in Joe's van problem, the value of the objective function is 2,000 times 
the fancy vans onverted plus 1,700 times the fine vans converted. Converting 
fancy vans does not alter the per van net margin of fi ne vans and vice versa. 
Similarly, total la our use is the sum of the hours of labour required to convert 
fancy vans and the hours of labour used to conv rt fine vans. Making a lot of 
one van does not alter the labour requirement for making the other. 

3. Divisibility: Th d ision variables can be divided into non-integer values, taking 
on fractional value . Integer programming techni ues can be used if the divisibility 
assumption does n t hold. The problem form lation assumes that all decision 
variables can take n any non-negative value including fractional ones; (i.e., the 
decision variable are continuous). This assumption i violated when non-integer 
values of certain decision variables make little s ns . A decision variable may 
correspond to the purchase of a tractor or the con truction of a building where 
it is clear that the variable must take on integer values. ln this case, it is appropriate 
to use integer programming. 

4. Certainty: The rtainty assumption is that each parameter (objective function 
coefficients, right-hand side, and technological coefficients) are known with 
certainty. 

-
In addition to these linearity assumptions, linear programming assumes certainty; that 
is, that the coefficients are known and constant. 

Problem Formulation 

With computers ab! to solve linear programming problems with ease, the challenge is 
in problem formulation - translating the problem statement into a system of linear 
equations to be solved by computer. The information re uired to write the objective 
function is derived from the problem statement. The probl m is formulated from the 
problem statement as follows: 



I . Identify the objective of the problem; that is, which quantity is to be optimized. 
For example, one may seek to maximize profit. 

2. Identify the decision variables and the constraints on them. For example, 
production quantitJes and production limits may serve as decision variables and 
constraints. 

3. Write the objective function and constraints in terms of lhe decision variables, 
using information from the problem statement to determine the proper coefficient 
for each term. DH,card any unnecessary information. 

4. Add any implicit constraints, such as non-negative restrictions. 

5. Anange the system of equations in a consistent form suitable for solving by 
computer. For example, place all variables on the left side of the ix equations and 
list them in the order of their subscripts. 

The following guidelines help to reduce the risk of errors in problem formulation: 

l . Be sure to consider any initial conditions. 

2. Make sure that each variable in the objective function appears at least once in 
the constraints. 

3. Consider constraints that might not be specified explicitly. For example, if there 
are physical quantitit:s that must be non-negative, then tht!se constraints must be 
included in the formulation. 

Transportation Problem 

There is a type of linear programming problem that may be c;olved using a simplified 
version of the simplex technique called transportation method. Because of its major 
application in solving problems involving several pruJuct sources and several 
destinations of products, this type of problem is frequently called the transportation 
problem. Jt gets its name from its application to problems involving transporting products 
from several sourc~ to several destinatfons. Altbough the formation can be used to 
represent more general assignment and scheduling problems as well as transportation 
and distribution problems. 

The two common objectives of such problems are either: 

l. Minimize the cost of shipping m units ton destinations or 

2. Maximize the profit of $)lipping m units ton destination~. 

Terminology used in Tra11sportaJion Problem 

• Feasible Solution: Non negative values ofXij where i=I, 2, .................... m 
and j= l , 2, ···· -- ... ... , AO ••···· Which satisfies the consLraints of supply and 
demand is called feasible solution. 

• Basic Feasible Solu.tio11: lf th~ number of positive allocntions are (m+n-1 ). 

• Optimal Solution: A feasible solution is said to be optimal solution if it minimizes 
the total transportation cost. 

• Balanced Transportation Problem: A transportation problem in whjch the total 
supply from all sources is equal to the total demand in u\1 the destinations. 

• Unbalanced Tra11Sportatio11 Problem: Pr:oblems which are not balanced are 
called unbalanced. 
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• Matrix Terminology: In the matrix, the squares are called cells and form columns 
vertically and rows horizontally. 

• Degenerate Basic Feasible Solution: If the number of allocations in basic 
feasible solutions is less than (m+n-1). 

Basic Assumption behind Transportation Problem 

Let us consider a T.P involving m-origins and n-destination . Since the sum of origin 
capacities equals the sum of destination requirements, a fea ible solution always exists. 
Any feasible solution -tisfying m+n-1 of the m + n con train ts is a redundant one and 
hence can be deleted. This also means that a feasibl lution t a T.P can have at the 
most only m + n - 1 strictly positive component, otherwise the solution will degenerate. 

It is always possible to assign an initial feasible solution to a T. P. in such a manner 
that the rim requirements are satisfied. This can be achieved either by inspection or 
by following some simple rules. We begin by imagining that the transportation table is 
blarik i.e. initially all Xij = 0. The simplest procedures for initial allocation discussed in 
the following section. 

Methods of solving Transportation Problem 

Following are the methods used to solve the transportation problem: 

North-West corner rule 

The North West corner rule is the method for computing a basic feasible solution of a 
transportation problem, where the basic variables ar ele ted from the North-West 
comer (i.e. , top left comer). In this method we distribute the available units in rows 
and column in such a way that the sum will remain the same. The standard instructions 
for a transportation model are paraphrased below. We h ve to follow the steps given 
below: 

1. Select the upper left comer cell of the transportation table and allocate as many 
units as possible equal to the minimum between available supply and demand. 

2. Adjust the supply and demand numbers in the respe live rows and columns. 

3. If the demand for the first cell is satisfied, then move horizontally to the next cell 
in the second column. 

4. If the supply for the first row is exhausted, then move down to the first cell in the 
second row. 

5. If for any cell, supply equals demand, then the next allocation can be made in 
cell either in the next row or column. 

6. Continue the process until all supply and demand v lues are exhausted . 

Least Cost Method 

I) Determine the least cost among all the rows of the transportation table. 

2. Identify the row and allocate the maximum feasi ble quantity in th~ cell 
corresponding to the least cost in the row. Then eliminate that row (column) 
when an allocation is made. 

3. Repeat steps 1 and 2 for the reduced transportation table until all the available 
quantities are distributed to the required places. If the minimum cost is not unique, 
the tie can be broken arbitrarily. 



Vogel's Approximation Method (VAM) 

This method is based on the 'difference' associated with each row and column in the 
matrix giv ing unit cost of transportation cij. This 'difference' is detined as the arithmetic 
difference between the smallest and next to the smallest element in that row or column. 
This difference in a row or column indicates the minimum unit penalty incurred in 
failing to make an allocation to the smallest cost cell in that row or column. This 
difference also provides a measure of proper priorities for making allocalions to the 
respective rows and l!0lumn. In other words, if you take a row, you have to allocate to 
the cell having the least cost and if you fail to do so, extra cost will be incurred for a 
wrong choice, which is caUed pena]ty. 

The minimum penalty is given by this difference. So, the procedure repeatedly makes 
the maximum feasible allocation in the ~mallest cost <.:ell of the remaining row or 
column, with the largest penalty. Once an allocation is fully made in a row or column, 
the particular row or column is eliminated. Hence and allocation already made cannot 
be changed. Then you have a reduced matrix. Repeat the same procedure of finding 
penalty of all rows and columns in the reduced matrix, choosing the highest penalty in 
a row or column and allotting as much as possible in the least cost cell in that row or 
column. Thus eliminate another fully allocated row or column, resulting in further 
reducing the size of the matrix. Repeat till all supply and demand are exhausted. 

A summary of the steps involved in Vogel's Approximation Method is given below: 

l. Represent the transportation problem in the standard tabular fonn. 

2. Select the smallest element in each row and the next to lhe smallest element in 
that row. Find the difference. This is the penalty written on the right hand side of 
each row. Repeat Lbe same for each column. The penalty is written below each 
column. 

3. Select the row or column with largest penalty. If there is a tie, lhe same can be 
broken arbiu·arily. 

4. Allocate the maximum feasible amount to the smalle t cost cell in that row or 
column. 

5. Allocate zero elsewhere in the row or column where the supply or demand is 
exhausted. 

6. Remove all fully allocated rows or columns from further consideration. Then 
proceed with the remaining reduced matrix Lill no rows or columns remain. 

Assignment Problem 

A special type of problem called the assignment probJem is also an allocation problem. 
Here we have n jobs to perform with n persons and the problem is how to distribute 
the jobs to the different persons involved. Depending on the intrinsic capacity or merit 
or potential of the individual, he will be able 10 accomplish the task in different times. 
Then the objective function in assigning the different jobs to different persons is to 
find the optimal assignment thar will minimize the total time taken to finish alJ the jobs 
by the individuals. For example, we have four different buildi ng activilies say, 
construction of a hotel, a theatre, a hospital and a multi-storeyed building and there 
are four contractors competing for these jobs. Each contractor has to be assigned 
only one job. The allocation should aim to minimize the total time taken to complete 
the construction of al I four activities after assigning only one job to one individual. ln 
fact there are (4!) pennutations possible for allocating 4 jobs to4 contractors. We 
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have 24 possible ways and it is tiresome to list all the po ible ways and find the best 
one. If we have more jobs to be allocated, it is even difficult to list out the different 
permutations of ailocaLions, then what to speak of choosing the best combinations. 

The problem may be t ted formally as follows. Given an nx n array of real numbers 
representing the indi vidual return associated with assigning one item to one person. 
We have to find the best assignment so that the total return is optimal. Consider the 
following example, gi ven below in the table. 

Jobs Men 

A B C D 

1 5 6 8 7 

2 4 7 6 6 

3 5 4 6 5 

4 6 7 4 6 

Source: http ://ww w. zee pedia.com/read.php ?assign ment_problems_ma themati ca l_ formulation_of_the_ 
problem_ operations_r search&b=66&c=36 

In the above example, the elements of the matrix repre ent the times taken by A, B, 
C and D in accomplishing the jobs 1, 2, 3 and we have to find which job is to be 
assigned to whom so that the total time taken will be minim um. This is the objective 
function. Thus, this j al an allocation problem. A olulion can be found to the above 
problem by the algorith m used to solve the transportation problem of degenerate 
transportation problem. In this way only 4 cells will be allocated. This leads to problem 
of degenerate transportation problem. There should be (4 + 4 + l) = 7 allocations in 
the initial basic feasible solution, but we have only 4 allocations. Hence it is the 
degeneracy. 

The solution to an as. ignment problem is based on the following theorem: 

Theorem: If in an assignment problem we add a constant to every element of a row 
or column in the f fectiveness matrix then an assignment that minimizes the total 
effectiveness in one m trix also minimizes the total effectiveness in the other matrix. 

The following step are fo llowed to find an optimal solution. 

a) Subtract the minimum efement in each row fr mall the elements in its row to 
make sure that at least we get one zero in that row. 

b) Subtract the minimum element in each column from all the elements in its column 
in the above redu ed matrix, to make sure that we get at least one zero in each 
column. 

c) Having obtained at least one zero in each r w and atleast one zero in each 
column, examin rows successively until a row with exactly one unmarkeJ zero 
is found and mark ( ) this zero. indicating that a signment in made there. Mark 
(X) all other zeros in the same column, to show that they cannot be used to 
make other as i 0 n ments. Proceed in this way until all rows have been exc1mined. 
If there is a tie among zeros defer the decision. 

d) Next consider columns, for single unmarked zero, mark them ( ) and mark (X) 
any other unmarked zero in their rows. 

e) Repeat (c) and (d) successively until one of th two o curs. 

❖ There ar no zeros left unmarked. 

http://www.zeepedia.com/read.php?assignment_problems_mathematical_formulation_oC


❖ The remaining unmarked zeros lie atleast rwo in each row and column. 
i.e., they occupy corners of a square. 

If the outcome is (l ), \\ C have a maximal assignmeot. In I.he outcome (2) we use 
arbitrary assignments. Thi!> process may yield multiple solutions. 

Methods to solve Assignment Problem 

Following are the methods used to solve the assignment problems: 

Hungarian Algorithm 

Sometim~ if you proceed in the steps explained above, you get a maximal assignment, 
which does not contaio an assignment in every row or \.:Olumn. You are faced with a 
question of how to solve rhe problem. In such a case, the effoetiveness matrix has to 
be modified, so that after a finite number of iterations an optimal assignment will be in 
sight. The following is lhe :.ilgorithm to solve a problem of I.hi$ kind and this is known 
as Hungarian algorithm. The systematic procedure is explained in different steps and 
a problem is solved as an illustration. 

I . Starting with a maxjmal assignment mark (✓ ) all rows for which assignments 
have not been made. 

2. Mark ( ✓ ) columns not already marked which have zeros in the marked-rows. 

3. Mark ( ✓ ) rows not ah·eady marked which have assignments in the marked 
columns. 

4. Repeat steps 2 anJ 3 until the chain of markings end!>. 

5. Draw lines through all unmarked rows an<l though all marked columns. (Check: 
If the above steps have been carried out correctly. there hould be as many lines 
as there were as1>ignments in the maximal assignment and we have at least one 
line passing through every zero.) This is a method of drawing minimum oumber 
of lines that will pass through all zeros. Thus all the zeros a.re covered. 

6. Now examine the elements that do not have a line through them. Choose the 
smallest element and subtract it form all the elements the mtersection or junction 
of two lines. Leave the remaining elements of the malnx unchanged. 

7. Now proceed to make an assignment. If a solution is obtained with an assignment 
for every row., then this will be the optimal solution. Otherwise proceed to draw 
minimum number of lines to cover all zeros as explained in steps l to 5 and 
repeat iterations ,r needed. 

Maximization in Assignment Model 

The problem of maximization is canied out similar to the case of mirumization making 
a slight modification. The required modification is to multiply all elements in the matrix 
by -1, based on the concept that minimizing the negative of a functioo is equivalent to 
maximize the original function. 

Im possible Assignment 

Sometimes in an assignment model we are not able to assign some jobs to some 
persons. For example, if machines are to be allocated to location1> and if a machine 
cannot be accommotlated in a particular location. then it i an irnpossible assignment. 
To solve the problem in such situations we attach a very highly prohibited (say ?) cost 
to the c.ell in the matrix so that there is absolutely no chance to get the assignment 
with infinite cost in the optimal solution. 
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Management Scienct> PERT and CPM 

PERT is an acronym for "Programme Evaluation and Rcvkw Technique". Th1s was 
created as a mean:- tu plan and accelerate the development of the Polaris Ballistic 
Missile. fn USA the defence department developed a nuclear missile to be launched 
from beneath the ocean's surface by a mobile submarine, which would be an effective 
deterrent against aggression by an enemy. This paved way to plan how to design, 
develop and plan the different stages in the production ot a missile and how quickly 
this task could be compk ted. A planning and scheduling technique named PERT gave 
the answer to these questions. 

In any new venture, uncertainties are bound to creep in. PERT incorporated these 
uncertainties into a model. which provides a reasonable answer to these uncertainties. 
There are certain statistical aspects scheduling large projects consisting of numerous 
activities whose completion times are uncertain and are independent of one another. 
PERT is an event-oriented technique. By 'event' we mean reaching a certain stage of 
completion of the proJect. 

Another technique, Critical Path Method, abbreviated as CPM, has emerged 
simultaneously. It is alsv a network technique but it 1s concerned with obtaining the 
trade-off, between cost and completion date for large projects. In any project consisting 
of several activities each activity can be completed in a normal duration with normal 
cost. lf we employ more persons or skilled people or given overtime to the workers, 
the activity could be completed in a reduced duration known as crash duration. But 
this involves an increased cost in the fonn of additional resources. With CPM the 
amount needed to complete the various activities is assumed to be known with certainty. 
So, the direct costs for the activities increase and hence the cost of the project also 
increases. By reducing the activity duration of some or all possible completed ahead 
of lhe schedule. This will oaruraIJy reduce the overhead cost for the entire project. On 
one band the direct expenses increase, if we shorten the activity duration, but, the 
indirect expenses for the project are reduced. We have to strike a balance or ao 
optimum time schedule, or a least cost schedule is to be obtained. This is the purpose 
of the Critical Path Method. Thus CPM is not concerned with uncertain job times as 
in PERT. PERT is useful 111 research and developmental projects, whereas CPM is 
mostly used in construction projects, or in situations aJready handled, so that the details 
like the nonnal complet1on time, crash duration and cost of crn!-ih.iog are already known. 

The foJJowing are the suggested applications when PERT or. CPM is found useful: 

• The construction of a building or of a highway, 

• Planning and launching a new product, 

• Scheduling mamtenance for a project, 

• The manufacture and assembly of a large machine 1001, 

• To conduct a musii.: or drama festival, and 

• Preparation of budget for a company. 

Game Theory 

Game theory is a slightly oddly de?ned subject matter. A game is any decision problem 
where the outcome depends on the action s of more than one .agent, as well as perhaps 
on other facts about the world. Game Theory is the study ol' what rational agents do 



in such situations. You might think that the way to figure that out would be to come up 
with a theory of how rational agents solve decision problem , i.e., figure out Decision 
Theory, and then apply it to the special case where the de ision problem involves 
uncertainty about the behaviour of other rational agents. Indeed, that is really what I 
think. But historically lhe theory of games has diverged a little from the theory of 
decisions. And in any case, games are an interesting enough class of decision problems 
that they are worthy of att ntion because of their practical ·igni ?cance, even if they 
don't obviously form a natural kind. 

Game theory is the branch of decision theory concerned with interdependent decisions. 
The problems of intere t involve multiple participants, each f whom has individual 
objectives related to a common system or shared resource . Because game theory 
arose from the analy i f competitive scenarios, the prob! ms are called games and 
the participants are called players. But these techniques appl to more than just sport, 
and are not even limited to competitive situations. In short, game theory deals with 
any problem in which each player's strategy depends on what the other players do. 

Situations involving interdependent decisions arise frequently, in all walks of life. A 
few examples in which game theory could come in handy include: 

• Friends choosing where to go have dinner 

• Parents trying to get children to behave 

• Commuters deciding how to go to work 

• Businesses competing in a market 

• Diplomats negoliating a treaty 

• Gamblers betting in a card game 

All of these situation call for strategic thinking - making use f available information 
to devise the best plan to achieve one's objectives. Per aps you are already familiar 
with assessing costs and benefits in order to make informed deci ions between several 
options. Game theory simply extends this concept to interdependent decisions, in 
which the options b ing evaluated are functions of the players ' choices. 

The appropriate technique for analysing interdependent decisions differ significantly 
from those for individual de isions. To begin with, despite the rubric game, the object 
is not to win. Even f r ·trictly competitive games, the g al i si mply to identify one's 
optimal strategy. Thi may sound like a euphemism, but it i actually an important 
distinction. Using thi methodology, whether or not we end up ahead of another player 
wi II be of no consequence· ur only concern will be whether we have used our optimal 
strategy. The reason for th is will become clear as we continue. In gaming, players' 
actions are referred to as moves. The role of analysis i to identify the sequence of 
moves that you should us . A sequence of moves is called a trategy, so an optimal 
strategy is a sequence of moves that results in your best outcome. (It doesn't have to 
be unique; more than one strategy could result in outcome that had equal payoffs, 
and they would all b optimal, as long as no other strategy could result in a higher 
payoff.) 

There are two fundamental types of games: sequential and simultaneous. In sequential 
games, the players mu t al ternate moves; in simultaneou games, the players can act 
at the same time. These type · are distinguished because they requi re different analytical 
approaches. 
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Sequential Games 

To analyse a sequential game, first construct a game tre mapping out all of the 
possibilities. Then follow the basic strategic rule: "look ahead and reason back". 

1. Look ahead to the very last decision, and assume that if it comes to that point, 
the deciding player will choose his/her optimal outcome (the highest payoff, or 
otherwise most desirable result) . 

2. Back up to the second-to-last decision, and assume the next player would choose 
his/her best outcome treating the following decision as fixed (because we have 
already decided what that player will pick if it should come to that). 

3. Continue reasoning back in this way until all decisions have been fixed. 

That's all there is to it. If you actually play out the game after conducting your analysis, 
you simply make the choices you identified at each of your decisions. The only time .. 
you even have to think is if another player makes a mistake. Then you must look 
ahead and reason back again, to see if your optimal strategy has changed. Notice that 
this procedure assumes that the other players are as smart as we are, and are doing 
the same analysis. While this may not be the case, it is the only safe assumption. If it 
is correct, we will have made our best possible decision. For it to be incorrect, an 
opponent must choose an option not in his/her own be t interests. 

Simultaneous Games 

Turning to simultaneous games, it is immediately apparent that they must be handled 
differently, because there is not necessarily any last move. Consider a simpl.e, but 
very famous example, called the Prisoner's Dilemma: two suspected felons are caught 
by the police, and interrogated in separate rooms. They are each told the following: 

• If you both confess, you will each go to jail for 10 y ars. 

• If only one of you confesses, he gets only 1 year and the other gets 25 years. 

• If neither of you confesses, you each get 3 years in jail. 

We cannot look ahead and reason back, since neither deci ion is made first. We just 
have to consider all possible combinations. This is most easily represented with a 
game table listing the players' possible moves and outcomes. Table below, presents 
the outcomes for the first prisoner, for each possible combination of decisions that he 
and the other prisoner could make: 

Prisoner's Dilemma Game Table 

Fir!lt Prisoner· Decision 

onf,:s. Hold Ill 

Otht:r Co,!f~ -~ I ears 25 years 

Prisun1:r•!i 
Dccil,ion Hold Out I , ear 3 years 

Source: http://msll .mit .edu/ ESD I 0/block4/4.4_ -_Game_ Theory.pdf 



The game table ( also called a payoff matrix) clearly indicates if that the other prisoner 
confesses, the first prisoner will either get 10 years if he confesses or 25 if he doesn't. 
So if the other prisoner confesses, the first would also prefer to confess. If the other 
prisoner holds out, the first prisoner will get 1 year if he confesses or 3 if he doesn't, 
so again he would prefer to confess. And the other pri. ner's reasoning would be 
identical. There are several notable features in this game. First of all, both players 
have dominant strategies. A dominant strategy has payoffs such that, regardless of 
the choices of other players, no other strategy would result in a higher payoff. This 
greatly simplifies decisions: if you have a dominant strategy, use it, because there is no 
way to do better. 

Thus, as we had alre dy determined, both prisoners should confess. Second, both 
players also have dominated strategies, with payoffs no better than those of at least 
one other strategy, regardless of the choices of other players. This also simplifies 
decisions: dominated strategies should never be used, since there is at least one other 
strategy that will never be worse, and could be better (depending on the choices of 
other players). A final observation here is that if both prisoners use their optimal 
strategies (confess), they do not reach an optimal outcome. This is an important theme: 
maximizing individual welfare does not necessarily aggregate to optimal welfare for a 
group. Consequently we see the value of communication. If the two prisoners could 
only communicate, they could cooperate and agree to hold out so they would both get 
lighter sentences. But without the possibility of communication, neither can risk it, so 
both end up worse off. 

Although it was very simple, the above example laid the groundwork for developing 
strategies for simultaneou games: 

• If you have a dominant strategy, use it. 

• Otherwise, look for any dominated strategies and eliminate them. 

Many games can be olved using these steps alone. Note that by eliminating a 
dominated strategy, you cross off a whole row or column of the game table, which 
changes the remaining strategies. Accordingly, if you can eliminate a dominated strategy, 
you should immediately check to see if you now have a dominant strategy. If you do 
not, then look for another dominated strategy (there may have been more than one 
originally, or you may have just created one or more). You can keep iterating in this 
way until you either find a dominant s trategy, or the game cannot be reduced any 
further. · 

Therefore, game theory is exciting because although the principles are simple, the 
applications are far-reaching. Interdependent decisions are everywhere, potentially 
including almost any endeavour in which self-interested agents cooperate and/or 
compete. Probably the most interesting games involve communication, because so 
many layers of strategy are possible. Game theory can be used to design credible 
commitments, threats, or promises, or to assess propositions and statements offered 
by others. Advanced concepts, such as brinkmanship and inflicting costs, can even be 
found at the heart of for ign policy and nuclear weapons strategies ii some the most 
important decisions people make. 

Basic Terminology of Game 

Following are the basic terms used in game theory: 

• Backward Induction: Backward induction is a technique to solve a game of 
perfect information. It ?rst considers the moves that are the last in the game, 
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and determines the best move for the player in each case . Then, taking these as 
given future action , it proceeds backwards in time, again determining the best 
move for the respective player, until the beginning of the game is reached . 

Common Knowledge: A fact is common knowledge if all players know it, and 
know that they all know it, and so on. The structure of the game is often assumed 
to be common knowledge among the players. 

Dominating Strategy: A strategy dominates another strategy of a player if it 
always gives a better payoff to that player, regardless of what the other players 
are doing. It weakly dominates the other strategy if it is always at least as good. 

Extensive Game: An extensive game (or extensive form game) describes with 
a tree how a game i, played. It depicts the order in which players make moves, 
and the information each player has at each decision p int. 

Game: A game is a formal description of a strategic situation . 

Game Theory: Game theory is the formal study of decision-making where 
several players must make choices that potentially affect the interests of the 
other players. 

Mixed Strategy: A mixed strategy is an active randomization, with given 
probabilities, that determines the player's deci. ion. As a special case, a mixed 
strategy can be the deterministic choice of one of the given pure strategies. 

Nash Equilibrium: Nash equilibrium, also called strategic equilibrium, is a list 
of strategies, one for each player, which has the property that no player can 
unilaterally change his strategy and get a better payoff. 

Payoff: A payoff i number, also called utili ty, that re?ects the desirability of 
an outcome to a player, for whatever reason. When the outcome is random, 
payoffs are usually weighted with their probabilitie • . The expected payoff 
incorporates the player's attitude towards risk. 

Perfect Information: A game has perfect information when at any point in time 
only one player makes a move, and knows all the acti ns that have been made 
until then. 

Player: A player i an agent who makes decisi ma game. 

• Rationality: A player is said to be rational if he seek to play in a manner which 
maximizes his own payoff. It is often assumed that the rationality of all players 
is common knowledge. 

• Strategic Form: A oame in strategic form, also called normal form, is a compact 
representation fa game in which players simultaneou ly choose their strategies. 
The resulting payoffs are presented in a table with a cell for each strategy 
combination. 

• Strategy: In a garn in strategic form, a strat gy is one of the given possible 
actions of a player. In an extensive game, a trategy is a complete plan of 
choices, one for e ch decision point of the player. 

• Zero-sum Game: A game is said to be zero-sum if for any outcome, the sum of 
the payoffs to all players is zero. In a two-player zero-sum game, one player's 
gain is the other player's loss, so their interests ar diametrically opposed . 



Systems Approach 

In the 1960s, a new approach to management appeared which attempted to unify the 
earlier schools of thought. This approach is commonly referred to as 'Systems 
Approach' . Basically, it took up where the functional process management school let 
off to try to unify management theory. "A system viewpoint may provide the impetus 
to unify management th ory. By definition, it could treat the various approaches, such 
as the process, quantitative and behavioural ones, as subsystems in an overall theory 
of management. Thus, the systems approach may succeed where the process approach 
has failed to lead management out of the theory jungle". 

Scientific Manageme vs. Quantitative Approach 

Scientific Man agement Approach 

1. It advocates use of scientific methods in 
in managing. 

2. If focussed on improving efficiency of 
workers and machines by finding one 
best way of doing things. 

Quantitative Approach 

1. It advocates use f mathematical and statistical 
techniques for . olving management problems. 

2 . It focussed on finding right answers to 
managerial problems. 

3 . The main techniques of sc ientific management 3 . The main technique of quantitative approach is 
are time and motion studies . operations researc h. 

4 . It lays stress on experiment and research 
for improving efficiency. 

4 . It lays stress on de veloping econometric models 
for taking managerial decisions . 

5 . The conceptual base f sc ientific management 5 . 
was provided by F.W. Taylor and his associates . 

Quantitative approach wa~ popularised by W.C. 
Churchman and his associates. 

The systems approach is based on the generalization that an organisation is a system 
and its components are inter-related and inter-dependent. "A system is composed of 
related and dependent Jements which, when in interactions, form a unitary whole. It 
is simply an assemblage or combination of things or parts, forming a complex whole. 
Its important feature is that it is composed of hierarchy of sub-systems. The world as 
a whole can be considered to be a systems in which various national economies are 
sub-system . In tum, each national economy is composed of its various industries, 
each industry is compo ed of firms, and of course, a firm can be considered a system 
composed of sub-systems such as production, marketing, finance, accounting and so 
on". Thus, each system may comprise several sub-systems and in turn, each sub­
system be further composed of sub-systems. 

An organisation as a system has the following characteristic 

(i) A system is goal-oriented. 

(ii) A system consi L of several sub-systems which are interdependent and inter­
related. 

(iii) A system is engaged in processing or transformation of inputs into outputs . 

(iv) An organisation is an open and dynamic system. It has continuous interface 
with the external environment as it gets inputs from the environment and also 
supplies its output to the environment. It is sensitive to its environment such as 
government policies, competition in the market, technological advancement, tastes 
of people, etc. 

(v) A system has a boundary which separates it from other systems. 

Open System Concept 

A system may be closed or open. A closed system is self-dependent and does not 
have any ~nteraction with the external environment. Physical and mechanical systems 
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are closed systems. A closed system concentrates completely on internal relationships, 
i.e. interaction b tween sub-systems only. Becau e of lack of interaction with 
environment, it is unable to monitor changes occurring in the external environment. 
On the other hand, an open system has active interfac with the environment through 
the input-output pr e. s as shown in Figure 1. It can re pond to the changes in the 
environment through the feedback mechanism. That is wh modern authors consider 
organisation as an pen ystem. 
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Figure 1: Open System View of Organisation 

An open system obtain inputs, such as raw materials , layout, capital. technology and 
information, from th environment. Operations are per£ rmed upon the inputs and 
combined with the managerial process to produce desirable outputs which are supplied 
to the environment (i.e., customers). Through a feedback process, the environment's 
evaluation of the output becomes part of the inputs for further organisational activity. 
If the environment is sati ·fied with the output, business p rations continue. If it is 
not, changes are initiated within the business system so that requirements of the 
customers are fully met. This is how an open system resp nds to the forces of change 
in the environment. 

Features of Systems Approach 

The systems approach is far more superior to classical and neo-classical approach 
because of the followi ng ~ atures: 

(i) Open system View of Organisation: The classical th ry treated organisation 
as a closed system. But modems theory consider· organi ation as an open system 
which has continuou interaction with the environment. It gets various resources 
from the environment and transforms them into output desired by the environment. 
Due weightage has to be given to the environmental factors affecting the 
management of an rganisation. 

(ii) Adaptive System: rganisation is an open system; its survival and growth in a 
dynamic environmenl demand an adaptive system which can continuously adjust 
to changing environment. Management tends to bring changes in the sub-systems 
of the organisations to cope up with the challenge of environmental forces. 
Since there is a provision of feedback mechanism, manaoement can evaluate its 
performance and take corrective actions. The basic role of management is 
considered in terms of its adaptability to environm nt. 

(iii) Interdependent Sub-systems: An organisation i a ystern consisting of several 
sub-systems. For example, in a business enterprise, production, sales and other 
departments and sub-systems. All these sub-systems are functionally interacting 
and interdependen They are used together into an organic whole through goals, 
authority flows, re urces flows and so on. 



(iv) Whole Organisation: The system approach provides a unified focus to 
organisational effort . It gives managers a way of looking at the organisation as 
a whole that is great r than the sum of its parts. The stress is laid on integration 
of various sub-system' of the organisation to ensure overall effectiveness of the 
system. 

(v) Synergy: The output of a system is always more than the combined output of its 
parts. This is called the law if synergy. The parts of system become more 
productive when they interact with each other than when they act in isolation . 

(vi) Multi-disciplinary: Modern theory of management is enriched by contributions 
from various dis iplines like psychology, sociology, e onomics, anthropology, 
mathematics, operations research and so on. 

Appraisal of Systems Approach 

The systems approach i based on the General Syst m Theory and is of great 
significance to the mana ement of modern organisation . It examines interrelationship 
and interdependency among organisational part and seeks to answer questions arising 
from these relationship ·. It concentrates on the working of various sub-systems so as 
to ensure the survival n growth of the system. 

The system approach i an attempt to design an overall theory of management. 
Interdependency and in ter-relationships between various sub-systems of the 
organisation is adequate ly emphasized. A pressure for change in one sub-system 
generally bas a direct or indirect influence on the other sub-systems also. Thus, the 
systems approach ac owledges environmental influences which were ignored by 
the classical theory. It emphas izes adaptability (ability to respond to change) as well 
as efficiency. Hence, rigid rules and regulations cannot deal with uncertain and 
uncontrollable events. 

The systems approach represents a balanced thinking on organisation and management. 
It stresses that managers should avoid analyzing problems in isolation and rather develop 
the ability for integral d th inking. It provides a unified focus to organisational efforts. 
It stresses the dynamic, multi-dimensional and adaptive nature of organisations. It 
provide a strong con ptual framework for meaningful analysis and understanding 
of organisations. It recognize the interaction and interdependence among the different 
variables of the environment. It provides clues to the to the complex behaviour of an 
organisation. It warns again t narrow fragmented and piecemeal approach to problems 
by stressing inter-relationships. 

The systems approach · criticized as being too abstract and vague. It cannot easily 
be applied to practical pr blems. It does not offer specific tools and techniques for the 
practising manager. Moreover, this approach does not recognize differences in systems. 
It fails to specify the nature of interactions and interdependencies between an 
organisation and its external environment. 

Contingency Approach 

A review of the earlier s hools of management helps us to place the current approach 
to management in perspective. The performance results of the management process 
school's universalist ssumptions were generally disappointing. The behavioural 
approach to management was incomplete. Certain quantitative techniques worked in 
some situations and not in others. The quantitative people could not solve behavioural 
problems and behavioural people could not overcome operations problems adaptable 
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lo quantitative solutions. Many authors believe that systems based theory could solve 
this dilemma. But this approach is also as yet incomplete. The Jatesl approach to 
management which integrates the various approaches lo management is known as 
'contingency' or 'situalionru' approach. 

The contingency approach is not new. Pigors and Myer!> propagated this approach in 
the area of personnel management as early as in 1950. However, the work of Joan 
Woodward in the 1950s marked lhe beginning of the ontingency approach lo 
organisation and management. Other contributors include Tom Bums, G.W. Stalker, 
Paul Lawrence, Jay Lorsch, and James Thompson. They analyzed the relationship 
between t,he structure of the organisation and the environment. Thus, contingency 
approach incorpmale!.external environment and attempts to bridge the theory-practice 
gap. It does so in the systems framework. In other wore.ls, contingency approach as 
regards organisation as an open and dynamic system which has continuous interaction 
with environment 

According to Kast and Rosenzweig, ''The contingency view seeks lo understand the 
inter-relationships within and among sub-systems as well as between the organisation 
and its environment and to define patterns of relationships or configurations of variables. 
Contingency views are ultimately directed toward suggesting organisationaJ designs 
and managerial action...'i most appropriate for specific situalions'' . 

The contingency approach to management is based upon the premise that there is no 
one best way to bundle any of the management problems. The application of 
management principles and practices should be contingent upon the existing 
circumstances. FunctionaJ, behavioural, quantitative aod syi.1ems tools of management 
should be applied situa110na1Jy. There are three major parts of the overall conceptual 
framework for contingency management: (i) environment; (ii) management concepts, 
principles and techniques; and (iii) contingent relation~ hip between the first two. 

A general framework fo1 contingent management has been shown in Figure 2. However, 
it is an abstract depiction of the contingency model. The environment (If) is an 
independent variable \\-bereas management (Then) i~ u dependent variable. The 
independent "If's" are along the horizontal axis. The goal of contingency management 
is to fill in as many cells of the matrix as possible. For ex.1Jnpie, in the bottom left-hand 
cell of the matrix, a rekvant environmentaJ condition would be identified (one or a 
combination of the "if's") and then be contingently related to an appropriate 
management (one or more of Lhe ''then's") for the mos, effective goal attainment 
possible. 

2! 
w 
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Figure 2: Conceptual Framework of Contingency Model. 



The contingency theory tre<ises that there is no one be. t style of leadership which 
will suit every situation. The effectiveness of a particular leadership style will vary 
from situation to situation. For instance, participative leader:-hip may be more effective 
in an organisation employing professional personnel in a high technology operation in 
an atmosphere of non-matenaJistic orientation and free expression. On the other hand, 
authoritarian leadership would be more effective in an organisation which employs 
unskilled personnel oo routine casks in social values orienti:d towards materialism and 
obedience to authority. 

Evaluation of Contingency A pp roach 

Contingency approach !,'l.licles the managers to be adaptive- tu environmental variables. 
In other words, the mru1ag~rs should develop situational sensitivity and practical 
selectivity. Adoption of thi approach can be useful in the fonnulution of strategies, 
design of effective o rganisations, planning information systems, establishing 
commw1ication and control systems, shaping motivational and leadership approaches, 
resolving conillcts, mtmaging change, etc. This approach highlights the mulLivariate 
nature of organisations an<l explains how organisations operate under varying conditions. 
With its help, managers can design structures which are highly appropriate to the 
respective situations. lf an organisation is operating in a stable environment, it can 
have a mechanistiL: slructure characterized by high deg ree of differentiation, 
centralizarion of authority, rigid hierarcl1ical relationships, rule · and regulations, etc. 
But if the environment i.s dynamic, organic structure would be more appropriate. 
Organic structure is hnracterized by decentralized decision-making, collaborative 
relationstups, open communication, scope for innovative dec~ion-making, etc. 

Contingency approach suggests the managers to condor environmental contingencies 
whiJe choosing their ~tyfe and techniques. ll discounts preconceived notions and 
liberated the managers from dogmas and rigid behaviour. The management principles 
and techniques should be tailored to meet the particular situation. Readymade solutions 
for all the siruations arc not available. Contingency approach tells the managers to be 
pragmatic and open-minded. 

S}StemsApproach vs. ContingencyApproad1 

Systems Approach Contingency Approach 

I . ll lay~ emphasi~ on the n1l~Hkpendenrie.~ and 1. It idenlifics the n11tu,e or inter•depenclencies 
lntcracrlons arnon,; ~ystcm, and , uh-systems. and the impa<,:t uf CTI,;ironrnenl of organb ational 

Je~lgn and man&geriul style. 

2. Jt treati all organisnlion~ ~lik Size of the 2. Ench organisution h l~1 be ~tudied ns a unique 
organisullon, and its ><1CU1-cuhural sellini; entity. 
are not considered. 

'.l . It studies organisatiou ot thi: philosophical } . It l'ullows on DCtion-nrientcd appronth llnd so is 
l<'.'vcl. pnigrnatic.. It i~ based 110 empirical s tudies. 

4. lt doc~ nor comment 1,)11 the vali<lity of the 4 . It rejec1s 1he blmd .ipplication of the cl:is~ical 
classical principles 111 1N1JU11temcn1. principles of management. 

5 . 11 simply lays down 1h,1 the: organisation 5. The impac1 o( environment on 1he organisation 
in1era~1s wilh the ~nvironmcnl s111.1ctun: ond m:1nqge.fi:1I style is 1hc major 

concern of contJngi:ncy upproach, 

Contingency approach is an tmprovement over systems approach. It not only examines 
the relationships sub~ ystems of the organisation, but also th~ relationship between 
the organisation and i~ environment. The contingency approach seems to hold a 
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great deal of promise for the future development of management theory and practice. 
The other approaches to management can all be incorporated into the contingency 
framework. However, the contingency approach suffer, from two limitations. Firstly, 
it does not recognize the influence of management concepts and techniques on 
environment. Secondly, literature in contingency management is yet not adequate. 

Operational Approach 

Kootnz, O'DonneH and Weihrich have advocated the operational approach to 
management. In doing so, they have attempted Lo draw together the pertinent 
knowledge management by relating it to the managerial job, i.e., what managers do. 
This approach recognizes that there is a central cor f knowledge about managing 
which exists in management such as line and staff, pattern of departmentation, span 
of management, managerial appraisal and various managerial control techniques. Many 
other pertinent elements of knowledge are derived from other fields such as application 
of system theory, motivation and leadership, decision-making, group behaviour and 
cooperative systems, communication, and mathematical analysis and practices. 

Operational approach to management regards management as a universally applicable 
body of knowledge that can be brought to bear at all I vels of managing and in all 
types of enterprises. At the same time, the approach recognizes that the actual problems 
managers face and the environments in which th y operate may vary between 
enterprises and levels . It also recognizes that application of science by perceptive 
practitioner must take thi into account in designing practical problem solutions. 

The operational approach to management is based largely on the following fundamental 
beliefs that: 

(i) Management L an operational process initially be t di. sected by analyzing the 
management functions. 

(ii) If the knowledge of management is to be presented effectively, clear concepts 
are necessary. 

(Iii) Experience with managing in a variety of situation an furnish grounds for 
distillation of basic truths-theory and principles-which have a clarifying and 
predictive value in understanding and improving practice. 

(iv) Principles of management can become the focal point for useful research both 
to ascertain their validity and to i_mprove their applicability. 

(v) Managing is an art (like medicine and engineering) the should rely on underlying 
science-concepts, theory and principles and techniques. 

(vi) While the total culture and the physical and biologicai universe variously affect 
the manger's environment, as they do in every other fi eld of science and art, 
management science and theory need not encompass all knowledge in order to 
serve as a useful foundation of management practice. 

George R. Terry has advocated the use of "modified management process" approach. 
This approach is quite similar to operational approach suggested by Koontz, ODonnel 
and Weihrich. Terry feels that such an approach shouid be followed which can be 
termed the electric process school of management, featuijng the basic frame work of 

. the process approach modified by certain theories from other appropriate schools of 



management thought. E lectric means "consisting of what is selected" and this term 
has been interpreted to indicate taking the best from what is avru1able in the management 
thought and working it into a single theory moulded around the process framework as 
the central core. 

Leading Management Thinkers 

F.W. Taylor 

F.W. Taylor was the first person who insisted on the introduction of scientific methods 
in management and it was he who, along with his associated, made the first systematic 
study of management. He launched a new movement in 19 10 which is known as 
'Scientific Management' . That is why, Taylor is regarded as the father of scientific 
management. 

Taylor was born in 1856 in Philadelphia, U.S.A. He started his career as an apprentice 
in a small machine making shop in 1870 and rose to the position of chief engineer of 
Midvale Steel Works in 1884 at the age of 28 . Taylor conducted a se1ies of experiments 
over a period of more than two decades. He experimented with machines tools, speed 
metals and the like. One of his experiments led to the discovery of high speed steel 
which made hiri very popular. Other experiments related to the way men handled 
materials , machines and tools which led him to the development of a coordinated 
system of shop management. In short, he experimented in different fields to eliminate 
wastages of all types , increase the efficiency of workers and provide for functional 
management. 

Taylor was a man of strong will and convictions. He wanted to apply scientific reasoning 
to management. After leaving Midvale Steel Works, he joined Bethleham Steel 
Company where he introduced scientific management. He was highly opposed by the 
management and the workers and his services were terminated unceremoniously in 
1901. Taylor presented his first paper entitled 'A Piece Rate System' in 1895. His 
second paper "Shop Management" was published in 1903. It focussed attention on 
his philosophy of management. His famous book "Principles and Methods of Scientific 
Management" was published in 1911 and his other contribution was "Testimony Before 
the Special House Committee" which was given in 1921. It may be pointed out that 
the last two works were combined in one book entitled 'Scientific Management' in 
1947 by Harper & Brothers, New York. 

HenriFayol 

Henri Fayol was born in 1841 in Finance. He joined as junior executive in a French 
mining company in 1860 and rose to the position of its Chief Executive in 1888. As an 
engineer he was fully coservant with the principles and techniques of management. 
His workshop experience contributed a lot to his thoughts on management. He felt 
that there could be a single administrative science whose principles are universaUy 
applicable, irrespective of lhe type of the organisation and managerial situation. Because 
of bis emphasis on universality of management principles, he is known as 'Universalist'. 
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Comparison ofTaylor and Fayol 

Taylor (Scie ntific Management) Fayol (Admi nistrative Management) 

I. He paid more attentio n to shop and factory I. He gave more emphasis on the functions of 
m anagement. managers and the management process as a 

whole . 

2. He worked from bottom lo top level. His 2 He worked from top level to down wa rds laying 
centre of study was lhe operator at the shop stress on un ity o f command , un ity of direc tion, 
leve ls. coordinati n, e prit de co rps, etc. 

3. His approach was a ki nd of efficiency 3 . He had a wider perspec ti ve. His scheme was to 
movement. Thus. it had a narrow perspective. evol e p rincip le~ which could be applied to 

admi ni stration in different spheres . 

4 , He gave stress on increa ing producti vity 4 . He showed regard for the human element by 
rather than on human re.~ ources . advocat ing pri ncip les such as initiative, stability 

of serv ice llnd spirit of cooperation. 

5 . He is known as the fa ther of Scientific 5. He is known as the father of Manageme nt 
Manage me nt. Process. 

Fayol published a number of papers and books in his mother tongue. His classic book, 
' Administration Indystrielle et genera le' (1919) wa original ly translated as 'General 
and Industrial Administration' (1929). It was transl ted as General and Industrial 
Management in 1949 some thirty years after its original publication . 

Fayol's long practical experience is amply reflected in bi written work. He tried to 
develop a theory of management. He discussed the principles of general management 
and argued that manag rial ability can be acquired as any other technical ability. He 
not only recommended f nnal teaching in management but also practised it by founding 
the Centre for Administrative Studies in Paris. Thus, he was a pioneer in the field of 
management education. In brief, Fayol 's views on management command acceptability 
even today because they are much in tune with the requir m ents of the management 
in the present day world. He has been rightly called the fa h r of general management. 

The quote Theo Hai rn n. "As long as we refer to Taylor as the father of scientific 
management, we would do justice to Fayal and his work to call him the father of 
principles of management" . We can conclude the c ntribution of Taylor and Fayal in 
the words of Urwick "The work of Taylor and ayol was, of course essentially 
complementary. They both realized that the problems of personnel and its management 
at all levels is the kay to industrial success. Both applied cientific methods to this 
problem. That Taylor wor ed primarily at the operative level from the bottom of the 
industrial hierarchy upwards, while Fayal concentrated on the managing director and 
worked downwards, was merely a reflection of their very different careers. But 
Fayol's capacity to s · od to acknowledge this publicly was an example of intellectual 
integrity and generosity of spirit'" . 

Frank and Lillian Gilbreth 

Although their contributions were numerous, the Gilberths added two especially 
important features to s ientific management. Franck Gilbreth ( I 868-1924) was an 
engineer, and he concentrated his attention on time and motion study. Working initially 
with bricklayers, he analyzed the actual motions involved in a job and sought to minimize 
fatigue through developing the one best way to do a job. Gilbreth developed a number 
of new techniques to a ist in time study. For example; he developed micromotion 
study, which used a moti n picture camera! and a large clock marked off in hundredths 
of seconds to analyze individual motions. 



Lillian Gilbreth was the wife of Franch Gilberth. She wa. a holar in her own right 
and noted psychologi t. Her renowned work 'The Psychology of Management" in a 
way laid the foundation of human relations. She helped her husband in his work and in 
spreading his ideas. he called for the recognition of psy bological factors and their 
important to the productivity of the workers. She advocated that management should 
take interest in work rs. 

Henry L. Gantt (1861-1919) 

Gantt is probably best remembered for his development of task-and-bonus system 
and his perfection of th Gantt Chart. Taylor's differential piece rate system was an 
incentive plan whereby the worker was paid on the basis of his daily output. Gantt's 
task-and-bonus system wa. so structured that the worker received a day's wage 
even if he did not complete the task. But if he completed the task in less than the 
prescribed time, he received a bonus. 

The Gantt Chart is still u ed and is the forerunner of some of th cheduling techniques. 
Gantt like the Gilbreths was concerned about the human fa tor in management. In 
this Yale lecture of 19 15 he explicitly noted that financial incentives are only one of 
numerous motives which influence men. He also recogn ized management's 
responsibility to the community and was concerned about th businessman 's desire 
for profits over community services. 

Harrigton Emerson (1853-1931) 

Harrington Emerson ref rred to as the ' high priest of efficiency", was an engineer by 
profession. He proposed twelve principles of efficiency that were, according to his , 
intensely practical, tested, and extremely successful. He wa. one of the first practising 
efficiency engineers, and he also advocated applying the less ns learnt by the military 
to the problems of business organisations. 

Oliver Sheldon 

On the basis of his experience in his military service and a ociation with Coca Works 
of Rowntree and Compan , Sheldon developed the concepts which he published in 
1923 in the form of a b k The Philosophy of Management. 1n this book, he tried to 
distinguish between management and administration . Sheldon attempted to mix social 
ethics with the practicality of scientific management. He concerned himself with the 
totality of management and its logical position in the community. This was a novel 
direction for management. 

James D. Mooney 

Mooney wrote a book Prin iples of Organisation and Co-authored Onward lndustry 
with Allan C. Railey. Mooney conceived of the idea that the principle of organisation 
employed by all great leaders throughout history must surely be same, he, therefore, set 
out on a search for all available literature. He developed three principles of organisation: 

1. The Principle of Coordination, 

2. The Scalar Principle and 

3. The Functional Principle. 
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Elton Mayo 

Elton Mayo is said to be the father of Human Relations Movement. He conducted 
experiments in human relations and presented his findi ngs in his book "Human Problems 
of an Industrial Civilization", Published in 1933. The Studie at the Hawthorne Plant 
of Western Electric C mpany under his guidance are a landmarks in development of 
management thought. These showed that an organisation is not merely a formal lifoless 
structure, but a dynarni , live and vital social system. 

Mayo discussed in detail the factors that cause a change in human behaviour. He 
concluded that the cause of increase in the producti ity of the workers is not a single 
factor like changing working hours or rest pauses but a combination of these and 
several other factors . Considerate supervision, giving au tonomy to the workers, allowing 
the formation of small ohesive groups of workers, creating conditions which encourage 
and support the growth of these groups and the co peration between workers and 
management lead to increase in productivity. 

Mayo's contribution to management thought lies in the recognition of the fact that workers' 
performance is related to psychological, sociological and physical factors . Hawthorned 
Study was an important landmark in studying the behaviour of worker and his relationship 
to the job, his fellow workers and the organisation. It discarded the engineering approach 
(as in Scientific Management) to the problems of work. R ther it proved that informal 
work-groups and the opportunity to be heard and participate in decision-making have an 
important impact on the productivity of the workers. 

Chester I. Barnard 

Like Henri Fayol, Barna ( 1886-196 I) was also a practitioner. He rose to the position 
of the president of the New Jersey Bell Telephone Company. In his famous book, The 
Functions of the Executive, Barnad described organi ation as a social system that 
requires human cooperation. He also introduced the concepts informal organisation, 
status, and communi ation. 

According to Barnard, f rmal organisation is a cooperative system in which there are 
persons able to communicate with each other, and a willing to contribute towards a 
common purpose. It is the primary duty of a manager to timulate people to high 
levels of effort. Organisational success, thus, depends on the manager's ability to 
obtain cooperation from the organisational members. 

Barnard concentrated mainly on the working and efficien y of social systems. That i 
why, he is also known as the father of Social System School of management thought. 
He started with the individual, moved to cooperative organized endeavour, and ended 
with the executive functions. Barnard identified the following fu nctions of an executive: 
(a) the maintenance of organisational communication, (b) securing essential services 
from individuals in the organisation, and (c) formulating and defining the purpose. By 
performing these functions, the executives can achieved good human relations in the 
organisation. 

Barnard developed a new concept of authority kno n a acceptance authority. He 
suggested that a person will accept the communication as authoritative only when 
four conditions are satisfied : (a) he can understand the communication, (b) he believes 
that it is consistent with organisational purpose, (c) he believes it to be compatible 
with his own personal interests, and (d) he is mentally and physically able to comply 
with it. 



Barnard is also remembered for his views on social responsibility of management 
The philosophy of social responsibility of management emphasises that management 
should provide fai r wages and security, and also create an atmosphere conductive lo 
the growth and development of the worker as a good employee and citizen. The 
management should ;1.bo satisfy the other groups with wbom the organisation has 
interaction such as investors. customers, suppliers and community. 

In brief, Chester I. Barnard was a dynamic trailblazer in the field of managemenr. He 
studjed the inter-relationships with in the organisation and suggested cooperation 
between management and workers to acbfove the goals of the organisation. His 
definition of formal organisution is regarded to be a major contribution in the field of 
management. He studiecl informal groups and communication with the organisation. 
He also laid emphasis on the external environment of the organisation. 

HerbertA. Simon 

Herber Simon, an American politicaJ and social scientist, got the Nobel Prize in 
Economics in 1978. He has several publications to this credit such as Administrative 
Behaviour. 1947, Public Administration, 1950, organisation, 1958, the New Science of 
Management Decision, 1960, The Shape of Automation for Men and Management, 
1965. 

Simon examined the accepted principles of administration and found these contradictory 
as well as ambiguous. Simon criticized the principles of maoagement propagated by 
earlier writers like LyndaU Urwick and Gulick. He decried these principles as ·myths', 
'slogans' and ' homely proverbs' . He pointed out inheren1 oonlt'J.diction in them. This 
led him to evolve a new approach to administrative organisation. This approach is 
known as decision theory approach. He felt that organisations are decision-making 
centres. For the effectiveness of the organisation all the decisions should be rations. 

Douglas McGregor 

Douglas McGregor is popular for his "Theory X" and "Theory Y", which he presented 
in his book "The Human Side of Enterprise". He was a behavioura.1 scientist and his 
central concern was the application of behavioural sciem:e research to the practice of 
management. He argued that the traditional organisation and management practices 
were based on certain assumptions about human nature uch as an average being 
does not like work inherently, avoids responsibility and has litUe ambition. The 
assumptions are contained in Theory X which is based as them is taken notion of 
cause and effect. McGregor's observation of human beha, ,our led him to formula1e 
a different set of assumptions about human nature which be called theory Y. He 
found that people are active and they take initiative and like work and responsibility. 
He suggested participative management and managing by objectives for the motivation 
of such employees. 

Reosis Likert 

Rensis Liken, a former director of the Institute of Socilu R~search at the University 
of Michigan, conducted extensive research in the field of Leadership with the help of 
his associates. He enunciated four bask styles which he presenLed in his 'New Patterns 
of Management' publi~hed in 1961 and 'The Human Organisation· published in 1967. 
These styles of leadership are: 

1. Exploitative-Authoritative. 

2. Benevolent-Authoritative. 
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3. Consultative-Democratic. 

4. Participative-Democratic. 

Peter F. Drucker 

Born in Vienna in 1909, Peter Drucker is a contemporary write on management 
practice. The ideas he put forward in "The Practi e of Management" many years 
ago are still basic tenets of management throughout the globe. Drucker's extensive 
writings are a landmark in the management field. He is a legendary figure in 
management thought through his writings and consultancy. 

Drucker viewed management as the 'dynamic, life-giving element in an organisation' 
which converts resources into result . He wrote about management at it is rather than 
as it should be. He maintained that management can never be an exact science. He 
laid more emphasis on practical experience than on formal degree in management or 
administration. He introduced the concept of management by objectives and self­
control in early fifties . He maintained that economic performance is the ultimate test 
of effectiveness of management. He argued that a company can make a social 
contribution only if it is profitable. Drucker has also been oncerned with futurity. He 
stressed that a manager operates in a turbulent environment. In order to be successful, 
he must predict environment and adapt his organisation to the environmental changes. 

Peter Drucker is a contemporary management thinker. His works 'The Practice of 
Management (1954), 'Managing for Result' (1964), 'The Effective Executive' (1967), 
'The Age of Discontinuity' (1969) and 'Management: Tasks, Responsibilities and 
Practices' (1974) are most significant. The Practice of Management is a very useful 
guide to managers. "Managing for Results' enables an executive to see his business 
in a better perspective. It tells how the executive can find the right things to do. It 
emphasis that economic performance is the specific function and business exists on 
account of economic performance. The 'Effective Ex cutive' presents a systematic 
study of practices essential for the success of executives. This is regarded to be an 
indispensable book for executives. Drucker has discussed five principles in detail, viz, 
time management, personal contribution to the organisation, making strength productive, 
establishment of priorities and effective decision-making. 

'The Age of Discontinuity' ( 1968) focussed on changes in technology and their 
implications for the economy. It emphasises the effects of shifts from manual work to 
mental work. Drucker mentioned the sharp discontinuities between the patterns and 
trends of the part fifty years and those of the future. F r solving the problems which 
can make the society liveable, and understanding of the discontinuities is essential. 

Management: Task, Responsibilities and Practices' (1974) is a very comprehensive 
book. It is a compendium of Peter Drucker on management. This book discusses 
systematically the tasks of management and the nature of organisation. Drucker is of 
the view that in the success of managers lies the working of institutions and, in turn, 
the working of the society. He felt that manager need both a based competence and 
a will to perform. Hi observations are based on experience. Drucker treats 
management ' not so much a science as an organized body of knowledge'. 

Thus, Drucker's contributions are substantial to different areas of management. His 
writings and thoughts bear testimony to his deep insights into the practice of 
management. He is renowned all over the world for his practicability and sophistication 
of views. His extensive writings are a landmark in contemporary management. 



Student Activity 2 

Summarize 
The contributions of : 
• Modem management thought 
• Human relatfon school. 
• Scientific management. 
• Hawthrone study. 

Summary 

The study of 0rgani1.;ition and management is a must to understand the underlying 
principles of management. Various schools of thoughts have put forward theories to 
better understand the scope of management in organization. Management theory is 
yet one of the pivotal approaches employed to analyze the concept of management 
and organization. Commonly used analysis of approaches to organization and 
management is the three-fold categorization pivotal of classical, human relations and 
systems. The classical writers placed emphasis on purpose and structure, on the 
technical requiremenrs or the organisation, on principles of management, and on the 
assumption of rational and logical behaviour. The human relations writers emphasized 
the importance of the informal organisation and the psychological and social needs of 
people at work. The systems approach attempts to integrate the work of the classical 
and human relations wnters. Attention is focused on the organisation as a whole and 
the interactions between technical and social variables. The organisation is seen as an 
open system in continual interaction with the external environment. 

More recent forms of analysis include contingency theory and social action. 
Contingency theory highlights possible means of differentiating between alternative 
forms of structures and sy~tems of management. 

It might be that the study of organisations is moving towards a more scientific value 
approach. But whate\er lhe balance between philosophy and science, a knowledge 
of management theory will help with the complexitie!, or management in modem 
work organisations. 

Keywords 

Oassical theory: It concentrates on the structure of the organization for Lhe achievement 
of organizational goals and certain principles of management. 

Scientific management: It emphasizes efficiency of lowet levels of organization. 

Administrative Ma,ragement: Concerned with the detennination of policies. 

Bureaucracy: A fonn of rational organjzation charactenzed by division of labour, 
speciali.zation, structure, impersonal relations, competence of personnel etc. 

Neo-Classical Theory: This approach emphasizes on the importance of social and 
psychological factol"b 111 determining workers' productivity and satisfaction. 

Human relatio11ists: TI1e neo-classical writers who were rnstr□mental in creating a 
new image of man and the work place. 

Behavioral Sci.ence Approach: This approach utilizes methods and techniques of 
social science, which emphasizes on motivation, individual drives, group relations, 
leadership, group dynamics and so forlh. 
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Quantitative Approach: It uses scientific tools for providing and quantitative basis 
for Managerial decisions. It believes that management problems can be expressed in 
terms of mathematical ymbols and relationships. 

Systems Approach: It i based on the generalization that an organization is an open 
system composed on inter-related and inter-dependent elements. 

Contingency Approach: It is concerned with the analysis of interaction of specific 
organizations with lheir external environment and the adoption of structure to meet 
the requirements of th situation. 

Operational Approach: It regards management as a universally applicable body of 
knowledge that can be brought to bear at all levels of managing and in all types of 
enterprises. 

System: A system is composed of related and dependent elements which when in 
interactions for a unitary whole. 

Closed system: A closed system is self-dependent and there is no interaction of the 
system with the external environment. 

Open system: An open ystem interacts with the environment obtaining inputs such 
as raw material, layout, capital, technology etc and operations are performed upon the 
inputs to produce desired outputs with the application of feedback process. 

Adaptive system: A . ystem, which can continuously adjust to changing environment. 

Synergy: Law of synergy implies that the output of a system is always more than the 
combined output of its parts. 

Review Questions 

I. Describe various Schools of Management Thought prevalent from time to time. 

2. Write a note on the evolution of management thought. What are the recent 
trends in management thought? 

3. Explain the evolution of management thought from the early pioneers to modem 
times. · 

4. Write an explanatory not on Henri Fayol 's contribution to modem management. 

5. Write an explanatory approach to ,the Scientific Management approach to the 
study of management. 

6. "Fayol is considered as the father of modern management theory". Discuss. 

7. Distinguish between Taylor and Fayol as far as the development of management 
thought is concerned. 

8. Write short notes on: 

1. Human Behavi ur School 2. Mathematical School 3. Operational Approach. 

9. Discuss the contribution of Behavioural and System cientists to the development 
of management thought. 

10. Distinguish between the following: 

(a) Contingency approach and systems approach. 

(b) Scientific management and quantitative approach. 



11. Write a short note on Human Relations Approach to Management. 

12. Distinguish between Human Relations and Scientific Management approach to 
Management. 

13. Discuss in brief the contributions of Behavioural Science Approach and System 
Approach to the study of management. 

14. Discuss the Systems Approach to the study of Manag.:ment. 

15. (a) What is systems approach to management'! Explain the salient features of 
this approach. 

(b) What are the major contributions of the Hawthorne experiments to the 
present day organisations? 

16. "Elton Mayo is known as the father of Human Relations School". Comment. 

Further Readings 

George C.S. 77ie History of Management Thought, Second Edition, PHl. 

Brech, E. F. L. Organization: The Framework of Management, Second Edition, 
Longman. 
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C HAPTER 

3 
MANAGERIAL SKILLS 

LEARNING OBJECTIVES 

l. Levels of Management 

2. Managerial ~kills 

3. The Job of a Manager 

4. Managerial Roles 

Introduction 

The term 'Manager' conveys different meanings to different people as there are no 
prescribed duties and qualifications of a manager. In a btg enterprise, there are two 
distinct classes of employees, viz., (a) operative employees and (b) personnel employeq 
to supervise other employees. The personnel of second category are termed as 
managers. In the words of Edwin B. Flippo, "A manager is one who exercises authoti ty 

and leadership over other personnel; the president (chief executive or general manager) 
of a company is cenainly u manager and so also is the departmental head or a foreman." 
Thus, chief executive, departmental heads, section officers. foremen and supervisors 
are all managers as they are responsible for instructing and guiding other personnel. 

Levels of Management 

The term 'levels of management' refers to a line of Jcma.rcation between various 
managerial positions in an organisation. The number oflevels of management increase 
when the size of tbe bw;iness and workforce increases. There is a limit to the number 
of subordinates a person cttn supervise. Levels of management are increased so as to 
achieve effective supervision. 

The number of levels of management cannot be increased to an unlimited exte-nt 
becau.se it may create man) problems. It may compl icate- Lb~ communication process 
and make coordination .ind control difficult. Therefore. ii 1!> desirable to restrict the 
number of levels Qf management. But the feasib le span of control should not be 
widened to restrict th number of managerial levels. Accol'ding to Urwick, ··111 
determining the number ol' levels which are necessary, prime regard should be given 
to the span of control and not vice versa. Forcing man.tg1:n, to exceed their feasible 
span of control merely in order to reduce the nu mbe1 of levels will increase 
administrative and social distance". 

In most of the big organisations, there are generally four level!) of management, namely, 
top management, upper middle management, middle management and lower level or 
first line management. These have been shown in Figuru I . 

Top Level Management 

Top management of a company consists of the Board of Directors and the Chief 
Executive or tbe Managmg Director. ft is the ultimate source of authority :.ind it 
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establishes goals and policies for the enterprise. It is accountable to the owners of the 
business for the overall management. Top management also approves tbe decisions 
of the middle level management. It can issue orders and instructions and lay down 
guidelines which must be followed by the lower levels. 

The responsibilities of the chief executive position include the interpreting of 
organisational polices and communicating the goals of the organisation. The chief 
executive thinks and taJces decisions for the long run welfare of the enterprise. He 
puts into effect the policy decisions taken by the Board and maintains effective 
coordination in the organisation. 

The functions performed by the top management are stated below: 

(i) Top management lays down the objectives of the enterprise. 

(ii) It prepares strategic plans and policies for the enterprise. 

(iii) It issues necessary instructions for the preparation of departmental budgets, 
schedules, procedures, etc. 

(iv) It appoints the executives for the middle-level. 

(v) It coordinates the activities of different departments. 

( vi) It t:ontrols the activities of all department with the help of reports, memoranda, etc. 

(vii) It builds and maintains relations with the outside public. 
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Upper Middle or Intermediate Management 

Upper middle m11nagcment consists of heads of variou~ divisions. As shown in 
Figure I, Production Director, Finance Director and Marketing Director comprise the 
intermediate or upper middle manage ment. The heads of func tional divisions are in 
constant touch with die LOp management. They are responsible for the effective 
performance of their functional divisions. They pursue the policies and programmes 
laid down by the top 1nanttgement. They perform the following functions: 

{i) Upper middle m<1nagement lays down plans 1rnd policies for the middle 
management. 

(ii) They put the top management's plans into praclic..:. 

(iii) They coordinate Lhe functioning of their division!>. 

(iv) They appraise and rontrol the functioning of middle management. 

(v) They give d irections and guidance to the lower levels. 

(vi) They prepare reports about the progress of their divisions for use by the top 
management. 

Middle Level Management 

Middle level management generally consists of head!-i of functional departments. 
They are responsiblt! to the top management for the efficient functioning of their 
departments. They devote more time to the organisation and functions of management. 
The middle level managers include branch managers, superintendents and heads of 
vruious sections. 

Mary c. Niles, in her book 'Middle Management', has laid dClwn the seven functions 
of middle management, which are as follows: 

(i) To run the details of 1.he organisation. leaving the top mnnagers as free as possible 
of their irresport)ihiUties. 

(ii) To cooperate in making a smoothly functioning organisation. 

(iii) To understand the interlocking of departments in major policies. 

(iv) To achieve the coordination between the different parts of the organisation. 

(v) To build up a contented and efficient staff where reword is given according to 
capacity and merit ~ind not according to chance or length of service. 

(vi) To develop leader.; for the fu ture by broad training and expe1ience. 

(vii) To build a team spirit where all are working to provide a product or service 
wanted by the society. 

As shown in Figure I. middle management may be upper middJc management and 
lower middle manag\!menl In small organisations, there is only one layer of middle 
management. But where both of these exist, it is the upper middle management that 
gets authority direct from the top management. 

Supervisory or Lower Level Management 

Supervisory management refers to those executives whose work is to control and 
direct operative employees. This Jevel includes supeivisors, foremen, finance and 
accounts officers, sales otticers. etc. The essential feature of this level is that managers 
at this Jevel are in d ired contact with the operative e mployees. They are more 



concerned with direction and control functions of management as compared to planning 
and organizing. They implement the policies of top management communicated to 
them by the middle I vel managers. 

Managers at the lowest level are also known as first line supervisors. They represent 
a link between the management and the workers. The important functions of a 
supervisor or lower level executive are listed below: 

(i) To plan and organi e the activities of the group. 

(ii) To arrange for ne essary material, machines, tools, etc. , for workers and to 
provide them the necessary working environment. 

(iii) To prove training to the workers. 

(iv) To supervise and guide the subordinates. 

(v) To solve problems of the workers. 

(vi) To communicate workers' problems to the higher level management. 

Intensity of Management Functions at Different Levels 

From the above discus ion, it can be concluded that aU managers, top, middle and 
first line perform the . ame managerial functions. The main difference between their 
jobs in terms of management functions is emphasis. As hown in Figure 2, the top 
management spends more time on planning and organizing than does the middle and 
first line management. The middle management spends more time on directing and 
controlling than the l p management. The first line managers devote Jess time on 
planning and organizing and more time on directing and controlling. Thus, the time 
and effort spent on different functions will depend on the lev I on which the manager 
is placed in the managerial hierarchy. 

Managerial 
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J 
Top 
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Lower 

Planni ng 
Organising __ 

--- -- -------~~~~=~;- --- ------
.,,. ..- Directi ng ~---- ---~----------- ----------

1\,1,lnftgerial Functions 
... - Conrolling 

Figure 2: Management functions at different levels 

Managerial Skills 

The job of a manager demands a mixture of many types of skills, whether he belongs 
to a business organisation, an educational institution, a ho pita) or a club. A manager 
is successful when h i able to make a smooth functioning team of people working 
under him. He is to reconcile, coordinate and appraise the various viewpoints and 
talents f people working under him towards the organisation goals. He has also to 
plan and organise the operations of the enterp1ise so that the subordinates are able to 
use the material res urces in the best possible manner. For this, he must use the 
various skills in appr priate degrees. 

We can broadly classify the skills required by managers into the following three 
categories: (i) Conceptual ski lls (ii) Human skills, and (iii) Technical skills as shown 
in Figure 3. Technical kill deal with jobs, human skills with persons and conceptual 
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skills with ideas. The three types of skills are inten-e lated and they are required by all 
managers. But lhe proportion or relative signi ficance of lhese skills varies with the 
level of management. 

Top 
managemem 

Middle 
management 

First- line 
managc!ment 

S trategic planning and 
. .§ decision making 
"$ +-C_oo_rd_· -,n-atl.n-. _g_a_m-Jp-l-an~n-in_g_f_or---1 

implementation 

Implementation 

Figure 3: Managerial SklTis 

(i) Conceptual Skills: Conceptual skill is the abiliLy to see the organisation as a 
whole, to recog nize interrelationshjps among different functions of the business 
and ex ternal forces and to gu ide effectively tJ1e organisationa l efforts. 
Conceptualisation requires extensive knowledge, imagination and abili ty to see 
the ' big picture· of the organisation. Conceptual skills are used for abstract 
trunking and tor t11e concept development involvetl in planning and strategy 
formulation. Cooceptual skills involve the ability to understand how the parts 
of an organisation depend on each other. A manager needs conceptual sk.ilJs to 
recognize the intt:rrelationships of various situa1ional fac tors and, therefore, 
make decisions 1hnt will be in the best interest::-. of lbe organisation. 

(ij) H11man Skills: Human skills are essential to work with o thers and achieve their 
cooperation. Human skills are the abilities needed to resolve conflicts, motivate, 
lead and commu111cate effectively with others. Becuuse a ll work is done when 
people work together. human re lations skills ure equally importa nt at all levels 
o f management. faery manager should be able to communicate effectively and 
also understand what thoughts ot11ers are trying 10 convey. 

(iii) Technical Skills: Technical skills refer to speciali1.1:d knowledge and proficiency 
in handling method~. nrocesses and techniques of s~cific jobs. These s)<jl Is are 
most important at lo\, t! r levels of management and much less important at upper 
levels. The production supervisor in a manufacturing plunt. for example, must 
know the proce,se~ used and be able to physically perform the tasks he 
supervise~. The Jam processing supervisor must have specialized knowledge 
about computer software used in the system. In mo!.I cases, technical skill s are 
important at the lower level because s~pervisory managers must train their 
subordinates in the proper use of work-related tools. machines and equipment. 

Besides the above skills, the managers, pmticularly al upper organisational levels, 
must al~o have design .;kill~. These involve competcnC1t.'-!-. to solve organi sational 
problems in the lig ht of lhe prevai ling external environmti.nt 01 che organisation. 

Importance of SkilJs at Different Levels 

There are various levels of management and the managers al vario us levels perfonn 
all the functions of management though in varying deg~s. Thus, Lhe level of skills 
required at differentmruiageri.al levels win be different as -.hown m Figure 3. Conceptual 
skills are critical in top ~~ecut.ive positions whereas technic.11-. · ills are very essential 
for lower level management. Technical skills can be learnt easily, but other skills 
canno t be learnt unless an individual has tJ1e potential and capacity and an inner urge 
to learn them. 

Conceptual skills are highly important for top managemenr which is responsible for 
formulating long range plans and policies for the whole buc;iness. Human skills are 



important at all levels of management. This should be obvious as management is the 
process of getting things done through and with people. At every level, managers 
interact and work with otJier human beings. But technical , kills are most important 
for the first line management which has to administer the use of equipments, tools, 
processes and procedure1;. The relative importance of technical skills decreases as 
one moves up to higher levels of management. 

Qualities of a Good Manager 

In order to succeeJ in managing, a manager should posses~ the following qualities: 

1. Education: A manager must be well-educated. In addjtion to general education, 
be must have specific education in business management/administration. 
Knowledge of busine~ environment is also important to deal with the problems 

, which the organii.ation may have to face in the futu re. 

2. Training: Management skms are not inborn qualities. They are to be acquired 
through training. Therefore, it is necessary for a good manager to have some 
sort of training in the branch of management where he is working or going to 
work. 

3. lntellige11ce: A manager should have somewhat higher level of intelligence 
than the average human beings. He should have the abili!y to think scientifica!Jy 
and analyze the problems accurately. 

4. Leadership: Evel) manager is supposed to provide guidance and leadership to 
a number of subordinates. He should be able to channelize the energies of the 
subordinates for ihe achievement of organisational objectives. The manager 
can motivate the subon.Jinates effectively if he has got leadership qualities. 

5. Foresight: A good manager should have an open mind. He should be receptive 
to new ideas. He should be able to foresee the problems which might be faced 
by the business, Only through his foresightedness, he can take good decisions. 

6. Maturity: A good manager should have broad interests. He should be emotiona!Jy 
mature and have balanced temperament. He should have high frustration 
tolerance aJso. 

1.. Technical Knowlcllgc: A manager should have sufficient knowledge of the 
techniques of productio n being used in the enterprise. Adequate technical 
knowledge is necess11.ry so that he may not be befooli!d by the subordinates. 

8. Huma,i Relation Attitude: Ao effort should be made rn try und develop social 
understanding. He should treat his subordinates as human beings. A manager 
should tJ·y to maintain good relations with them. Ht; should understand their 
problems and offer helping hand to them. 

9. Self-Conftde11ce: A manager should have self-confitli::nce. He should take 
decisions after scientific analysis and implement them wilh full dedication. He 
should not shirk in t..'\king initiative. 

Student Activity 1 

A manager's job is vaned and complex. Managers need certain ski lls to perform 
the duties and activities associated with being a manager. Robert L. Katz found 
that managers need three essential skills or competencies: technical. human, 
and conceptual. Exph\in these three skills. 
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The Job of a Manager 

Management is planni ng, organizing, staffing, directing and controlling for the 
accomplishment of organisational goals. Any person wbo performs these functions 
is a manager. Th fi rst line manager or supervisor or foreman is also a manager 
because he performs these functions. The difference between the functions of top, 
middle and lowest 1 vel management is that of degr e. For instance, top management 
concentrates more on long-range planning and organisation, middle level management 
concentrates more on co-ordination and control and lowest level management 
concentrates more on direction to get the things done from the workers. Every manager 
is concerned with ide things and people. Management is a creative process for 
integrating the use of resources to accomplish certai n g als. In this process, ideas, 
things and people are vital inputs which are to be transformed into output consistent 
with the goals. 

Management of ideas implies use of conceptual skills. It has three connotations. 
First, it refers to the need for a practical philoso phy of management to regard 
management as distind and scientific process. Secondly, management of ideas refers 
to the planning phase of management process. Last ly, management of ideas refers to 
creativity and innovation. Creativity refers to generation of new ideas and innovation 
refers to transforming idea into viable realities and utilities. A manager must be 
imaginative to plan ahead and to create new ideas. 

Management of things (non-human resources) deals with the design of production 
system and acquisjtion, allocation and conversion of pbysi al resources to achieve 
certain goals. Management of people is concerned with pr curement, development, 
maintenance and integration of human resources in the organisation. Every manager 
has to direct his subordinates to put the organisation plans into practice. 

The greater part of every manager 's time is spent in commw1icating and dealing with 
people. His efforts are directed towards obtaining information and evaluating progress 
towards goals or target and then taking corrective action. Thus, a manager's job 
primarily consists of management of people. Though it i. his duty to handle all the 
productive resources, but human factor is more important. A manager cannot convert 
the raw material into fi nished products himself; he ha l take the help of others to do 
this. The greatest problem before any manager is how to manage the personnel to get 
the best possible results. The manager in the present age has to deal efficiently with 
the people who are to co1itribute for the achievement of organisational goals. 

Peter Drucker has advocated that the managerial approach to handle workers and 
work should be pragmatic and dynamic. Every job should be designed as an integrated 
set of operations. The workers should be given a sufficient measure of freedom to 
organise and control their work environment. It is the duty of every manager to educate, 
train and develop people under him so that they may use their potentialities and 
abilities to perform the work allotted to them. He is al to help them in satisfying 
their needs and aspirations through incentives. For getting be. t contribution from the 
people working under him, he must provide them wrtb proper environment. The 
manager must create a climate which brings in and maintains satisfaction and discipline 
among the people. This will increase organisational effectiveness. 

Managerial Roles 

A role consists of the behaviour patterns expected of a manager within an organisation 
or a functional unit. Henry Mintzberg conducted a comprehensive survey on the 
subject of managerial roles and integrated his findings with the results of a study of 



five practising chief ex.ecutives. He identified ten basic roles performed by managers 
at a ll levels from foremen to chief executives and classified them under three heads: 
(1) interpersonal, (2) infonuational, and (3) decisional. These roles--0rganized sets 
of behaviours belonging to :.i position-describe what managers actually do, whereas 
functions of managers had historically described what mangers should do. 

The work of managers at a ll level is extremely complex and open-ended, at times 
more artistic than scientific. Although the specific activitie~ of managers at different 
levels vary, they have important elements in common. Each plays a similar role (an 
organized set of behaviours) that is generally accepted as appropriate in a given 
situation. The crux of Mintzberg's work is the identification of ten manageriaJ roles. 
Mintzberg acknowledged that a degree of arbitrariness is involved in the selection of 
these particular classifications, but he justified it pragmatit :illy since manager role 
analysis and classification serves a useful purpose. Table 1 helps us to see managerial 
work across different levels and to integrate some of the vast amount of fragmented 
information on the subject. The ten managerial roles are described below. 

Interpersonal Roles 

The following three interpersonaJ roles help managers keep their organisations running 
smoothly: 

(i) Figurehead Role: Il describes the manager as a symbol, required by the status of 
his office, to carry out a variety of social, legal and ceremonial duties. A manager 
assumes thjs role because of the position occupied. It consists of such duties as 
signing certain documents required by law and officially receiving visitors. 

(ii) leader Role: lt describes the manager's relationship with his subordinates, his 
role to hire, train and motivate them. As a leader, the manager must bring the 
needs of the subordinates in accord with those of his org~nisation. The manager 
is also accountable for the activities of the subordinates. 

(iii) Liaison Role: It focuses on the managers; dealings with people outside his own 
organisation. The manager serves as a liaison between the organisation and 
outside contacts such as customers, suppliers, community and others. 

Informational Roles 

Receiving and transmitting information are integral aspects of a manager's job. 
Managers need informalion for taking decisions and they pass on necessary 
informations to others to facilitate their tasks. The three informational roles are 
discussed below: 

1. Monitor Role: It refers to the manager's continually seeking and receiving 
relevant information in order to be well-informed. Much of the information is 
privileged; he alone receives it because of the contacts he develops in his liaison 
role and because of his status in the leader's role. He receives information usually 
through his network of contacts. 

11. Disseminator Role: Jn this role, the manager passes on important information 
to subordinates. Some of this is factual information but some is based on the 
manager's analysis and interpretation of events. In either case. it is the manager's 
responsibility to ensure that subordinates have the information they need to 
carry out their duties. 

iii. Spokesperson Role: Managers act as spokesperson or representative of tbe 
organisation. They transmit information to people outside their units. They 
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represent the organisation in dealing with customers, suppliers, government 
departments, tc. In this role, the managers al ·o speak for their subordinates to 
the superiors. 

Decisional Roles 

Information is the ba ·ic input to decision making for managers. Therefore, decision 
making roles of managers are as follows: 

1. Entrepreneur Role: In this role, the manager take the initiative for bringing 
about change in his organisation. He looks fo r problems and opportunities and 
initiates step. to deal with them. He is thus ao initiator and innovator. 

11. Disturbance Handler Role: In this role, the manager takes charge when his 
organisation faces a major disturbance or crisi · uch as loss of a key executive, 
cancellation f an order, a strike, the destruction of a facility, etc. 

111. Resource Allocator Role: In this role, the manager decides who will get what 
in the organisation. He schedules his own time according to his priorities; he 
designs his organi ation, decides who will do what and allocates authority to 
take all import nt decisions. 

iv. Negotiator Role: In this role, the manager takes harge whenever his organisation 
must enter int ruci I negotiations with other parties. His presence is required 
because he has the information and authority to make the 'real time ' decisions 
that difficult n g ti ations require. 

Mintzberg emphasized on the inseparability of the e ten r !es and advocated for 
viewing them as forming a 'Gestals' - an integrated whole. For example, status, as 
manifested in the interpersonal roles, brings information to the manager and it is this 
information (together with the status) that enables him to perform the decision making 
role effectively. Further, he observed that different managers emphasise different 
roles . 

Table 1: Mintzberg Roles of Managers 

Interpersonal Roles 

Figurehead Leader Liaison 

Performs sy mboli c duties: Moti vates . ins pires , sets an Maintai ns relatio nshi p with 
bestows honours, make.. example , leg itimiz es the other organi sa tions , gove rnment , 
speeches , ser ves o n. po wers of subord inates. indus try groups , etc . 

Information Roles 

Monitor Disseminator Spokesperson 

Observes, co llecls and rev iews Trans mits inforrnalion and Sp aks fo r the organisation. 
data on the mee ting o f j udgements about internal L bbies and defends. 
s tandards, notes compli ance. and external environments . Engage, in publ ic rela1i ons. 

Decisional Roles 

Entrepreneurs Disturbance Resource egotiator 
Handler Allocator 

--
Initiate, changes. Handles confli cts App rov budge ts , Works ou1 
Au1horizes act ion. and complaints. schedules and greemcnts with 
Sets gonl s, ounters ac ti ons pro rno1ions . Set. customers. suppli er, 
Formulates plans. 0 competitors . pri oritie s. and agenc ies. 



The managers in many organisations work with each other to dtablish the organisation ·s 
long range goals and to plan how to achieve them. They a) o work together to provide 
one another with the accurate infonnation needed to perform tasks. Thus, managers 
act as channels of commumcation within the organisation, 

Managers are responsible and accountable: Managers are responsible for seeing that 
specific tasks are performed successfulJy. They ·are usually eyaluated on how well 
they arrange for these task~ to be accomplished. Managers are responsible for the 
actions of their subordinate:.. The sm.:cess or failure of subordinates is a direct reflection 
of managers' success or fai lure. All members of an organisation, including those 
who are not managers. :ire responsible for their pa1ticular tasks. The difference is 
that managers are held re ponsible or accountable, not only for their own work, but 
also for the work of subordinates. 

Managers balance compecing goals and set priorities: At any given time, the manager 
faces a nwnber of organisationaJ goals, problems and needs, all of which compete for 
the manager 's time and resources (both human and material). Because such resources 
are always limited, the manager must strike a balance betweeo the various goals and 
needs. Many managers, for example, arrange each day's tas s in order of priority. In 
this way, managerinl time is used effectively. 

A manager must aJso decide who is to perform a particular ta}ok and must assign work 
to an appropriate per~on. Allhough, ideally each person .. tmuld be given the task he 
would most like to do. lhis i~ not always possible. Sometime~ individual ability is the 
decisive factor and a t~k i!i assigned to the person mo~t able to accomplish it. But 
sometimes a less capable worker is assigned a task as a leamlllg experience. And, at 
times, limited human or other resources dictate decisions for making work assignments. 
Managers are often caught between conflicting human and organisational needs and 
so they must identify priorities. 

Managers think analytknlly and conceptually: To be an anaJytical thinker, a manager 
must be able to break u p1C1blem down into its component.;;_ analyze those components 
and then come up with a fea<;ible solution. But even more important, a manager mu:-;t 
be a conceptual thinker, able to view the entire task in the abstract and related it to 
other tasks. Thinking about a particular task in relation ki 1ts larger implications is no 
simple matter. But it il> e sential if the manager is to worJ... towards the goals of the 
organisation as a whole as well as towards the goals of an ind,vidual unit. 

Managers make diffi~ult decisfons: No organisation runs smoolhly at all times. There 
is almost no limit to th? number and types of problems that may occur - financial 
difficulties, problem wtth employees, or differences of opinion concerning an 
organisation policy, tu m.lme just a few. Managers are expected to come up with 
solutions to difficult probkms and to follow through on their decisions even when 
doing so may be unpopular. 

Managers are mediators: Organisations are made up of peupk and people disagree or 
quarrel quite often. Di~pule with a unit of organisatkin can lower morale and 
productivity and they may become so unpleasant or tl,~ruptive that competent 
employees decide to lea, e the organjsation. Such occtlll'ence-~ hinder work towards 
the goal of the unit or orgw1isation; therefore, managers must at times talce on the 
role of mediator and 1mn out disputes before they get out of h.ind. Settling conflicts 
requires ski ll and tacl. Managers wbo are careless in their handling conflicts may 
later on find that they lu,w only made matters worse. 

The brief description of the managerial roles and responsibiliti~ hows that managers 
must '·change hats" lttqucntly and must be ,alert to the pal'th:ular role needed al a 
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given time. The abili ty to recognize the appropriate role to be played and to change 
roles readily is a mark of an effective manager. 

Student Activity 2 

1. Discuss situations where you, as the human resource manager, might 
employ either a democratic or autocratic style of management 

2. What is involved in being an effective manager? 
3. What are some of the concerns to be considered by managers when working 

within different bureaucracies? 
4. In today's wol'id of work, characterized by a changing workforce, new 

information ommunication technology and globalization, managers need 
to be skillful in their roles and flexible, adaptable and innovative. 
a. What are the roles and skills that all mana0 ers must possess and the 

challenges they have to face? 
b. ls it important for managers to be viewed as leaders? 
c. Describe 'flexible working' and explai n the reasons for the increase 

in 'flexible working' in today's business envir nment. 
5. A newly appointed middle manager has com to you for advice. "I've 

taken over a team of 10 people," he says. "The previous manager was 
lenient and never complained when they failed to do what they'd promised, 
or missed deadlines. I'm trying to change this, but they think I'm being 
unreasonable and strict. How can I turn the ituati n around?" 
a. Explain why the people in the team regard their new manager's 

behavior as "unreasonable and strict". 
b. To resolve the problem, what should the manager do? 

Summary 

The skills of a professional changes from level to level in the organisation. Managers 
at the top level require more of conceptual and design kills whereas at the lower 
level technical skills are needed more. Managers working at the middle level act as a 
bridge between the top level and lower level. They are supposed to translate the 
policies made by the top level into technical form which can be appreciated at the 
lower level in the organisation. Once they are implemented and the feedback comes 
middle managers have to again translate the technical details into a form which can 
be understood at the top level. Hence the need for almost equal level of technical and 
conceptual skills at the middle level. It is important to understand that human skills 
required are equally important at all the levels in the organisation and no one can 
escape from it. Every manager must learn the art of making everybody feel delighted. 

Keywords 

Manager: A manager is one who exercises authority and leadership over other 
personnel. 

Levels of management: It refers to a line of demarcation between various managerial 
positions in an organization. 

Top-level management: It is the ultimate source of authori ty and it establishes goals 
and policies for the enterprise. 

Upper middle management: This level of management is responsible for the effective 
performance of their functional divisions. 



Middle level management: It consists of middle level managers who are responsible 
to the top management for the efficient functioning of departments. 

Supervisory Management: It refers to those executives whose work is to control and 
direct operative employees. 

Managerial skills: These are the skills required by managers, which include 
conceptual skills, human 'kills and technical skills. 

Conceptual skill: It involves the ability to understand how the paits of an organization 
depend on each other. 

Human Skills: Human skills are the abilities needed to re olve conflicts, motivate, 
lead and communicate effectively with others. 

Technical skills: It refers to specialized knowledge and proficiency in handling 
methods , processes and techniques of specific jobs 

Role: A role consists of the behavior patterns expected of a manager within an 
organization or a functional unit. 

Interpersonal roles: It consists of figurehead role, leader role and liaison role, which 
help managers to keep their organizations running smoothly. 

Information roles: Managers need information for taking decisions and they pass on 
necessary information to others to facilitate their tasks. It includes monitor role, 
disseminator role and spokesperson role . 

Review Questions 

l. "Management is concerned with ideas, things and people" . Comment. 

2. "The job of a manager is to manage workers and work". Examine this statement. 

3. What do you understand by the tern 'Levels of Management'? Briefly describe 
the different levels of management. 

4. Illustrate different levels of management with the help of a suitable chart. 

5. What functions and duties are associated with top and middle management in a 
modern industrial unit? Explain briefly. 

6. Write an explanatory note on the skills required by m nagers. 

7. Explain the different types of skills required by managers and comment on 
their relative importance at different levels i~ the organisation. 

8. What roles are performed by the managers? Explain each role in the context of 
a business enterprise. 

9. Discuss Henry Mintzberg 's classification of basic role. performed by managers 
in modern organisations . 

10. Write explanatory notes on the following: 

(a) The Manager and his job. 

(b) Interpersonal roles of managers. 

(c} Conceptual skills. 
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11. Answer the following: 

(a) Briefly explain lhe various levels of management. 

(b) What are the functions of top management'1 

(c) State the skills required of a manager. 

(d) Why are human skills important? 

(e) Whal are the interpersonal roJes of managers? 

(0 Briefly explain the decisional roles of managers as s tated by Minlzberg. 

Further Readings 

Mintzberg, Henry, The Nature of Managerial Work, New York, Harper & Row. 

Mintzberg, Henry, A New Look at the Chief Executive s Job, Organisation Dynamics. 
Winter. 
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4 
MANAGERIAL PLANNING 

LEARNING OBJECTI VE S 

L Principlt.., of Plonning 

2. The P10¢ess of Planning 

3. Essentinl Requirements of an Effective Plan 

4. Derivati ve Plnns 

5. Planning Premises 

6. Busine!-ii. Forecasting 

Introduction 

Planning is the mosl busic of all management fun.ctions since il involves deciding of 
future course of action. The other functions of management. viz., organizing, staffing, 
directing and controlling, must reflect proper planning. A manager organizes, directs 
and controls to ensure the accomplishment of predetem1jncd goals according to plans. 
Thus, planning logically precedes the execution of all o ther managerial functions. 
Although, all the fuoct1on-; intermeshed io practice, planning is unique io the sense 
that it establishes the obJeClJves for the group effort and lays down steps to accomplish 
them before the manager proceeds to perform other tuncdons. 

Definition of Planning 

Planning is the process of deciding in advance what is to be done, who is to do it, 
how it is to be done and when it is to be done. It is the detcnnination of a course of 
action to achieve the desired results. lt bridges lhe gap from where we are to where 
we want to go. I t ma!.es 1r possible for things to occur which would not otherwise 
happen. Planning is a mental process requiring the use of intellectual faculties, 
imagination, foresight and sound judgement. In the words of Koontz, O' Donnell and 
Weihrich, "Planning ban mtellectually demandjng process~ it requires the conscious 
delermination of courses of action and the basing of deci:.ioos on purpose, knowledge 
and considered estiinntes". 

\ Planning involves anticipation of future course of events and deciding the best course 
M action. It is basically a process of thinking before doing. ··To plan is to produce a 
scheme for future actmn: to bring about .specified rel-ulls. at specified cost, in a 
specified period of time. l l is a deliberate attempt to influence. exploit. bring about 
and control the nature. <.li rection, extent, speed and effects of change. Il may even 
attempt deliberately lO t·reate change, remembering alway" that change (like decision) 
in any one ector will in the same way affect other sectors". Planning is a deliberate 
aod conscious research u~ed to formulate the design and orderly sequence of actions 
through which it is expeclell to reach the objectives. Thus, we can say that planning 
is a systematic attempt to decide a particular course of act.ion for the future. It leads 
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to determination of objectives of the group activity and Lhe steps necessary to achieve 
them. From this, we can conclude that planning is the electiug and relating of facts 
and the making and using of assumptions regarding lhe future in the visualization 
and formulation of proposed activities believed necessary to achieve desired results. 

Nature of Planning 

The nature of planning can be highJighted by studying the followfr1g characteristics: 

(i) Planr1ing is a ,i l,itel/ectual Activity: Planning involves vision and 
fores ightedness lo decide the things to be done io future. It bridges the gap 
between where we are and where we want to go. It is not a simple process. It 
involves use of mental skills for the achievement of group objectives. 

(ii) Planning Involves Selection among Alternatives: Planning is a choice activity. 
The planning process involves finding of alternatives and selection of the best 
alternative to achieve specified objectives. Thus, decision making is an integral 
part of planning. Every manager finds himself sun-oundcd by many alternatives. 
He has to pick up the best one. 

(iii) Planning is Forward-Looking: Planning means looking ahead. It is can-icd out 
to achieve some objectives in future. It may in vol vi!' forecasting of future events 
such as customers. demand, competitjon, government policies, etc. In other 
words, the manager attempts to handle future events effectively through the 
process of planning. Thus, planning is futuristic iu nature. 

(iv) Planning is Related to Objectives: Every plan specifies the objectives to be 
attained in the future and steps necessary to reach them. As Billy E. Gotez said, 
"Plans forecast which actions will tend towards the ultimate 
objective ... Managerial planning seeks to achieve a consistent, coord inated 
structure of operation focused of desired ends". 

(v) Plamiillg is the Mosl Basic of all Management F11nctiollS: Since managerial 
operations in organizing, staffing, leading, and controlling are designed to support 
the accomplishment of enterprise objectives, planning logically precedes the 
execution of ulJ other managerial functions. 

(vi) Plan11itig is a Pervasive Function of Manage,nem: Planning is a function of 
all managers, although, the character and breadth of plann ing will vary with 
their authority ancJ with the nature of policies and plans outlined by thefr 
superiors. 

Is Planning Really Necessary 

Planning is an activity of a highly ubiquitous character Every function of business is 
planned in most oflhe enterprises as is evident from the fact that there are production 
plans, sales plans, finundal pJans, purchase plans, research and development plans 
and so on. This is done because of the necessity to ensul'e proper utilization of human 
and material resources to achieve the objectives of the business. Without proper 
planning. the affairs of any enterprise are most likely to be. haphazard. Less important 
task may be done ahead of more important one or the same piece of work may be 
done by different ind1v1duals using different procedures or methods. There may be 
unnecessary repetition of certain business operation leading to wastage of efforts 
and resources. In short. without plans, action must become merely random activity. 
producing nothing but chaos. Therefore, planning is a must to achieve a consistent 
and coordinated structure of (')perations focussed on desired objectives. 



Henri Fayol explained the importance of planning d~ a management function. 
According to him, "the maxim, Managing means looking ahead, gives some idea of 
the importance atta<.:hed to planning in the business world, and it is true that if foresight 
is not the whole of management, at least it is an esi,ential part of it... The plan of 
action is, at one and the same time, the result envisaged. the line of action to be 
fol lowed, the stages to go through. and the methods lO use•·. George Terry viewed 
planning as basic to tJ1e other managerial functions. Without the activities determined 
by planning, there would t")~ nothing to organize, no one 10 actuate and no need to 
control. This stresses the importance of planning in the management process. Thus, 
planning is a prerequisite to good management. 

Planning provides n. rat10~al approach to predeterm.ine1J objet:tives as it requires a lot 
of systematic mental exercise on the prut of planners. Planning helps in selecting 
from among alternative future courses of action for the enterprise as a whole and for 
its every department. It lays down clearly what every segment of the enterprise should 
do to achieve the organizational objectives. No organisation can achieve its objectives 
without proper planning because of certain obvious reasons. These reasons are as 
follows: 

1. Growing complexities of modern business bec,lUse of rapid technological 
changes and keen competition in the market. 

u, Rapid social, t,c;onomic and political changes . . 

111. Recognition of social responsibilities. 

iv. Growth of trade unionism. 

v. Uncertainties caused by trade cycles. 

v1. Shortage of certl111 resources. 

v11. Increasing government control over business. 

viii. Need for research and development activities. 

ix. Fluctuations in macro aod micro-economic variables. 

These are the challenges before the managers of modern era which can be dealt with 
effectively onJy through proper planning. Looking at the significance of planning, 
management of every organisation should give due weightage to the planning function. 
Good planning is the foundation of efficient management. 

Benefits of Planning 

Good plaon1ng can result in the following advantages: 

1. Focuses Attention 011 Objectives: Since all planning is directed towards 
achieving enterprise objectives, the very act of planning focuses attention on 
these objectives. Laying down the objectives is the fin,1 step in planning. Jf the 
objectives are ck arly laid down, the execution of plans will also be djrected 
towards these objectives. 

ii. Ensures Economical Operation: Planning involves a lot of mental exercise 
which is directed towards achieving efficient operntion in the enterprise. It 
substitutes joint directed effort form uncoordinated piecemeal activity, even 
flow of work for uneven flow and deliberate decisions for snap judgements. 
This helps in better utilization of resources and thus minimizing costs. 

Mnnni2erinl Plnnning 
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111. Reduces Uncertaimy: Planning helps the managers 1n performing their function 
of conu·ol. Planning and control are inseparable in the sense that unplanned 
action cannot be controlled because control involves keeping activities on the 
predetermined course by rectifying deviations from plan~. Planning helps control 
by furnishing standards of control. Jt lays down objective and standards of 
performance which are essential for the perform:inl.'..; of control function. 

iv. Facilitates Control: Planning helps the managers in performing their function 
of control. Planrung and control are inseparable in I.he sense that unplanned 
action cannot be controlled because contro l involves keeping activities on the 
predetermined course by rectifying deviations from plans. Planning helps control 
by furnishing standards of control. Jt lays down objectives and standards of 
pe1fom1ance which a re essential for t.he pe1;formance of control function. 

v. Encourages /n,iovatio1t and Creativity: Planning is basically t.he deciding 
function of management. lt helps innovative and cre3tive thinking among the 
managers because many new ideas come to the mind of manager when he is 
planning. It cre~tes a forward looking attitude among the managers. 

vi. Improves Motivation: A good planning sysLem ensures participation of all 
managers which improves their motivation. It improve-. the motivation of workers 
also because tht!y I.now clearly what is expected of tliem. Moreover, planning 
serves as a good tmining device for future managers 

vii . Improves Competitive Strength: Effective planoing gives a competitive edge 
to the enterprii,e over other enterprises that do not have planning or have 
ineffective planning. This is because planning may involve expansion of capacity, 
changes in work methods, changes in quality, anticipating tastes and fashion of 
people and technological changes, etc. 

viii. Facilitates Coordination: Planning secures uniL)' of d irection towards the 
organizational obJectives. All the activities are directed towards the common 
goals. There is an integrated effort throughout the enterpnse. It will also help in 
avoidi ng dupli1:ouon of efforts. Thus, there will be bertcr coordination in the 
organisation. 

Limitations of Planning 

Sometimes, planning fails t.o achieve the desired result~. There are many causes of 
failure of plann.ing in practice. These are discussed below: 

l. Lack of Reliable Data: There may be lack of rel iable facts and figures over 
which plans may b~ based. Planning loses its purpose if reliable information is 
not available or if 1be planner fails lo utilize the re liable infonnation. ln order to 
make planning successful, the planner must detemtine the reliability of facts 
and figures and must base his plans on reliable information only. 

2. l.m:k of lnitiativ~: Planning is a forward looking proc~s~. If a manager has a 
tendency to follow rather than lead, he will not be able lO formulate good plans. 
Therefore, the plaoJ>Cr must take the required initlaljve. He should be an active 
planner and should take adequate follow up measures to see thal plans are 
understood and implemented properly. 

3. Costly Process: Planning is time consuming and e~nsive process. This may 
delay action in cenrun cases. But il is also true that if ,ufficient time is not given 
to the planning process, the plans so produced may prove to be unrealistic. 



Similarly, planrung involves costs of gathering anJ analyzing information and 
evaluation of vanous alternatives. If the management is not willing to spend on 
planning, the results may not be good. 

4. Rigidity in Organizational Working: Internal inflexibi lity in the organisation 
may compel the planners to make rigid plans. This may deter the managers 
from taking initiative and doing innovative thinking. So the planners must have 
sufficient discretion and flexibility in the enterprise. They should not always be 
required LO follow Lhe procedures rigidly. 

5. No11-acceptability of Change: Resistance to change is another factor which 
puts limits on planning. 1t is a commonly experienced phenomenon in the 
business world. Sometimes, planners themselves do not like change and on 
other occasions they do not think it desirable to bring change as it makes the 
planning process ineffective, 

6. External Limitations: The effectiveness of planning is sometimes limited 
because of external factors which are beyond the control of the planners. External 
stringencies are very difficult to predict. Sudden break.-out of war, government 
control, natural havocs and many other factors are beyond the control of 
management. This makes the execution of plans very difficult. 

7. Psychological Barriers: Psychological factors also limit the scope of planning. 
Some people consider present more important than future because present is 
certain. Such persons are psychologically opposed to planning. But it should 
not be forgotten that dynamic managers always look ahead. Long range well­
being of the enterprise cannot be achieved unless proper planning is done for 
future. 

Measures to Overcome Limitations of Planning 

Some people say that plannmg is a mere ritual in the fast changing environment. This 
is not a correct assessment of managerial planning. Planning may be associated with 
certain difficulties such as non-availability of data, lethargy on the part of planners, 
rigidity of procedures. resistance to change and changes in external environment. 
But these problems can be overcome by taking lhe following steps: 

l. Setti11g Clear-cut Objectives: The existence of clear-cut objectives is necessary 
for efficient plannmg. The overall objectives should not only be understandable 
but rational also. The overaU objectives of the enterprL~e must be the guiding 
pillars for determining the objectives of various departments. This world help in 
having coordinated planning in the enterprise. 

2, Ma11agement Information System: Ao efficient system of management 
information should be installed so that a ll relevant facts and figures are made 
available to the managers before they peifonn the planning function. Availability 
of right type of infonnation will help in overcoming the problems of complete 
understanding of the objectives and resistance to change on the part of the 
subordinates. 

3. Careful Premising: The planning premises constitute a framework within which 
planning is done. They are the assumptions to be made regarding future 
happenings. I n other words, it is a prerequisite to detennine future settjngs such 
as marketing, priclng, Government policy, tax structure, business cycle, etc., 
before giving the final shape to the overall business plan. The planning premises 
should be set up very car,efu1Jy. Due weightage should be given to the relevant 
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4. Business Forecasting: Business is greatly influenced by economic, social, 
political and ioternational environment. The management must have a 
mechanism ot forecasting changes in such environment. Good forecasts will 
contribute to the effectiveness of planning. 

5. Dynamic Managers: The persons concerned with the task of planning should 
be dynamic in outlook. They must take the required initiative to make business 
forecasts and develop planning premises. A manager shouJd always keep in 
mind that planning is looking ahead and be is making plans for future which is 
highly uncertain. 

6. Flexibility: Some element of flexib ility must be introduced in the planning 
process becal.llie modern business operates in an environment which keeps on 
changing. For achieving effective results, there !>hould always be a scope to 
make necessary ;uJcliuon, deletion. or alteration in the plans as is demanded by 
the circumstance!,, 

7. Availability of RcsQurces: Determination and evaluation of altcrnali ves shou Id 
be done in the Light of resources available to the management. Alternatives are 
always present in any decjsion problem. But their relative plus and minus points 
are to be evaluated in the light of the resources availuble. The alternative which 
is chosen should not onJy be concerned with the objectives of the enterprise, 
but also capable of being accomplished with the help of the given resources. 

8. Cost-Benefit An.1lysis: The planners must undertake cost-benefit analysis to 
ensure that the b~ne[its of planning are more than the cost involved in it. This 
necessarily calls for establishing measurable goals. dear insight to the alternative 
courses of a~tion availuble, premising reasonably and fonnulation of derivative 
plans keeping in \' tcw the fact that environment is fast-changing. 

Principles of Planning 

The important principles of planning are discussed below: 

1. Priticiple of Contributioll to Objectives: The purpose of plans and their 
components is to develop and facilitate the reahzalion of organizational aims. 
Long range plans ~bould be interwoven with medjum range plans which, in 
turn , should be nleshed with short range ones in order to accomplish 
organizational objeclives effectively and economically. 

2. Prillciple of Pervasiveness of Pla11ni11g: Planning 1s found at all levels of 
management. Strategic planning or long range planning is related to top 
management, while intermediate and short range planning are the concern of 
middle and opera11og management respectively. 

3. Principle of Limiting Factors,· Planning must take the li[)l iting factors 
(manpower, money, machines, materials and management) into account by 
concentrating on lht m when developing altemativ~ plans, strategies, policies, 
procedures and ~Landards. 

4. Principle of Flexibility: Flexibility should be built into organisation plans. 
Possibility of error jn forecasting and decision m3ki ng and future uncertainties 
are the two common factors which call for nex1bihty in managerial planning. 



The principle of flexibi lity states that management should be able to change an 
exist.ing plan because of change in environment without undue cost or delay so 
that activities keep moving towards established goals. Thus, an unexpected 
slump in demam.l for a product will requjre change jn sales plan as well as 
production plan. Changes in these plans can be introduced only when these 
possess the characteristic of flex i bi I ity. Adapting plans to suit future uncertainties 
or changing envuonment is easier if flexibility is an important consideration 
while planning. 

Both short-term and long-term plans need to have Uie element of flexibility. 
However, flexibility is more important in long range plans. The reason is not 
difficult to trace. Possibility of error or uncertainty is much higher for long­
term plans than for short-term plans. However, the management can have 
flexibility in planning only within limits. External and internal rigidities and 
pressures greatly limit flexibility in managerial planmng. Thus, the existing 
patterns of human behaviour, policy and procedure rigidities, union pressures, 
government policy and legal requirements are some important inflexibilities 
which restrict adaptability of plans to changing environment. 

5. Principle of NavigaJiorial Change: This principle requires that managers should 
periodically check on events and redraw plans to maintain a course towards the 
desired goal. lt is the duty of the navigator to check constantly whether his ship 
is following the right direction in the vast ocean to reach the destination as 
scheduled. The navigator changes the path of ship 1n case it is not going on the 
right path. 1n the same way, a manager should check his plans to ensure that 
these are progressing as required. He should change the direction of his plans if 
he faces unexpected events. It is useful if plans contain an element of flexibility. 
But built-in flexibility in plans does not mean that plans get revised automatically. 
It is the responsibility of the manager to adapt and change djrection of plans to 
meet the challenges of constantly changing environment. In this regard, the 
role of a manager 1s analogous to tbe role of navigator of a ship which changes 
its course if it is not going on the right path. 

6. Principle of Commitment: An organisation should plan in the future for a period 
of time sufficient to fulfil the commitments of the organisation. This principle 
helps in determining the length of the planning period. It suggests that the time 
period covered by planning should be related to the commitments of the 
organisation. If the commitments are defined in terms of long-tenn goals, the 
resources should be procured and deployed by the long-term plans to realize 
the goa.ls. 

Types of Planning 

We can classify plaoning on the basis of the following dimensioos: 

l. Organizational Level: Corporate, divisional and functional planning. 

2. Focus: Strategic, operatiooal and tactical planning. 

3. Time Period: Long-range, medium-range and stiort-range planning. 

Levels of Planning 

Based on organizational levels, planning exercise may take the form of (i) corporate 
planning, (ii) divisional planning and (iii) sectional or unit planning. 
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(i) Corporate Planning: Corporate planning may be defined as a systematic and 
comprehensive process of planning taking account of the resources and capability 
of the organisation and the environment within which it has to operate and 
viewing the orgruiliation as a total corporate unit. Corporate planning is strategic 
in nature and Jt covers the entire spectrum of organisational activities. I t Jays 
down the basic objectives, policies and strategies for the organisation as a whole. 
It usually covers :i long ped od of five years or even more than this. 

Corporate planning provides for future contingencies aud attempts to match the 
organisational rei;0urces with the opportu nities and threats in the external 
environment. Plans at the corporate level are fonnulated by the top level 
managers and Ibey integrate various divisional and functional plans of the 
enterprise. 

( ii) Divisional Planning: Divisional planning relates to a particular division or 
department. Thui., it sets the objectives, policies ::ind programmes of a particular 
division or department in tune with the corporate plans of the enterprise. The 
divisional plans For instance, financial planning is lhe responsibility of finance 
manager and sales budget that of marketing manager. 

(iii) Sectiollal or Uni/ Pfauning: Sectional or unit planuing is highly specific as it 
is done to achieve the divisional objectives. Its focus 1s to lay down detailed 
plans for a particul.Jr unit for the day-to-day gmdance of personnel working 
there. The first-line managers are responsible for developing plans for their 
units in the light of the divisional plans. Such planll a.re more speci fie and deta.i led 
as compared to divisional and corporate plans. 

Student Activity I 

According to you whar 1s the importance of planning and what type of plann"ing 
do you think is very important. Explain in detail by giving their advantages and 
disadvantages. 

Focus of Planning 

The focus of managerial planning may be on developing. (1) strategic (ii) operational 
and (iii) tactical plans as d iscussed below: 

(i) Strategic Plamiing: Strategic planning is the procesl.> or deciding the objectives 
of the organisauon and determining the manner in which the resources of the 
enterprise are lO be deployed to realize the objectives in the uncertain 
environment. 

A strategy represen~ Lhe general direction of the organisational efforts. lt is the 
way in which I.he management choose to utilize the organisation resources to 
reach its objet.dves. It involves multi-la teral relationships among the 
organisation, its resources and the environment. Strategic plans are made by 
the top management of the firm after taking into account the firm's strengths 
and weaknesses iu che light of internal and extemal environment. 

(ii) Operational Plnm,ln.g: Operational planning is concerned with Ute efficient 
use of the reso~ already allocated and with the deve lopment of a control 
mechanism to ensure e fficient operation so tha~ organisational objectives are 
achieved. It !aye; down programmes, budget<;, proJeCI~ policies, procedures, rules, 
etc., to implemenl the strategic plan. In other words, an operational plan (also 



BOX l 

S1r11l cglc Planning vs. Ope rational Pl11onlo,1? 

Basic Stra tegic Opt!ral ional Planning 

I. Time Span ll cover, a long pericid of t1me depend- It cowr~ a , hort-lerm perspecti vc 
ing upon 1he nature of busine.~s and il6 upto one yc11r. 
envirvnuu!nt. 

2. Level of II is do"e 1-Y the top level managers, lt i~ dune l,y the middle level and 
Manrigl·merll lower level managers. 

) . Scope It covrJ"\ lbc whole enterprise. It rn11y cnvcr ~pecific departments 
or funcriunal areas of bu5Jness. 

4. Primacy Stratcgi~ plan, are based on organi- OperJl1unal plans are based on 
sational 11b1eC1Jv~s and rhey precede strategic plan~ and they succeed 
operat.iu11,1I plan ~. straugic rlun~. 

5. Detail~ Stratcjpl: phi.os contain relatively less Operational pluns contain greater 
tletaih itnd .,,c !csK ~pccific. detail~ ,lncJ , o are more specific. 

6. Re..~ou recs Strategic pion, are concerned with the Operat1011al r luns ure made to 
acqulbition null allocation of new utilise chc given resources 
resource,. effic1eii1ly. 

7. Environment StrnlC!!iL plan, are made In the light of Operaliunnl plans are focused on 
cxtt rnul enviro11men1. They tht: ir11rmal .-nvironment of the 
ure gen~f1l ll)' ha~ed on long-term firm ~o a~ to make effettiv~ use of 
forecu~h of IC\..hno-logicol changes, firm's rc~ources. 
econom,.: chuogcs. socio-politicul 
chang-c_,, etc. 

called tactical planning) involves laying down how the firm 's resources of Lhe 
organisation will be u,;ed to help lhe firm achieve ilS objectives. 

Operational plan provide the deLails of how the strategic plans will be 
accomplished. In other words, the details that activate tbe strategic plan are 
domain of operationaJ planning. An operational plan is often more specific 
than a strategic plan. 

(iii) Tactical Planni,ig: Tact1c.-u plans are made for sbort-tenn moves and maneuvers 
things necessary for !>Upporting the strategic plani. and achieving firm's 
objectives. They are required lo meet the challenges of sudden changes in the 
environmental forces. For instance, tactical plan may be made to handle a 
sudden faJI in the demand of firm's products of unexpected move by a competitor. 
Tactical planning may also become necessary to secure big orders by changing 
the price policy. Lenns of credit and discount, etc. The nature of a tactical plan 
is dictated by the threats posed by the environment. 

Range or Time Span of Planning 

Business plans may be ctasMfied on the basis of time span coven:d into three categories, 
namely (i) long range (ii) medium range. and (iii) short raug.e. 

(i) Long Range Planning: Long Range planning is the process of establ ishing 
long-term goals, working out strategies, policies amJ programmes ta achieve 
these goals. In other words, long range planning set.11 long-term goals for the 
enterprise and formulates strategic plans for attainini these goals. It involves 
an attempt to anticipate, analyze and make decisions abou1 basic problems which 
have significant effects well beyond the present operating horizon of the 
enterprise. Long range planning is done by the top management. 
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Long range planning generally covers a period ranging from 5 years to 20 years 
or even more. The period will vary from organisation to organisation. It may be 
five years for a departmental store and at least twenty-five years for a company 
intending to take up the production of timber. The purpose of long range planning 
may include technological leadership, increase in market share, globalization 
of production and marketing, public image, etc. 

Long range planning may involve capital budg ting, product planning, project 
planning, acquisition of competing units. It may involve a complete change in 
outlook of the business. It deals with the broad technological, financjal and 
competitive aspects of the business. Because of thi , long range planning is 
associated with a great deal of uncertainty. Its succe swill be determined by the 
ability of the organisation to predict and deal with the environment. 

(ii) Intermediate or Medium Range Planning: lnlermediate plans are made to 
support the medium term plans. They may relate to development of new products 
and markets, product publicity, increasing return on investment from the existing 
products and markets, etc. They are more detailed than the long range plans. 
Coordination between different departments is gi en greater emphasis. 

Medium-term planning usually covers a period of more than one year but less 
than five years. The length of period may vary from one business to another 
depending upon the nature of business, risks and uncertainties, government 
control, changes in technology, nature of market. etc. 

(iii) Short Range Planning: Short range planning relates to period of upto one year, 
generally. Such plans are made to achieve short-term goals. Short range planning 
is concerned m re with the current or near-future operations of the enterprise. 
It may be considered as a step by step approach to medium and long range 
planning. Short range plans are instrumental in implementing long-term plans. 
They are quite specific in nature such as change of product design, training of 
workforce, reduction of inventory levels, preparation of production budget and 

Basic 

1. Time Span 

2. Focus 

3. Uncertainty 

4 . Specificity 

5 . Linkage 

6. Means 

BOX 2 

Long-range, Medium-range and Short range Planning 

Long range 
Planning 

Time ho ri1.0n is generally 
more ihan ,five years. 

It is focused on the 
external envi ronment 
of the bu~iness. 

It is very hi gh. 

The actions ure less 
specified . 

It is_ linked with the 
corporate objectives . 

Strategie and long-term 
policies are formulated. 

Medium range 
Planning 

Time horizon is more than 
one year, but less than five 
years. 

It is focussed on the long 
range plans and internul 
environment of busine~i,i . 

It is moderate. 

The actions are spec ified, 
but details are lacking . 

It is linked with long range 
planning. 

Policies, procedures, progra­
mmes and project ar q uite 
often used . 

Short range 
Planning 

Time span is restricted 
upto one year. 

It s main focus is on 
internal environment of 
business.Linkage between 

various elements of busin~s 
is greatly emphas ised. 

It is low. 

The actions are highly 
speci rieu anu detailed. 

It is instrumental in 
implementing medium 
and long range planning. 

Methods, rules, budgets, 
schedules , etc ., are 
employed. 



so on. Short-range planning is genera lly action-oriented and is lhe responsibility 
of lower level managers. 

The Process of Planning 

lt is difficult to specify the steps in the planning process for all organizations because 
of their differences in size and complexity. Nevertheless, it is possible to suggest 
some important steps for effective planning. The steps which are applicable to the 
most types of plans are discussed below: 

(i) Establishing Objectives: Planning is an intellectual process which an executive 
carries out before he does any job with the help of other people. BuL while 
planning, the quest.ton which must arise in the mind of the executive is "what is 
the objective of doiog the job?" So the first step in planning is the determination 
of objectives. Objectives provide direction to various activities in the enterprise. 
Planning has no utility if it is not related to objectives. 

The establishment or objectives can, at times, be more important than the 
objectives themselves since their establishment emphasizes how various people 
and units fit into the overaU organisation framework. The formalization of this 
process can also be used to motivate individuals to achieve objectives which 
they have helped to establish. Objectives clarify the tasks to l;>e accomplished. 
Overall objectives define what is to be accomplished in the general terms , The 
derivative objectives define what is to be ac~ompJi!;hed rn general terms. The 
derivative objectives focus on more details, that is, what i to be accomplished, 
where action is to take place, who is to perform it, bow it is to be undertaken 
and when it is to be accomplished. 

Establishment of 
O~jcctives 

i 
Appraisal of 
Plans 

j 

Formulation of Derivative Plan~ 

Forecasting demand 
cotnpeliti.on, government 
policy etc. 

(Objectives, Policies, ~ 

Selection of 
Best 
Alternative Proce<lures. Methcxls Rulei. ett:. 

Figure 1: Steps in planning 

Planning 
Premises 

j, 

Developing 
Alternatives 

Evaluation of 
Altemallves 

(ii) Collection of lnformaJioti and Forecasting: Sufficient information must be 
collected in order to make the plans and sub-plans. Necessary information includes 
the critical assessment of the cu1Tent status of the organisat.ion together with a 
forward look at I.he e nviro nment that is anticipated. The assessment of external 
e nvironment may consider the strong and weak pomts of the organisaUon. 
Collection of information and malcing forecasts serve as an important basis of 
planning. 

(iii) Development of Plan;iirtg Premises: This step involves making assumptions 
concerning the behavior of internal and external factors mentioned in the second 
step. It is essential to identify the assumptions on which the plans wiJI be based. 
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Management Science Assumplions denote the expected environment in lhl! future and are known as 
'planning prl!mises '. Again, forecasting is imp<>rlfml m premising. It helps in 
making reali-;tic nssumptions about sales, cost:.. pm.·i.:s. products, technological 
developmen~. etc .. in the furure. The assumption"' aJongwith the future forecasts 
provide a bw;h, for the plans. Since future l'OV1ronment is so complex and 
uncert.ain, it would not be realistic to make assumptions in greater details about 
every environmental factor. It is advisable to limil premjsing to those factors 
which are critical or strategic to the planning process. 
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(iv) Search of Alternatives: Usually, there are several alternatives for any plan. 
The planner must try to find out all the possible alternatives. Without resorting 
to such a search. he is likely to be guided by !us limited imagination. At the 
time of finding or developing alternatives, tbe planner should try to screen out 
the most unviahle alternatives so that there are only a limited number of 
alternative fordi:truled analysis. It may be noted that detennination of alternative 
plans can be a time consuming task because objectives whjch have been 
established iniuaJly may be found to be inflexible. lt is also possible that the 
assumption need revision in the light of the changed c ircumstances. 

(v) Evaluation of Alternatives: Once alternative acuou plans have been determined, 
they musl be evaluated with reference to considerations like cosL long range 
objectives, limited resources, expected payback, nsk and many intangible factors 
to select the s.itisfacwry course of action. Many quantitative techniques are 
available to evaluace alternatives. The manager may take the help of these 
techniques to reach the most objective result. The be..'lt possible alternative may 
be chosen by the manager after detailed analysis. Sometimes. evaluation of 
available alternatives may disclose that two or more courses are advisable and 
so the conceme(.) manager may decide to choose twu or more altemati vcs and 
combine them to suit the requiremenlS of the situation. 

(vi) Selection of Pla11 a11d Development of Deriv<ttive Plans: The final step in the 
planning process ts co select the most feasible plnn and develop detivative plans. 
The plans must also include the feedback mtchanism. The hierarchy of plans 
must be both integruted and tlexible to meet the changing inlemal and external 
environment. 

The derivative plans are required to support the busic or overall plans because 
the latter cann()t be executed effectively unless they are supported by the 
derivative or sub~plans. The derivative plans are developed within the framework 
of the basic overall plan. For instance, if an airline decides to acquire a fleet of 
new planes, ii w1ll he followed by the development of a host of derivative plans 
dealing with the employment and training of various. types of personnel, the 
acquisition of ,pare parts, the installation of maintenance facilities, scheduling, 
advertising, financing and insurance. 

Essential Requirements of an Effective Plan 

An effective plan ii. one which helps in the better management of the enterprise. 1n 
order to be effective, a plan should possess the following 1.:haracteristics: 

(I ) The Plan shnt1lc/ be Specific: The more specific it is, the Jess chance thc1~ is 
for it to be mii.ioterpreted. Objectives should he cle:U'ly defined. The means for 
carrying our u,e ptan should also be indicated in uoombiguous terms. 

(2) The Plan should be Specific: The more specific it is, the better it is. If facts are 
not available, rc3:-onable assumptions must be m..i.dt :ibout the fu ture. 



(3) The Plan should be Complete and Integrated: A plan is said to be complete 
when it is comprehens ive enough to cover all action · expected from integrated 
one when variou administrative plans are so welded into one another that the 
whole undertaking operates at the peak of its efficiency. 

(4) The Plan should be Flexible: No plan is infallibl nor can it cover all possible 
contingencies. Conditions under which a plan wi ll be mos t effective change as 
do the variables and factors on which the plan i form ulated. Therefore, it is 
essential to introduc ome flexibility in every plan. 

(5) The Plan should be Capable of being Controlled: Effective planning of business 
activities depends upon the ability to foresee with utmost accuracy the nature 
and requirements of future events relating to industry in general and the business 
undertaking in partic ular. Therefore, the plan must distinguish between 
controllable fu ture environment for better admini trative control. 

Derivative Plans 

Planning consists of several components or derivative plans that are generally bound 
together. These components are also known as plans. They include projects, policies, 
programmes, strategie , procedures, methods and budgets. Now we shall discuss 
these plans which could be classified into (1) standing plan ; and (2) single-use plans. 

(1) Standing Plans: The operational plans of a busine organisation consist of a 
number of sub-plan or derivative plans which may be grouped into two broad 
headings, namely, standing plans, and single use plan . The standing plans are 
made to be used time and again. They are formulat d to guide managerial 
decisions and actions on problems which are of re urring nature. That is why, 
standing plans are also known as 'repeated use' pl ans . 'tanding plans include 
policies, procedures, methods and rules and regu lati n . 

Standing plans are formulated to achieve unity and uniformity of efforts in 
meeting repeti tive situations arising at various levels o the enterprise. They are 
thus effective devi es of coordination. They act ready guides to deal with 
recurrin.:; problems. They help in the effective management of business enterprise 
in several respects as stated below: 

(i) Standing plans facilitate delegation of authori ty to lower levels without 
abdication of accountability at successively higher levels. 

(ii) They are effective means of achieving the goals of the enterprise. Goals 
may tend to be vague, complex, multidimensi nal and, sometimes, 
conflicting with one another in the absence of tanding plans. In order to 
overcome such difficulties, it is essential to develop a hierarchy of poljcies, 
methods , procedures and rules to serve as ready frames of reference 
whenever there i some difficulty in taking a managerial decision. 

(iii) Standing plans help in achieving coordination in the enterprise. They tend 
to achieve consistency, uniformity and unity of fforts in the enterprises. 

(iv) Standing pl ns ensure quick action whenever need arises because there is 
no need to repeat the reasoning and analysis required initially to design a 
standing plan whenever a similar situation ari. e . Thus, they are great 
labour-saving devices as they provide frames of reference for tackling 

recurring iluations. 
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(v) Standing plans facilitate better administrative control. They provide the 
rational bases of evaluating Lhe results of effort of persons working at rhe 
various levels in the enterprise. 

(2) Single-use Plans: Single-use plans are made for handling non-recurring 
problems. They are also known as 'specific' plans as they are tailored to fit the 

BOX 3 

Dis tinction between St anding and S ln,:te - Use Plans 

Standing Plans Sin~h,-tlse Pl aas 

I . It is made Lo meet a si tuation which is I. It is m.ide to mee t a particular shuatiol\ 
of recurring nntnre. only. 

2. It is used time and a~ain. 2. lL is w,ed for a ~pecific purpose o nly. 

3. Jt is made LO achieve uniformity and uni ty 3. ll is made to cater to a part icu lar si tuat io n 
of efforts in meetln{! tepelJlive situa tions l t cea~es to c1ti'II after its purpose i, 
throughout the entcrprii.e. served. 

4. The examples llf repeLitive use plans are: 4. The eAJlt1Jl lcs of single-use plans are: 
(i) Policlc~ (i) Proi,rarmno.> 
(ii) Pro~edure,- ( ii) Prnjcc1~ 
(iii) Methods (ii i) Bu<lgdt, . 
(iv) Rules. 

specific situations. A single use plan is formulaLed to handJe a non-repeutive, 
novel and unique problem. It can't be used again and again. It becomes obsolete 
after its purpose has been achieved. The examples of single-use plans are, 
programmes, projects and budgets. 

Planning Premises 

Planning involves taking of decisions by the management on the basis of assumptions 
of what is likely Lo happen in the future. These assumptions may be refeffed to as 
planning premises since they constitute the basis of planning. Such assumptions arc 
nothing but forecasts about the likely shape of events in future. Every rnaoager assumes 
that certain entities will behave in a particular way. The assumptions are not merely 
based on experience or intuition but also on systematic prediction with the help of 
quantitative techniq1.,1es. 

Pla,nning premise~ constitute the framework within which planning is done. They 
provide the bedrock upon which the future course of action is based. In order to have 
effective planning, the plans must be based on sound premises. Therefore, the premises 
shouJd be based on systematic forecasting. Though, derivation of premises in the 
form of forecasts is a rigorous fonn of research acti\-lty which involves huge cost, it 
is essential 10 enhanc~ the effectiveness of planning. These forecasts are based upon 
both past events as well as expected events. It is wrong to say that only future estimates 
are taken as planning premises. Past events are a useful guide for deriving reliable 
planning premises. 

Types of Planning Premises 

(i) Internal and External: The internal premise!. indude those originating from 
the sales forecast, the existing policies and programmes of the organisation. 
capital investment policies, philosophy of management, etc. The abilities a j 

skills of the workers are also significant internal premises. The external premises, 



on the other hand, are derived from the extemaJ environment of the business. 
They relate to the political, economk, social and technological forces in which the 
organisation operate:. and the conditions which i.nfluenOt demand fo1 the organisation's 
products. The.,e factors are generally beyond the control of an organisation. 

(ii) Controllable, Semi-controllable and Non-controllable: Factors like materials. 
money and mucbines are control I able to a grent extent. In these areas, 
management l1as maximum control over the fu LUre commitments. Semi­
controllable pr..:rruses are those assumptions about future which are under the 
partial contr:ol of a business like labour relations and marketing policy. Non­
controUable premises are entirely beyond the scope of business as, for instance, 
government policy, international trade agreements, wars, natural calamities, 
innovations, etc 

(iii) Tangible and Intangible: Tangible premises are those which are capable of 
being expressed io terms of quantitative units. Intangible premises are not 
measurable quonutalively. They include such factor.rs :is goodwill of the business, 
public relations. employee attitude and morale, etc:. 

Significance of Planning Premises 

Planning premises are assumptions providing a backgn.>u111..I on which the planning 
process is based. The ,·ery nature of planning requires that io alJ circumstances, some 
assumptions be made regarding future happenings. Therefore, before drawing up a 
master plan for a concern. it is necessary to determine future settings such as markets, 
prices, tax structure, government policies, trade cycles, etc. The selection of planning 
premises and their use in planning depend upon the sk.i lJ and experience of the planners. 
But the difficulty normally faced by the planners is twofold: (i) selecting what premises 
to use; and (ii) evaluating the benefits obtained from the use of the premises. 

Planning premises arc not always the same for all indrn,tries. or even unjts in the 
same industry. PremiM:$ which may be of st(ategic importance to one industry may 
not be of strategic importance to another due to size of the business, nature of business 
and other variables. For example, passenger load factor i:. n strategically important 
issue tu air and road transport industries while the same is not at alJ important to 
other industries. Likewise in closely regulated i.odustry. the policies and practices of 
the government have great relevance for planning premise· whereas the same is less 
significant in unregulated industries. 

The effectiveness of plunning will be determined by the quality of forecasts or premises 
on which it is based. If the premises are properly assessed, it will be possible to 
develop reliable plans for future. 

Planning Premises: Some Illustrations 

ln order to illustrate lhe types of planning premises the business enterprises should 
have, three industries. namely, cement, sugar and liquor have been chosen. The 
important planning premises in these lines of business are lu,ted below. 

Cement Industry 

(a) Internal premises - capital investment, scope for etpansion in the future, sales 
forecasts. 

(b) External premises- product market, location, ava1lability of raw materials. 

(c.) Tangible premises - production capacity, scope for expansion, 
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(d) Semi-controllable premises - labour policy, pricing policy, share of the firm in 
the market. 

(e) Uncontrollable premises - government policy regarding plant location and tax 
structure. 

Sugar Industry 

(a) lnteroal premises - capital investment and sales forecasts. 

(b) External premises - product market, location and availability of raw materials. 

(c) Tangible premises - production capacity, scope for expansion. 

(d) Semi-controllable premises - existing and future share of the company in the 
market. 

(e) Uncontrollable premises - Government licencing policy; t.axation policy and 
socio-cultural factors. multinational corporations. 

Business Forecasting 

Forecasting is a systematic attempt to probe future with rhe help of known facts. it is 
the "research procedure to discover those economic, social and financial influences 
governing business activity, so as to predict or estimate current and future financial, 
production and marketing operations" Thus, forecasting is the process of predicting 
future systematically. The result of this process is known as forecasts. 

Significance of Forecasting 

Forecasting is an essential element of planning. It means estimating future on a 
systematic basis. Almost every business executive makes forecasts of one thing or 
the other. The need to foresee future on a systematic basis was very well emphasized 
by Henri Fayol. He was of the opinion that the entire planning in business is made up 
of a series of separate plans, called forecasts. L. Urwick also visualized the 
pervasiveness of forecasting in every aspect of business. According to him, "The 
man who engages staff ui;ualJy has an eye to future organisational requirements". 
Thus, foreeasting is a necessary activity for any business right from its birth. 

Forecasting has assumed great importance in the modem business world which is 
characterized by growing competition, rapidity of changes in environment, fast 
technological changes and increased government control. It offers the following 
advantages: 

(i) It helps in effective planning by providing a scientific and reliable basis for 
anticipating future operations such as sales, production, inventory, supply of 
capital and so on. 

(ii) Forec;asting aims at reducing the area of uncertainty that surrounds management 
decision-making with respect to cost, production. sales. profits, pricing, etc. If 
the future were known with certainty, there would have been no need of 
forecasting. But the future is highly uncertain and so there is a great need to 
have an organized system of forecasting in the organisation. 

(iii) Making and reviewing of forecasts on a continuous basis will compel the 
managers to think ahead and to search for the best possible decisions with a 
dynamic approach. 



(iv) Forecasting is necessary for efficient managerial control as it can disclose the 
areas where control is lacking. Forecast of sales u must io order to control the 
costs of production and the productivity of personnel. Forecasting will help in 
anticipating the areas where there is great need lo be attentive to control the 
costs. 

Limitations of Forecasting: The limitations of forecasting are as under: 

(i) Though forecasting is a necessity in a modem business, it should not be forgotten 
that all forecasts are subject to a degree of error and they can never be made 
with a hundreJ percent accuracy. Guesswork can never be omitted from 
forecasting, though it can be reduced with the help of modem quantitative 
techni4ues. 

(ii) The quantitative techniques with the help of which forecasts are made have 
also got certam limitations. These techniques are based on certain assumptions. 
So the conclusion~ derived by the application a t 4uantitative models can be no 
better than the assumptions on which they are ba~ed. 

(iii) Managers often neglect to examine whether the forecasts are supported by 
reliable information. Managers must use their kno wledge, experience and 
available infonnatJon with a great degree of skilJ and take care to make forecasts 
more dependable. 

Steps in Forecasting 

The process of business forecasting invo lves the following steps: 

(i) U11derstanding the Problem: The first step in the forucasting process is the 
understand ing or real problem about which forecasts are to be made. A manager 
must know clearly the purpose of forecasting. For~ asts may be made in regard 
to technological conditions, sales, choice of people, availability of finance and 
so forth. The clear understandi ng of the scope of forecasting will help the 
manager to probe the relevant information only. 

(ii) Developing the Groundwork: At this stage. the manager will try to understand 
what changes in the past have occurred. He can use the past data on performance 
to get a speedometer reading of the current rate (say or sales or production) and 
how fast this rate 1s increasing or decreasing. This will help in analyzing the 
causes of changes in the past. 

(iii) Selecting a11d Analyzi11g DaJa: There is a definite relationship between the 
choice of statistm 1l facts and figures and the determination of why busiriess 
fluctuations have occurred. Statistical data cannot be selected intelligently unless 
there is proper understanding of the business fluctuations. The reasons of 
business fluctuatio ns wi ll help in c hoosing the relevant information. After 
selecting the data, they are analyzed in the light of past changes. Statistical 
tools can be used lo analyze the data. 

(iv) Estimating Future Eve11Js: Future events are estimated o n the basis of analysis 
of past data. Herc. the manager must use his past experience and judgement. He 
must know clearly what he expects in the future in the light of overall 
organisational objectives. He should make an estimate o f future business from 
a number of probable trends revealed by the systematic analysis of data. The 
estimated result~ can be compared with actual results in the future. This will 
help in ret1oing the process of forecasting. 
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The various Lechnjque~ of forecasting may be classi.fleu irHo two major categories: 

(i) Quantitative and (ii) Qualitative. Quantitative techniques apply various statistical 
tools to data for predicting future events. They indude Time Series Analysis, 
Regression Analysis, Econometric Models and Extrapol:Hion. Qualitative techniques 
employ mainly human judgement to predict future suL·h as HistmicaJ perspective 
(business barometer~), Panel Consensus, Delphi Method and Relevance Tree Method. 
These methods are used where data is not readily availuble. For l nstance, qua_ntitati ve 
methods cannot be m,ed lo forecast technological environment. A brief discussion of 
various quantitative and qualitative methods of forecastingis given below. 

1. Time Series Analysis: Time series analysis assists to identify and explain: 

(i) Any regular or ~ystematic variation in the series of data which is due to 
some selll;ons; and 

(ii) Cyclical trends that repeat every two or three years or more. 

With the help of time series analysis, a trend line i;,m be fitted (by using the 
method of leas1 syu'1res) which is the best indicator of the t.rend. Time series 
analysis provid~ un initial approximation forec~t that takes into account the 
empirical regularili~ which may be expected to persist. After the seasonal effects 
have been identH'ied and measured, the original data may be adjusted for these 
influences, yieldJng a new historicaJ time series consisting of the trend and 
seasonally adjusted data. The new time series may be used in the analysis and 
interpretation ol cycUcal and residual influences. This method has certain 
Hmitationi- also. Since the future does .not always re11ect the past, the time series 
analysis may give misleading results in some cases. Moreover, this method can 
be used only when data of several years are available. 

2. Regression Analysi.t: Regression analysis is the means by which we can select 
from among the many possible relationships between different variables which 
are relevant to forecasting. If two variables are functionally relate.ct, then the 
knowledge of one will make possible an estimate of the other. For instance, if it 
is known that advettising expenditure nnd sale1:o are correlated, then we can find 
out the probable increase or decrease in sales with the given increase or decrease 
in the advertising. expenditure. Regression analysis also helps in forecasting 
where there is one dependent variable and several independent variables. The 
help of computer programmes may be sought to :-lOlve the regression equations 
that are very complex and time consuming. 

3. Econometric Models: Econometrics refers to the application of mathematical 
economic ttieory and statistical procedures to economic data in order to verify 
economic theory 11ml s tatistical procedures to economic data in order to verify 
economic theorems and to establish quantitative results. Econometric models 
take the form of a ~Cl of simultaneous equations. The number of equations may 
be very large in ,ome cases. So the help of electromc data processing equipment 
may be sought to solve these equations. It is also significant to point out that the 
development of an econometric model requires sufficient data so that the correct 
relationships can beest:iblished. The econometric models reveal, in quantitative 
terms, the way in wbich various aspects of a problem are interTelated. · 

4. Extrapolation: Trus technique i's used frequently for sales forecasting and other 
estimates when other forecasting methods m~y not be justified. II is thesimplest 
method of forecasting. In many forecasting situations, it can be expected more 



reasonably that the variable will follow its already established path. Extrapolation 
assumes Lhe relative consistency in pattern of past movements in some time 
series. If this assumption is taken, the problem is to determine accu,rately 
appropriate trend curve and the values of its parameters. Numerous trend curves 
are suitable for business forecasting. They include arithmetic trend, semi~log 
trend, modified exponential trend, logistic curve, etc. Selection of an appropriate 
curve depends on empirical and theoretical considerations relevant to the 
forecasting problem. 

5. Historical Perspective (Business Barometers): fListorical perspective technique 
uses business barometers to make business forecasts. The tenn 'barometer' is 
used to indicate the economic situations. The assumption behind the use of 
business barometers, i.e., various indices, is that past patterns tend to repeat 
themselves in the future and that the future can be predicted with the help of 
certain happenings of the present. The various barometers which can be used in 
forecasting include gross national product, wholesale prices, consumer prices, 
industrial production, volume of money supply, stock exchange quotations, etc. 
Some of these index numbers may also be combined into a general index of 
business activity. The general index refers to general conditions of commerce 
and industry. However, this composite index may show quite contrary tendencies 
from those of some of its components. So proper care must be taken while 
using the index numbers for business forecasting. If the business barometer 
being used is reliable, it will reduce the chances of wrong forecasting. 

6. Panel Consensus Method: Under this method, data is presented openly to a 
group of ex perts. The list of experts related to particular problem area is prepared 
with great care and the experts are brought together to have a face-to-face 
discussion and arrive at a consensus forecast: Such a forecast is expected to 
prove better as compared to a forecast made by one expert. Several experts can 
determine a better forecast than one working along. 

7. Delphi Method: This method enjoys respectability due to its scientific minds 
of the people who possess the necessary expertise in the pertinent or related 
areas. Under this method, a panel of experts related to a particular problem area 
is prepared. Instead of bringing these experts together to have a face-to-face 
discussion, they are kept apart and their identity is kept secret from one another. 
This is done to prevent experts from being influenced by others and to eliminate 
the possibility of the emergence of a band-wagon mentality. The opinions of 
the experts are solicited by eliciting their response to a carefully prepared 
questionnaire. The aoswers coUected are studied carefully to separate the answers 
to questions on which a general consensus has emerged. The experts who have 
differed with majority opinion are fed back the results of the first round of 
survey and are requested to communicate the reasons for their divergence. 
Similarly, in the case of such questions on which wide difference of opinion has 
surfaced, the same process is employed to narrow down the differences, The 
process of successive feedbacks and seeking of opinions continues until the 
experts re-evaluate their estimates and a better convergence of opinion emerges 
or at least the scatter of opinions gets narrowed. The final results are taken as 
the forecasts . It should be noted that the Delphi method would not give only 
one answer in all the cases. 

8. Relevance Tree Method: l n its normative application, the purpose of the 
relevance tree method is to help the business in determining objectives and 
predicting ways to attain them. According to this method, the feasibility of the 
future objective is judged first of all, and then by working backwards, attempt 
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is made to find the technological innovations needed to achieve the objective. In 
its exploratory application, the relevance tree method i ·· similar to the decision 
tree method of deci ion making. It is used to develop alternatives and to determine 
the most desirable course of action. 

Student Activity 2 

Prepare an assignment on: Business forecasting and take any one of the Industry 
Manufacturing or Retailing and purpose your Planning process and various 
techniques of Forecasting. 

Summary 

The function of management starts with planning. It logically precedes the execution 
of all other managerial functions . It is the determination of a course of action to 
achieve the desired results. It bridges the gap between where we are to where we 
want to be. It is a mental process which requires the use of intellectual faculties, 
imaginat ion, foresight and sound judgment. There are various types of plans on the 
basis of organisational level, focus , and time period. But the basic steps of planning 
remains the same and are applicable on all the types of plans. Adequate balance 
between rigidity and flexibility is crucial for the su ces · f plans. Plans must be 
made in a manner so that control can be exercised otherwise they may go haywire. It 
must be complete and should be capable of integrating all the areas. 

Keywords 

Forecasting: is a systematic attempt to probe future with the help of known facts. 

Time Series analysis: Identify and explain any regular or systematic variations in the 
series of data which is due to some reasons and cyclical trends that repeat every two 
or three years or more. 

Regression analysis: Regression analysis is the means by which we can select from among 
the many possible relationships between different variables which are relevant to forecasting. 

Econometric models: The economic model reveal, in quantitative terms, the way in 
which various aspects of a problem are interrelated. 

Extrapolation: Thi technique is used frequently for ale forecasting and other 
estimates when other forecasting methods may not be justified. Historical perspectives 
(Business Barometers): Historical perspectives techniques was business barometers 
to make business fore asts. 

Panel consensus method: Data is presented openly to a group of experts. 

Delphi method: A panel of experts related to a particular problem area is prepared 
and are kept apart and their identity is kept secret from one another. 

Relevance tree method: The purpose of the relevance tree method is to help the 
business in determining objectives and predicting ways to attain them. 

Planning: Planning is th process of deciding in ad van what is to be done, who is 
to do it, how it is to be done and when it is to be don . It is the determination of a 
course of action to achieve the desired results. 

Principle of flexibility: Principle of flexibility states that management should be able to 
change and existing plan because of change in environment without undue cost of delay. 



Principle of navigatumal change: This principle require that managers should periodical I y 
check on events and redraw plans to maintain a course towards the desired goal. 

Corporate planning: Defined as a systematic and comprehens.ive process of planning 
· taking account of the resources and capability of the organization and tbe environment 

within which it has to operate and viewing the organization as a total corporate unit. 

Divisional Planning: Divisional planning relates to a particular division or department. 

Review Questions 

L "Managerial planrung seeks to achieve a coordinated structure of operations". 
Comment. 

2. "Without planmog, an enterprise would soon disintegrate, its actions would be 
as random as leaves scampering before an autumn wind and its employees as 
confused as ants in an upturned antl1ill''. Elaborate the statement and examine 
the significance of planning in the managerial process. 

3. "Managerial planning is more of a ritual in a fast changing environment". Comment. 

4. "Planning is a mere wastage of time and money", Comment. 

5. Discuss the causes of ineffectiveness of planning. How can they be cured? 

6. What do you understand by planning? What should be done to overcome its l.imit:ltions? 

7. What do you understand by planning premises? Whal are their different types? How 
does correct assessment of planning premises help in preparation of reliable plans? 

8. E)(plain various kinds of planning based on time horizon and levels of management. 

9. Why is it necessary to detennine the time span of managerial planning? How is 
long-term planning different from short-tenn planning? 

l 0. Wbat is Planning'? State what advantages does planning confer to an organisation? 

11. Explain briefly the principle of flexibility and navigational change with regard to 
managerial planning. Distinguish between short-teon planro.ng and long-tenn planning. 

12. Explain the significance of policies in management Briefly describe the process 
.of policy formulation. 

13. What is Business Forecasting? How would you say tbat scientific forecasting js 
a must for dependable planning? Describe the ma.in steps in busin_ess forecasting. 

14. Explain 'planning premises'. List the planning premises, you would ,have as a 
manufacturer, of any ONE of the followings: (i) Cement, (ii) Sugar, (iii) Liquor. 

15. Discuss briefly the various techniques of forecasting. 

Further Readings 
Billy E. Goetz, op. cit. 
Cyril L. Hudson., Business Organization and Operation, Staples Press. 
General and Industrial Management, Sir Isaac Pitman & Sons. 
George R. Terry., Principles of Management, Richard D. Irwin. lnc. Homewood, Illionois. 
Harold Koontz., Cyril O'Donnell and Heinz Weihrich, Management, McGraw-Hill. 
Kogakusha Ltd. 
Kenneth H. Killen., Management - A Middle Management Approach, Houghton Mifflin Co. 

Management Planning and Control., McGraw-Hill Book Co. 
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ORGANIZING AND ORGANIZATIONAL 

STRUCTURE LINE AND STAFF CONFLICTS 

LEARNING OBJECTIVE 

1. Organization Structure 

2 Principles of Organization 

3. Span of Management 

4. Organit.ation Charts 

5. Organization Manuals 

7. Forms ol 01l't1nitation Structure 

Introduction 

Organization is lhe bntkbone of management. Wit11out efficient organization, no 
managemenLcan pe1form i1s functions smoothly. Sound organization contributes greatly 
lo the continuity and success of the enterprise. Once A. Camagie, an American 
industrialist said, "Take away our factories, take away our trade, our avenues of 
transportation, our money. Leave nothing but our orgamiatton and in four years we 
shall have re-established ourselves''. That shows the s1gmficance of managerial skills 
and organization. However, good organization s1J1Jcture does not by itself produce 
good performance - ju las good constitution does not guarantee great presidents, or 
good laws a moral society. But a poor organization structure makes good performance 
impossible, no matter how good the individuals may be. The tight organizational structure 
is the necessary found:ition: without it I.he best perfonnan<..-e in all other areas of 
management will be ineffectual and frustrated. 

Sound organization briogs about the following advanta~es: 

1. Facilitates attainmenl of the objectives of the emei,,risc. 

2. Facilitates opli1uu11\ use of resources and new techuological developmenr. 

3.· Facil itates growth and diversification. 

4. Stimulates creativity and innovation. 

5 . Facilitates effective communication. 

6. Encourages better relations between the labour and the management. 

7. Increases employees' satisfaction and decrease,; i:mpluyee turnover. 

Concept of Organization 

The term 'organizalioo' connotes different things to different people. Many writers 
have attempted to srnte the nature, chanicteristii;s and print:iples of organization in 
their own way. For in~tance, to the soc iologist organiiation means a study of the 



interactions of the people, classes, or the hierarchy of an enterprise; to the psychologist 
organization means an aucmpt to explain, predict and influence behaviour of individuals 
in an enterprise; to a lClJl executive it may mean the weaving together of functional 
components in the be-,t po:,:sible combination so that a.n enterprise can achieve its 
goals. The word 'orgamzalion' is also used widely to connote a group of people and 
the structure of relat1on-;hips . In order ro clearly understand the nature and 
characten stics of organization, we shall study it under the following heads: 

(i) Organization us a group of persons; 

(ii) Organization as a i,,tructure of relationships; 

(iii) Organization ai; a function of management; and 

(iv) Organization as a process. 

Organization as a Group 

Organization is very often viewed as a group of person~ contributing their efforts 
towards certain goals. The evolution of organization dates back to the early stages of 
human civilization whoo two or more persons began to cooperate and combine together 
for fuJftlling their basic needs offood, clothing, shelter and prot~tion of Life. Organization 
begins when people combine their efforts for some common purpose. It is a universal 
truth that an individuul is unuble to fulfil his needs and desire~ alone because he lacks 
strength, ability and resources. So he seeks cooperation of o ther people who have 
similarity of goals. 

Barnard defined organization as an identifLable group of people contributing their efforts 
towards the attainment of go,tls. ''An organization comes into ex,istence when there 
are a number of person~ in communication and in relat1011'ihip to each other and are 
willing to contribute towards a common endeavour". People form groups or 
organizations and pool their efforts by defining and dividing various activities, 
responsibility and authority. As such an organization ha!> the following characteristics: 

(i) It represents eooperative relationships of two or more persons. 

(ii) lt is created to a hieve certain common objectives. 

(iii) The group members are in a position to communicate with each other. 

(iv) The group lays down rules and regulations to regulate the behaviour of group 
members. 

Communication is the fi rst major characteristic of an orgt1111zation. An organ ization 
comes into existence and then continues because people are in a position to 
communicate with one aoother. It is also essentiaJ that they are wi.lling to cooperate 
with one another for lht! uchievement of their goals. They must contribute their efforts 
voluntarily towards certain objectives. The existence of common objectives is a must, 
otherwise the members of Lhe group will not be able to stay together for a long time. 
Lastly, group members lay Jown the rules and regulation~ and the formal structure of 
re lationship among thern.~ves. These are necessary for the proper coordination of 
the efforts of different individuals in the organization. 

Organization as a Structure of Relationships 

Some people view organization in a very narrow sense by defining it as a framework 
of duties and responsibilities through which an undertaking functions. "Organization is 
no more than the framework within which the responsibilities of management of an 
enterprise are discharged". According to this definition, organization sets up the scope 
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of activities of the enterprise by laying down the structure of relationships. Jf organization 
is merely recognized as a structure, it will be viewed as a si.atic thing used to explain 
formal relationships. But an organization is a dynamic entiry consisting of individuals, 
means, objectives and relationships among the individuab. An organization is certainly 
more than a chart. It 1~ the mechanism through which management directs, coordinates 
and controls the activities of the enterprise. 

Organization as a Function 

Organization is one of hasic functions of management. h involves the determination 
and provision of whatever capital, materials, equipment and personnel may be required 
for the achievement of certain predetermined goals. By performing this function, 
management brings togetl1er human and non-human n::.ources to form a manageable 
unit (which is also identified as an organization). Thws. organization is a process of 
integrating and coordinating the efforts of manpower and material resources for the 
accomplishment of certain objectives. Just as planning is applied to every other 
managerial functions, the process of organization is also used in every aspect of 
management. For inst:mce, organization of the planning department is essential for 
the formulation of plansunc.l policies. Similarly, organization of other managerial functions 
is also necessary. 

Organization as a Process 

Orgnnizatioa is the process of establishing relationship~ among the members of the 
enterprise. The relauonships are created in terms of authorily and responsibility. Each 
member in the organtl!ttion is assigned a specific responsibility or duty to perfonn and 
is granted the corresponding authority to perform his duty. 

According to Louis A. Allen, "Organization involves idenlilication and grouping the 
activities to be performed nnd dividing them among the mdivh.Juals and creating authority 
and responsibility relationships among them for the accomplishment of organizational 
objectives". 

As a process, organi1.ing is concerned with arranging in a logical and orderly manner 
all the activities of the organjzation. It specifies how th~ duties are to be di vided 
among the departments and tbe employees. It also cre.ttc:s relationship of one job to 
the other jobs and lays down the scope or limits of authority and responsibility of each 
job. 

Organizing involve~ the following steps: 

(i) Determi,zafioll of Objectives: Organization is alway!-. related to uertain objectives. 
Therefore, it L es~eotial for the management to jdentify the objectives before 
starting any activity. It will help the managemenl in the choice of men and 
materials with lbe help of which it can achieve i1s objectives. Objectives also 
serve as the guidelines for the management and the workers. They bring about 
unity of direction m the organization. 

(ii) ldentificaJion and Grouping of Activities: If the members of the group are to 
pool their effort.i, et1ectively, there must be properd1V1~on of the major activities. 
Each job should be properly classified and grouped. This will enable the people 
to know what is ~'\pected of them. as members of the group and will help in 
avoiding duplicatwn of efforts. For instance. the lotal activities of an industrial 
organization may be divided into major functions like production, purchasing, 
marketing, financing. etc. and each such function i~ funher subdivided into various 



jobs. The jobs, Chen, can be classified and grouped to ensure the effective 
implementation of Lhe other steps. 

(iii) Assignment of Duties: After classifying and grouping the activities into various 
jobs, they should be dllotted to the individuals so lhat mere are round pegs in 
round holes. Each indi'1idual should be given a specific job to do according to his 
ability and made responsible for that. He should nJ:i;:o be given the adequate 
authority to do the job assigned to him. 

(iv) Developing Authority-Responsibility Relationships: Since so many individuals 
work in the same organization, it is the responsibility of management to lay down 
structure of relationships in the organization. Everybody should clearly know to 
whom he is accountable. This will help in the smooth working of the enterprise 
by faci litating delegation of responsibility·and authoril)'. 

Nature of Organization 

The nature of organi.t.arion will be clear by studying the following features: 

(i) An Organizatiorz Co11notes Group of Persons: McFarland has defined 
organization as an identifiable group of people contributing their efforts towards 
the attainment of goals. People fonn groups or organiz.ttion to accomplish common 
objectives and pool their efforts by defining and dividing various activities, 
responsibility and uuthority. 

(ii) Communication is the nervous system of organiwJion: The organizational 
members are able lo communicate with each other und they coordinate their 
activities. No orgamzation can survive without an efficient system of 
communication. 

(iii) Organizing is a Basic Functio11 of Management: ll is essential for the 
achievement of organizational objectives. Organizing is done in relation to all 
other functions of management, namely, planning, staffing, directing and controlling 
and aU the areas of business, namely, purchasing, produotton, marketing, personnel, 
etc. The organizing function is perfonned by all the managers. 

(iv) Organizing is a Ctmtimwus Process: It is not a one step function. Managers 
are continuously engaged in organizing and reorganizrng. The nature of the · 
process or organization has been described by The Haimann as fo llows. 
"Organization is a process of defining and grouping the activities of the enterprise 
and establishing authority relationships among them". 

(v) Organizing is Always Related to Objectives: Whether il is organization of the 
entire enterprise or a part of it, organizing is intluenced by objectives. The 
operations are divided and authority and responsibility are determined to achieve 
the predetermined objectives. 

(vi) Organization Connotes a Structure of RelationsMp$: The structure of 
relationships creatt:<l by the management is referred to as ' formal organization·. 
But an organization also includes the network of -.ocial relationships that arise 
between people working together. Such relationships are known as ' informal 
organization' . The study of both formal and informal relationshjps is necessary 
to understand the nature of any oi:gan.izat.ion. 

(vii) Organization ln M lves a Network of A uthority and Responsibility 
Relationships: Various positions are created and spec,ftc tasks are assigned to 
them. To perform the tasks, each position is delegated adequate authority. 
Authority and ret>ponsibility relationships throughout the organization must be 
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clearly defined to:ichieve coordination and to avoid <.:onnicts between individuals 
and department~. 

Significance of Organization 

A sound organization can contribute to the success or an enterprise in many ways. As 
a matter of fact, it is lbe backbone of management. It helps the performance of other 
functions of management like planning, staffing. direction and controlling. Sound 
organization can help in achieving enterprise objective~ in the following ways: 

l . Clear-cut Authority Relations/zips: Organization structure allocates authority 
and responsibility. h specifies who is to direct whom and who is accountable for 
what results. The structure helps an organization mamber to know what his role 
is and how it relate" to other roles. 

2. Pattem of Comnmnicatiotl: Organization stn1ctm\! provides the patterns of 
communication :ind coordination. By grouping uc1iviu0s and people, structure 
facilitates commorucatjon between peoplecentert!d on their job activities. People 
who have joint problems to solve often need to shure mformation. 

3. Location of Decisiofl Centres: Organization structure determines the location 
of decision making in the organization. A departrucnUtl store, for instance, may 
follow a strucmre lhat leaves pricing, sales prom0IH)n and other matters largely 
up to individual departments to ensure that varied departmental conditions are 
considered. In contrast, an oil refinery may concent:r.1te on production, scheduling 
and maintenance decision at lop levels to ensure UUil interdependencies along 
the flow of work are considered. 

4. Balanci11g of Activities: Organization structure createi. the proper balance and 
emphasis of activities. Those more critical to tJ1e enterprise's success might be 
placed higher in t11e organization. Research in a phunnaceutical company, for 
instance, might be i-ingled ouL for reporting to the genernl manager of the managing 
director of the company. Activities of comparable importance might be given 
roughly equal levi:ls in the structure to give them equal emphasis. 

5. Stimulating Creativity: Sound organization strucrure sumulates creative thinking 
and initiative among organizationaJ members by providing well-defined patterns 
of aulhority. Everybody knows the area where he .-,~cializes and where his 
efforts will be appreciated. 

6. Encouraging Growth: An organization structure provides the framework within 
which an enterprise functions. If it is flexible, it will help in meeting challenges 
and creating opportunities for growth. A sound org.imzation structure facilitates 
growth of enterprise by increasing its capacity to handle increased level of activity. 

7. Making Use of Technological Improvements: A sound organization structure 
whlch is adaptable to changes can make the best possible use of latest technology. 
It will modify the existing pattern of authority-respon"ihility relationships in the 
wake of technological improvements. 

1n short, existence of good organization structure is essential for better management. 
Properly designed organization can help to improve team work and productivity by 
providing a framework within wbicJ1 the people can work together most effectively. 
While building the org&1rzation structure, it is essential to relate the people to design. 
The organization structure which has technical excellenct- may be quite useless for 
practical purposes beta use it is not suited to the needs of lbe people. Thus, an organization 
structure should be developed according to the needs of me people in the organization. 



Organization Structure 

An organization structure denotes the authority and respom,ib1lity relationships between 
the various positions in lhe organization by showing who reports to whom. It is a set of 
planned relationships between groups of related functions and between physical factors 
and personnel required for the achievement of organizat.iomtl goals. 

Organization involves e.-.Lablishing an appropriate structure for the goal seeking 
activities. The structure of an organization is generally shown on an organization 
chart or a job-task pyramid. It shows the authority and rusponsibility relationships 
between various positions in the organization. It is ·ignificant to note that the 
organization structure is din,ctly related to the attainment of lhe organization objectives. 
For instance, if an undertaking is in production line, the dominant element in its 
organization chart would be manufacturing and assembling. A good organization 
structure should nor be su.nic but dynamic. lt should be subject to change from time to 

time in the lighr of the changes in lhe business environment. 

Developing the Organization Structure 

There are two types of structural variables, namely, ba,ic s1.ructure and operating 
mechanism. Designing of basic structure involved such central issues as how the 
work of the organiza110n w11l be divided and assigned among positions, groups, 
departments, divisions, etc. and how the coordination necessary to achieve organizational 
objectives will be brought about. Bue operating mechanism, on the other hand, includes 
such factors as information system, control procedures. rules and regulations, system 
of reward and punishment, etc. 

The development of organization structure deals with two facts, namely (i) the functions 
which are to be performed and (ii) the form of structure. 171e first fact requires the 
determination of activities. the organization needs and divis1on of these activities keeping 
in mind degree of specialization it can afford. The second fact, i.e., form of structure, 
requires a detailed study and application of many organizational principles and practices. 

Organization structure establishes fonnal relationships among various positions in the 
enterprise. The formal rel:Hions may be classified into the foUowing categories: 

(i) Relations between the senior and the subordinates and vice-versa; 

(ii) Relations between the specialist position and the line positions; 

(iii) Staff relations; and 

(iv) Lateral relations. 

Diff ~rentiation and Integration of Activities 

Differentiation and integration of activities relationships are very important 
considerations in organization designing. Differentiation may be defined as the 
differences in cognitive and emotional orientation among managers in different functionaJ 
departments and the differences in formal structure among these departments. 
Integration, on the other hand, refers to the quality of the stale of collaboration that is 
required to achieve unity of effort. System approach suggests that since various 
departments are integral part of the whole system, they should not be considered in 
isolation of others. Bui since each department is interacting with the environment in a 
different way, various departments are likely to develop some degree of differentiation 
depending upon the nature of environment. Therefore, designing of structure of one 
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department may be different from that of the ot,hl:r. But the overall objective of 
organizational de~igning should be integration of activit1e:. and authority roles and 
relationships existing m different departments. 

Determining the Kind of Structure 

Organization structure is an indispensable means towunls business objectives. Wrong 
structure will seriously deter the enterpriSe from achieving it-; objectives. Thus, it is essential 
that a great deal of cure should be taken while determining the organization structure. 
Peter Drucker has suggested three specific ways to tind om what kind of structure is 
needed to attain the 0~JCICLives of a specific business, wh1i:h a.re discussed below. 

1. Activities Analysis: lt is the first stage in buihlmi; un organization structure 
which involve, finding out what activities are needed to attain the objectives of 
the enterprise. Eac-h business undertaking has a set of functions to perform such 
as manufac turing, purchasing, marketing, per;onnel, accounting, etc. These 
functions can be identified after proper analysis. It may be pointed out that in 
every organiZJtion. one or two functional areas ofbusine:.s dominate. For instance, 
printing is an important function of a printing firm ,u1d designing is an important 
activity of the readymade garments manufacturer. 

After the act1v1l1c:-t have been identified and clussificu into functional areas, they 
should be listeJ in the order of importance. It 1~ aliv1sable to divide and sub­
divide the whole work into smaJler homogeneou~ uniL-. so that the same may be 
assigned to different individuals. For instance. the Chief Executive may divide 
the whole acrivitie.c; into various functional departments and delegate authority 
to the department.ii managers. The departmental managers may be assisted by 
deputy manag\!t:.. deputy managers by assistant managers and so on. It should 
be remembered that the job constitutes the b~tc building block in designing an 
organization slnlcture. 

2. Decision Anafys'is: What decision are needed to obtain the performance 
necessary to attnio objectives? What kind of decisions are they? On what level 
of the organization should they be made? What activities are involved in or 
affected by them? Which managers must therefore participate in the decisions? 
Though, it is difficult to predict the content (kiod) of decision problems which 
will arise in future. yet the subject-matter has a high degree of predictability. 
Analysis of the foreseeable decisions shows the -;tructure of top management 
the enterprise needs and the nature of authority nnd n!Sponsibility different levels 
of operating management should have, 

Peter Drucker has emphasized four basic cbarac:terisllc, viz., (i) the decision 
degree of futurity in the decision; (ii) the impact chat decision has on other 
functions; (iii) the character of the decision a~ determined by a number of 
qualitative facto~, such as basic principles of conduct, ethical values, social and 
political beliefs, etc.: and (iv) whether the ded,;ions are periodically recurrent or 
rare as recurrent decision may require general guidelines whereas a rare decision 
is Lo be treated cl!i a distincLive events. 

3. Relations Analys~: With whom will a managei-m-ch.arge of an activity have to 
work? Such otber questions of relation, e.g .. line and s taff relations, between 
subordin<\tes and superior will also help in deciding the structure of the 
organization. k aid earlier, downward, upward and sideways relations must be 
analyzed to determine the organjzation structure. 



Principles of Organization 

As a tool of management, organization is expected to facihtale the achievement of 
certain objectives. Ln order to facilitate the achievemenl of objectives, management 
thinkers .have laid down certain statements from time to lime, from certain generally 
accepted understandings which may be called the principles of organjzation. The 
principles are guidelines for planniog an efficient organil31iun structure. Therefore, a 
thorough understanding of the principles of organization is essential for good organization. 
The important principles of organization are discussed below: 

l. Consideration of Objectives: An enterprise strive~ to accomplish certain 
objectives. Organization serves as a tool to attain these 0hJectives. The objectives 
must be stated in clear terms as they play an importaot role in determining the 
type of structure which should be developed. The principle of consideration of 
objectives states that onJ y after the object.ives have been stated, an organization 
structure should be developed to achieve them. 

2,. Division of Work and Specialization: The entire work in the organization should 
be divided into various parts so that every individual is confined lo the performance 
of single job, as far as possible, according 10 hjs abibty tu1d aptitudes. This is also 
called the prin iple of specjaJization. More a person continues on a particular 
job, the beller will be his performance. 

3. Definition of Jobs: Every poshion in the organization should be clearly defined 
in relation to other positions in the organization. The duties and responsibilities 
assigned to every position and its relationship wilh oLher positions should be 
clearly defined w that there may not be any over!apprn,g of functions. 

4. Separation of Litie and Staff Functions: Whenever possible, line functions 
should be separated t:rom staff activities. Une t'uoctioos are those which 
accomplish the main objectives of the company. (n m.iny manufactur.ing 
companies, the manufacturing and marketing department$ are considered to be 
accomplishing the main objectives of the business and so are called the line 
functjons and other functions like personnel, plant maintenance, financing and 
legal are considered as staff functions. 

5 . Chain of Comma,ut: There must be clear lines of authority running from the 
top to the bottom of the organization. Authority is !he right to decide, direct and 
coordinate. The organization structure should faci litate delegation of authority. 
Clarity is achieved through delegation by steps or levels from the top position to 
the operating level. From the chief executives, a line of authority may proceed 
to departmental managers, lo supervisors or foremen and fina lly lo workers. 
This chain of command is also known as scalar principle of organization. 

6. Parity of Authority and Responsibility: Responsibili1y ~h1.mld always be coupled 
with corresponding authority. Each subordinate must hs.\e sufficient authority to 
discharge the r~sponsibility entrusted to h.im. Thi!> prtnclple suggests that if a 
plant manager in J multi-plarit organization is held ucwunlable for aJI activities in 
his plant, he should no1 be subject to orders from company headquarters specifying 
the quantity of mw materials he should buy or from whom he should purchase 
raw materials. If o supervisor is responsible for tl1e quality of work of his 
department, he should not be asked to accept as a memher of his workforce an 
employee who has been hired without consulting him. 

7 , Unity of Command: N~1 one in the organization should report to more than one 
supervisor. Everyone in the organization should know whom he reports and who 
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Management Science reports to htm. Sta1ed simply, everyone should have only one boss. Receiving 
directions from several supervisors may result in ,·onfosion, chaos, coofljcts and 
lack of action. So each member of the organization i;hould receive directions 
from and report lo one superior only. This will avoid <.:onfJict of command and 
help in fixing re.-.ponsibilities. 
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8. Exceptional Matters: This principle requires uuu otganizalion structure should 
be so designed that managers are required to go through the exceptional matter 
only. All the routine decisions should be taken by the subordinates, whereas 
problems involving unusual matters and policy Jet:1,ions should be referred to 
higher levels. 

9. Span of Supervision: The span of supervision means the number of persons a 
manager or a supervisor can direct. If too less number ot employees are reporting 
to a supervision, his time will not be utilised properly. But, on the other hand, 
there is a limil to the number of subordinates that can be efficiently supervised 
by an executive. Both these points should be kept 1n mind while grouping and 
allocating the activities to various departments (t 1s difficult to give a definite 
number of persons a manager can direct. Jt wiil depend upon the r\ature of the 
work and a number of other factors. 

LO. Balance of Various Factors: Thei-e should be proper balance in lhe formal structure 
of the organUdtlon in regard to factors having connic,ing claims, e.g., between 
centralization .ind decentralization, span of supervision and lines of communication 
and authority allocated to departments and pen,onoel at various levels. 

11. Communications: A good communication network is essential to achieve the 
objectives of au organization. No doubt the line of' 3ulbority provides readym.:icte 
channels of communication downward and upward, still some blocks in 
commuoicalioo uccur in many organizations. The confidence of superior in his 
subordinates and two-way communication am the factors that unite an 
organization into effectively operating system. 

12. Flexibility: The organization structure should be Oexible so that it can be easily 
and economirally ~,dapted to the changes in lhe nature of business as well as 
technical innovations. Flexibility of organization strucrure ensures the ability to 
change with the environment before something serious may occur. So the 
organization strudure should be such that it permits expansion and contraction 
without disrupting the basic activities. 

13. Contim,ity: Change is the Jaw of nature. Many changes take place outside the 
organization. These changes must be reflected in Ule organization. For this. the 
form of organization structure must be able to serve the enterprise and to attain 
its objectives for a long period of time. 

Span of Management 
The term 'span of mnnagement' is aJso known as 'span of tXlnlrl>l' , 'span of supervision' 
and 'span of authonly'. It represents a numerical limit of •~ubordinates to be supervised 
and controlled by a manager. It is an important principle of :.ound organization. Thi s 
principle is based on the theory of relationships propounded by V.A. Graicunas, a 
French management onsultant. Graicunas analyzed superior-subordinate relationship 
and developed a mathematical formula based on the goomeuic increase in complexities 
of managing as the number of subordinates increase:,. 



Graicunas' Theory 

Graicunas showed mathemJlically that a number of direct, gr\Jup and cross relationships 
exist between a manager and his subordinates. The number of these relationships 
increase with the increa.'ie in the number of the subordinates. He said that an executive 
having four subonlmalc.. under him is required to de.LI with ( i) 4 direct single 
relationships, (ii) 12 cross relationships and (iii) 28 group relulionships, i.e., in aJI forty­
four relationships. He derived these on the basis of the following formula: 

= n 

= n [n - I ] 

= n [2n-l- I] 

No. of direct relation~hips 

No. of cross relatiun~hipi; 

No. of group relationships 
Total No. of relatioosh.ips n [2n/2 + ( n - I) or n [2n- + n - I J 
Where n represent che number of subordinates. 

The last formula reveals tJ1rt1 possible relationships with variable number of subordinates 
rise very rapidly as shown in the following table: 

Table 1: P~lble Relationships with Variable Number of Subordinates 

No. o f SuhvrtJ,nnie~ No. t•t Rcl~ tionships 

I 
2 6 

3 18 
4 44 

s 100 

6 n 2 
7 490 

8 I 0110 

9 Z,H Cl 
10 .5. 2 l 0 
12 24.708 
18 2) 59.602 

Though, Graicunas gave mathematical formulae for findj ng out the number of 
relationships, his approru::h suffers from various short omiogs. such as ignoring the 
importance of relationship . frequency of relationships and the factors which determine 
the span. Moreover, he left out certain possible relationships, particularly in cross 
relationships. However. tus theory gives an important indication that an executive 
must think twice before increasing his span because increase of one subordinate will 
increase relationsh.ips manifold. Graicunas suggested that an executive can effectively 
manage 222 relation11hip~ which arise out of six subordiruite:,. However, he failed to 
list factors which govern th~ span of supervision in practice. 

Span of control refe~ tO the number of subordinates an exec.-utive can supervise. The 
concept is central to the clas1-1~ theory of organization. Proper span of control is considered 
a necessity for effective coordination. The view in the traditional theory has been that a 
small span is better than a large one because an executive must have intimate and direct 
contact with his subordintll~. The ideal ratio was considered lo be 15 to 25 subordinates 
for first level supervii.ion amt 5 to 8 subordinates in executive spans. 

Impact of span of Supervision 

The number of persons an executive supervises has an important influence on the 
nature of organization structure. If the span is large, i1 means that fewer levels are 
needed in the organiwnon. The structure would tend to be Oat and wide. Presumably 
the possibility of communication blockages would be minimized because more people 
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report directly to the top executive. If the span is small, lhe structure would be narrow 
and deep. There would be more levels in the organization. More people will have to 
communicate to the top manager through intervening layer of executives. The possibility 
of communication blockages and distortions would increase. 

For instance, if there are 256 persons in an organization and all are reporting to one 
executive, there wiU be one level of management. ff it is thought that only four 
subordinates should directly report to the chief executive. then the number of 
management levels will increase to two as four executives directly report to the top 
executive and each executive controls 64 persons as shown in Figure l. This structure 
is flat as the span of control is very large at the lowest level and there are only two 
layers of management. If it is thought that an executive can manage only 4 subordinates 
effectively, the number of managerial levels will increase to four as shown in 
Figure 2. This will make the organization structure look like a tall pyramid. 

Wide Span of supervision: When the span of superviston is wider, the number of 
executives needed to supervise the workers will be less. This will make the organization 

64W 

Chief Executive = I 

II Level Executives =4 

64W Workers =256 

Figure l; flat structure (Span of control = 64 workers) 

Chief Executive= I 

IlLevel 
Executives= 4 

lll Level Executives = 16 

IV Level Executives= 64 

Workers = 256 

Figure 2: Tall structure (Span of control = 4 workers) 



strucn1re wide. Such a .structure would be less expensive because of less overhead 
costs of supervision. Since the number of levels is less, there will be better 
communication between the worker and the managemenL and better coordination. 
However, the qualily of performance is likely to deteriornte because one executive 
cannot effectively supervtSe a large number of subordinates. He will not be able to 
devote sufficient lime in directing each and every subordinate. 

Narrow Span of Supervision: The narrow span of supc:rvision will lead to a tall 
structure and to an increa:-.e in the executive payroll as compared to the flat structure. 
Another drawback i!> that the additional layers of supervision will complicate 
communication frorn lhe chief executive down to operative employees and back up 
Lhe line. There wiJl afao he a problem of effective coordination of the activities of 
different persons in the org,lJlization because of more leveJs of executives. However, 
the narrow span of supervi<;ion has the benefit of better personal contacts between 
the supervisors and the ~ubordinates. It facilitates tight control and close supervision. 
Tall organization strucrure gives sufficient time to an executive for developing relations 
with the subordinates 

In recent years, then? has been a controversy about the sjgnificance of the concept of 
span of control. The u-ansfonnation in the style of decision making has had an inevitable 
bearing on question relatmg to the number of people an executive can supervise. 
Moreover, the use of dele~ation and decentralization is highly advocated these days. 
It is realized that narrow span of control is an effective means of forcing the executives 
to delegate. It is aJso argued that if an executive has enough number of subordinates 
to supervise. Moreover, lhe use of delegation and decentralization is highly advocated 
these days. It is realized that narrow span of control is a.n effective means of forcing 
the executives to delegate. It is also argued that if an executive has enough number of 
subordinates to supervise, there is a point beyond which intimate control becomes 
very difficult. But how thjs point should be determined is the main question. 

Factors Determining Span of Supervision 

The span of control varies from individual to iodividuol, lime to time and place to 
place. The factors which determine the span of control are discussed below: 

l . Ability of the Managers: Individuals differ in various qualities like leadership, 
decision malang and communication. The span rn:iy be wider if the manager 
possesses these skiUs in greater degree as compared lo others. 

2. Time available for Supervision: The span should be narrow at the higher 
levels because top managers have less time avaiJable for supervision. They 
have to devote the major portion of their time to plannmg, organizing, directing 
and controlling. Ench top manager will delegate the 1ask of s-upervision to his 
subordinates who have to devote comparatively le&s time on !.he important 
functions of management. 

3. Nature of Work: When the spans are narrowed, the levels in the organization 
increase. This wvol ves delegation of authority and responsibility. If the work is 
of a routine and repetiuve nature, it can easily be delegated to the subordinates. 

4. Capacity of Subordinates: If U1e subordinates ar~ ski lied, efficient and 
knowledgeable, Lhey will require less supervision. In such a case, the superior 
may go in for a wider span. 

5. Degree of Decentralization: Under decentralization, the power to make 
decisions is delegated to the lower levels. The span of management will be 

·, v in such ca:.es so as to exercise more and more control. 
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6. Effectiveness of Communication: An effective system of communication in 
the organization favours large number of levels because there will be no difficulty 
in transmission of information in spite of a large number of intervening layers. 

7. Control Mechanism: The span of control also depends upon the control 
mechanism being followed. Control may be folJowed either through personal 
supervision or lhrough reporting. The fonner favours na1Tow span and the latter 
favours a wide span 

To sum up, it can be said that an executive should be expected to supervise a reasonable 
number of subordinat~. What is reasonable depends o n a variety of factors like 
individual differences in ext:cutives, number and capaci1y of subordinates, the nature 
of work, availability of lime, ease of communication, internal checks and controls and 
degree of delegation in lhe organization. If the span of control ,s narrow, there will be 
more organizational Jeveli-. which in tum may impede communication. If the number 
of levels is reduced and I.he span of control is widened, the supervisory load may 
become too heavy. Soum.l management requires a proper balance between supervisory 
load and organization levels. 

Organization Charts 

An organization chart i,; a diagrammaticaJ fon:n which showll. important aspects of an 
organization including the major functions and their respective relationships. In other 
words, it is a graphic portruyal of positions in the enterprise and the fonnal lines of 
communication amonl? thern. lt provides a bird's eye view of the relationships between 
different departments ur llivisions of an enterprise as well a5 lhe relationships between 
the executives and subordinates at various levels. It enables each executive and employee 
to understand his position m the organization and to know to whom he is accountable. 
Thus, it is obvious that an organization chart bas the following characteristics: 

1. It is a diagrammalicaJ presentation. 

2. It shows principal lines of authority in the organization. 

3. It shows the interplay of various functions and relntionships. 

4. lt indicates the channels of communication. 

The organization chart • hould not be confused with lhe orgru,Jzation structure. An 
organization chart i merely a type of record showing the formal organizational 
relationships which management intends should prevail. h is. therefore, primarily a 
technique of presenw1io n. Jt presents diagrammatically tJ1e lines of authority and 
responsibility among different indi viduals and positions. It may be either personnel or 
functionaJ. Personnel organization chart depicts the relationships between positions 
held by different persons. Functional organization chart depicLc; lhe functions or activities 
of each unit and sub-unit in the organization. 

Master and Supplementary Charts: Master chart showi. lhe who le structure of the 
enterprise portraying all positions and relationships. It provides a clear picture of the 
entire organization i,tructure. Supplementary charts are us~ to show separately 
department wise structure portraying the positions and relationships within each 
department. Such chart!, are popular in big organization where 1t is difficult to show 
the necessary details through the master chart 



Advantages of Organi1.11tioll Chart: The advantages ol an organization chart are as 
foUows; 

(i) lt is tool of administration to tell the employees how their positions fit into the 
total organization and how they relate to others. 

(ii) It shows at a glance the lines of authority and rebponsibility. ft is a reliable 
bluepr'int of how the positions are arranged. From it, the individuals can sense 
the limits of their autJ1ority and can see who their .15!>ociates are, to whom they 
report and from whom they get instructions. 

(iii) It serves as a valuable guide to the new personnel in understanding the 
organization and for their training. 

(iv) It provides a frnmework of personnel classification untl evaluation systems. 

(v) 1t plays a significant part in organization improvement by pointing out 
inconsistencies and deficiencies in certain relationsllipi: When management sees 
how its organiz:uion structure actually looks, it may d iscover some unintended 
relationships. 

Limitations of Organjzation Chart: While the organization chart is an important tool of 
management, its mere existence does not ensure effective urganization because of 
the following limitations: 

(i) Organization chart ~hows only the formal relationships and fails to show the 
informal relations within the organization. In modern enterprises, informal 
relationships exertj mportant influence on various Jecis10ns. 

(ii) It shows the lines of authority, but is not able to an,wer the questions like how 
much authonty can be exercised by a particular C1'ecutive, how far he is 
responsible for his functions and to what extent he is accountable. 

(iii) It shows a static state of affairs and does not represent 0exibility which usually 
exists in the structure:: of a dynamic organization. 

(iv) It introduces rigidity in the relationsb.ips. Updating is not possible without disrurbing 
the entire setup. 

(v) Faulty organization chart may cause confusion anJ mi:,understanding among the 
organizational me mbers. Moreover. it gives rise to ft r e.eling of superiority and 
inferiority Which causes conflicts in the organization 

(vi) It does not show the relationships which exist actuaJly in the organization but 
shows only the 'supposed to ' relationships. 

Despite these limitations, an organization chart is a must for all enterprises. It can 
serve as a useful tool of management. It is a reliable blueprint of how positions are 
related to each other. It shows the employees how their positions fit into the organization 
and how they relate to others. It is a must to create a proper understanding about the 
organization structure. 

Types of Organization Charts 

There are three types of organization charts, viz., (a) Vertical, i .e., from top down; 
(b) Horizontal, i.e., from left to right; and (c) Circular or concentric. These are briefly 
discussed below: 

(a) Vertical Chart: Most organizations use this type of chart which presents the 
different levels of organization in the form of a pyramid with senior executive at 
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Management Science the top of the chan and successive levels of mal13£emeot depicted vertically 
below that. Thus_, lines of command proceed from top to bottom in vertical lines 
as shown in Figure 3. 

11 4 

(b) Horizontal Chart: I lorizontal charts which read in>m l~fL to right are occasionally 
used . The pyramid lies horizontally instead of !>tunding m the vertical position. 
The line of conunnnd proceeds horizontally, i.e .• from left to right showing top 
level at the left :~nd each successive level extending to the right as shown in 
Figure 4. However, this chart does not decrease Lhe importance of levels. But it 
is feared that some people may make erroneous inferences about differences in 
status and importance of various echelons. 

(c) Circular Chart: In this chart, top positions are located in the centre of the 
concentric circle. Pos11ions of successive echelons ext.end in all directions outward 
from the centre. Positions of equal status lie at lhe same distance from the 
centre on the same concentric circle. This chart show:-. the flow of fonnaJ authority 
from the chief executive in many directions. The main weakness of this chart is 
that it is often confu, ing. 
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Figure 3: Vertical Chart 
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An organization chart shows who has authority over whom. but it does not show the 
extent of authority or the duties each person in the organizat10n is expected to perfonn, 
except in so far as duties are implied by job titles. For thii. reason, big undertakings 
prepare organization monuals that include job description~ and other information in 
addition to the charts. A Job description includes factual statements of job contents in 
terms of its duties and responsibilities. 

An Organization Manual 1s an authoritative guide to the company's organization. lt 
consists of records of top management decisions, staruJurd practices and procedures 
and .the descriptions of vw-1ous jobs. It is maintained in II loose leaf book from for the 
guidance of the personnel of the company. l f the employees arc not supplied with this 
information adequately, they will approach their superiors for proper information and 
guidance, causing interruption of work and resulting in wastage of superior's time and 
energy along with their own time. 



Types of Manuals 

Manuals may be classified under a variety of headings, some of which are: (1) policy 
manual, (2) operations m-anual, (3) organization manual, (4) rules and regulation manual 
and (5) departmental manual. These are discussed below: 
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Figure 4: Horizontal chart 
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J. Policy Manual: It is prepared to state the policies of the enterprise. It is a basic 
guide to action. Pohcy manual describes the overall limitations within which 
activities are to ta.Ice place and thus reveals the broad courses of managerial 
action likely to take place under certain conditions. It, as a matter of fact, contains 
decisions, resolutions and pronouncements of the management oftne enterprise. 
Policy manuals are very helpful for providing the framework on which all actions 
are based. 

2. Operatioris Manual: It is prepared to inform the employees of established 
methods, procedures and standards of doiog the various kinds of work. It lists 
the authorized steps and supplements them by the use of diagrams, sketches, 
charts, etc. Such a manual gives an overview of the procedures to be used in 
each of the variou~ departments and divisions. 

3. Organization Manual: It explain the organization, the duties and responsibilities 
of various departments and their respective subdivisions. It may consist of 
portrayal of the formal chain of responsibilities and authorities among different 
persons working in the enterprise. The level of authority and responsibility of 
each executive is indicated in the manual so as to avoid conflict in the organization 
in future. Promotional charts may be included in the organization manual which 
will show possible promotional lines throughout the entire organization. 

4. Rules and Regulatwns Manual: It gives concise information about the operating 
rules and employment regulations. It may also explain to employees various 
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M,mngcmeni Sc,en(;c benefit plans including group insurance, hosp1whzauon and crecLit faci lities. ft 
prescribes the rnles regarding the use of library. cafeteria, recreation club, etc. 
It aJ:-:o gives the regulations like hour of work, timings, procedure for taking 
leaves, etc. It is actually a handbook of employment rules. 

111\ 

5. Departmental Practice Manual: It contain procedures for a particular 
department. rt JeaJ<; in detail with the i ntemal polici~ . organization and procedures 
of one department It ~hows with the help of cha.it., and diagrams the inter­
departmental relation.ships. For instance, the Filfog Manual will contain the 
organization or Fil mg Department, responsibilities of various jobs, relationships 
between the ~mployees and the standard procedures for doing the different 
operations. Similarly, ocher departments may have such manuals. 

Advantages of Manual: A manual can lead to the following benefits: 

l. It contains, in v. ritten form, all important decisions relating to internal orgaruzaLion 
of the enterprise. 

2. It contains rules and regulations and various instructfom, in a w1itten form. These 
need not be explamed to the employees time and again. 

3. It avoids jurisdictional conflicts by avoiding overlapping of authority. The sources 
of authority are ali;o clear. 

4. It enables the new employees to know the variou~ procedures and practices in 
the shortest possible lime. They can know the re:.pon!.ibilities of their jobs and 
their relationships with other jobs. 

5. It enables quick decisions as instructions and policic!-1 a.re stated in definite words. 

Drawbacks of Mamml: A manual may suffer from the following limitations: 

1. Small enterpnses cannot afford lo have a manual because its preparation is a 
costly and time con~uming process. 

2. Mo.nual may bring rigidity in the organization by putting the standardized 
procedures and pructi<.-cs in writing. It leaves little scope of i ndi viduaJ's initiative 
and discretion. 

3. Manual may put on record those relationships wh1d1 no one would like to see 
exposed. 

Preparation of ManunJ 

The organization mrm1Jal i:- prepared by the experts who have Uie detailed knowledge 
about the organization. The experts should clearly know th\! objectives of prepaiing 
the manual before collecting lhe information for puttmg rn the manual. Usually, the 
companies want that the ma1rnul should cover a wide r.ln!_?l: of information. In such 
cases, it is advisable to tJrefully arrange the information in )Orne logical fashion. An 
organization manuaJ may be d ivided into three parts, viz., (i) Introductory; 
(ii)Administrative; and (iii) ProceduraJ. 

The introductory part \:Onlains the following information: 

(a) Nature of the enterprise. 

(b) Objectives of the enterprise. 

(o) Locntion of the emc.:rprise. 

(d) Organization structure. 



The administrative part contains lhe following infonnation: 

(a) Purpose of the manual. 

(b) Policies of the management 

(c) Areas of major organizational problems. 

(d) Job description'>. 

(e) Rules and regulations. 

(f) Organization charts. 

The procedural part ol the mnnual contains the following information: 

(a) I nstrnctions relating 10 the perfonnance of standardiud jobs. 

(b) lnsLructions relaung to perlormance of non-standardiz.ed jobs. 

(c) Specimen forms to he u~ed. 

The preparation of manuals is too expensive. If oo provisions made their revision, 
their utility will be reduced after any major change. So they must be kept up to date, 
otherwise employees will not follow such manuals after some time and will discard 
them. Then the need will be felt of having a new manual nnd its preparation is very 
lengthy process. Therefore, revision of the manuals should be made as often as 
practicable to incorporate the changes that have taken plac-e. If the manuals are in 
loose-leaf form, new pages with new information may be subslttuted in place of old 
ones. In this way, manuali- wi ll not remain static. They will undergo change with the 
changes in the business and its environment. 

Forms of Organization Structure 

Organization require1, Lhc creation of structural relationship among different 
departments and the indjv1duals working there for the ncoompHshment of desired 
goals. The establishment of formal relationships among the m<Jividuals worldng in the 
organization and to coordinate the efforts of different individual:- in an efficient manner. 
In order to organize the efforts of individuals, any of the following types of organization 
structures may be set up: (i) Line organization, (ii) Line and staff organization, (iii) 
Functional organization. (iv) Committee organization, ( v) Project Organization aod 
(vi) Matrix organization. The nature. merits and demerits of these are discussed below. 

Line Orga.ni7.ation 

The line organization represents the structure in a direct vertical relationship through 
which authority flow, ll is the simplest fonn of organization structure and is also 
known as scalar or rniliLary organization. Under this. the line of authority flows vertically 
downward from top to bottom through out the organization. Under this. the line of 
authority flows vertically downward from top to bottom throughout the organization. 
The quantum of authority is highest at the top and reduae~ at each successive level 
down the hierarchy. Every p~ on in the organization is in lhedtrect chain of command 
as shown Figure 5. 

1n line organization, the line of authority consists of an uninterrupted series of authority 
steps and forms a hierarchical arrangement. Tile line authority not only becomes the 
avenue of command to operating personnel, bul also provides the channel of 
communication, coordination and accountability in enterpo,;e. 
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Figure 5: Line organization 

Advantages of Line Organization 

The merits of line organization are as follows: 
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(i) It is very easy lo tablish line organization and ii can be easily understood by 
the employees. 

(ii) It facilitates unity of command and thus confom1s to the scalar principle of 
organization. 

(ill) There is clear-cue identification of authority and responsibility relationship. 
Employees are fully aware of the boundaries of their jobs. 

(iv) It ensures excellent discipline in the enterprise because every individual knows 
Lo whom he is responsible. 

(v) It facilitates prompt decision making because there is definite authority at every 
level. An executive cannot shift his decision making to others, nor can the blame 
be shifted. 

Disadvantages of Line Organization 

The demerits of line o rganization are as under: 

(i) With growth, the line organization makes the superiors too overloaded with work. 
If the executives uy to keep up with every activity, they are bogged down in 
myriad details nnd are unable to pay proper attention to each one. It will hamper 
their effectiveness. 

(ti) There is concentration of authority at the top. ff the top executives are not 
capable, lhe enterprise will not be successful. 

(iii) Line organization is not suitable to big organizations because it does not provide 
speciaJists in t.he structure. Many jobs require spedalise<l knowledge to pe1fonn 
them. 

(iv) There is practically no communication from bottom upwards because of 
concentration of 1:1uthority at the higher levels. If superiors take a wrong decision, 
it would be carried out without anybody having the courage to point to its 
deficiencies. 



ln spite of these drawbacks the line organization structure is very popular particularly 
in small organizations where there are less number or levels of authority and a small 
number of people. A mod1fication of this structure is line and staff organization under 
which specialists are atta~he-d to line executives to provide them specialised assistance 
o□ matters of great imponance to the enterprise. 

Line and Staff Organization 

The line executive is often described as the individual who st,mds in the primary chain 
of command and is direc1ly concerned with the accomplishment of primary objectives. 
Line organization provides decision making authority to lhe individuals at the top of 
the organization structure and a channel for the flow of communication through a 
scalar chain of authority Line executives are generalists and do oot possess specialised 
knowledge which is a mu~t to tackle complicated problem~. With a view to give 
specialist aid to line executives, staff positions are crea1ed throughout the s tructure. 
Staff elements bring expert and specialised knowledge to provide advice to line 
managers so that they may discharge their responsibilities successfully. 

In line and staff organi11tl.ion. the line authority remains the ~ame as it does in the line 
organization. Authority flows top to bottom. The main difference is that specialists are 
attached to line managers to advise them on important matLers. These specialists 
stand ready with their speciality to serve line men as and when their services are 
called for to collect infonnaLion and to give help which will enable the line officials to 
carry out their activities belier. The staff officers do not have any power of command 
in the organization as they are employed to provide expert advice to the line officers. 
Staff means a supporting function intended to help the line manager. ln most 
organizations, the use of staff can be traced to the need for help in handljng details, 
gathering data for decision-making and offering advice on specific managerial problems. 
Staff investigates and supplies information and recommendations to managers who 
make decisions. Special tsed :-taff positions are created to give counsel and assistance 
in each specialised field of effort as shown in Figure 6. 

Line and staff structure ha~ gained popularity because certain problems of management 
have become very complex :ind, in order to deal with them. expert knowledge is 
necessary which can be provided by tbe staff officers. For instance!_ personnel 
department is establi'ihod as a staff department to adw;e lhe line executives on 
personnel matters. Similarly. finance, law and public relalioru. departments may be set 
up lo advise on problems related to finance and accounting, law and public relations. 

The slaff officers do not have ,my power of command in the organization as they are 
employed to provide act vice lo the line officers. In most organizations, the use of staff 
can be traced to the need for help in handling details, pathering data and offering 
advice on specific managerial problems. 
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Figure 6: Line and staff organization 

Advantages of Line and Staff Organization 

The line and staff organization has the following merits: 

Manager 
Divisio11 C 

(i) Specialised Knowledge: Line managers get the b~1elit of specialised knowledge 
of staff specialised at various levels. 

(ii) Reduction of Burden: Staff specialists relieve the line managers of the 
botheration of c.onoentrati.ng on specialised fuoclion!. like accounting, selection 
and training, public relations. etc. 

(iii) Proper Weightagc: Many problems that are ignoreu or poorly handled in the 
line organization can be properly covered in the line and staff organization by the 
use of staff specialists. 

(iv) Better Decisions: Staff special ists help the lint> executives in taking better 
decisions by providing tnem with adequate information of right type at the right 
moment and expert advice. 

(v) Flexibility: Line and staff organization is more Oexihle as compared to the line 
organization. General staff can be employed 10 help line managers at various 
levels. 

(vi) Unity of Command: Unde.r this system, the experts provide special guidance 
without giving orders. It is the line manager who only has got the right to give 
orders. The result is that enterprise takes advantages of functional organization 
while maintaining the unity of command, i.e., one uborclioate receiving orders 
from one boss only. 

Demerits of Line and Staff Organization 

The line and staff organization suffers from the fo llowing drawbacks: 

(i) There is generally a conflict between the line and staff executives. There is a 
danger that the staff men may encroach on the line authority. Line managers 
feel that staff spedalists do not always give right type of advice and staff officials 
generally complain chat their advice is not properly attended to. 

(ii) Tbe aUocation of duties between the line and staff executives is generally not 
very clear. This may hamper coordination in the organization. 



(iii) Since staff men are not accounlablefor the results, they may not be perfo rming 
their duties well. 

(iv) There is a wide difference between the orientation of the line and staff men. 
Line executives deal with problems in a more practical manner. But staff officials 
who are specialists in their fields tend to be more theoretical. 

Superiority of Line and Staff Organization over Line Organization 

Line and staff organization is considered better than the line organization because of 
the following reasons: 

(i) Staff makes available expert advice to the line executives. This is necessary to 
deal with complex problems of management. For instance, personnel department 
is established as a staff department to advise the top executives and other line 
executives on personnel matters. Similarly accounts, \ow and public relations 
departments may be set up to advise on problems related to accounting, legal 
issues and public relations. 

(ii) Better decisions are ensured in line and staff organization as compared to a 
simple line organization. 

(iii) Line and staff structure is more suitable for large organizations as expert advice 
is always available . The line managers can make use of the knowledge of staff 
s pecialists to dent with complicated problems. Therefore, line and staff 
organization is cert.a.inly beuer than line organization. 

Box I 

Lioe O ~3.nization ~s Line & Staff Organization 

Line Org,rni,:ition Line & Staff Organiza1ion 

I . Line refers to those po,i1101U which have the l. Staff ref~rs to 11Jo•11 po~itions whjch have 
re~ponsibility of achieving 1hc primary objective~ responsibility for providing advice and service 
of the organluuion, to the line in uu11ihment of organizational 

objective~. 

2. Th.ere aJe no expert>. to ~\, IM a nd advise the line 2. There are expert~ known us staff 10 assist and 
officials. advise the tin~ officials. 

3. There is strict discipline. 3. There is loose discipline. 

4 , There is no scope of friction between line and stafl. 4. There is alway~» ri,k of lriction between line 
and s1aff poop le o,er their respective roles. 

5 . It is nol bfised upon planned speelalisntion. s. It is ba,ed upon plllnned specialisation . 

6 Certa in line men become ~ey men a~ they occupy 6. This is not possihlt in case of line and staff 
those positions on wlucb 1he ~urvival of 1he organi- organization u, ,tuff officials always ~hare 
~ation depends. credit with line ofhdals. 

Functional Organhation 

Functional authority occupies a mid-way position between line and staff authority. It 
is a means of putting the specialists in top positions throughoul the enterprise. It confers 
upon tJ1e holder of a functional position a limited power of command over the people 
of various departments concerning their function. Functional authority remains confined 
Lo functional guidance of different departments. Jt helps in maintaining quality and 
unifonnity of the performance of functional areas throughout the organization. 

Under functional organitation, various activities of the enterprise are cl'assified 
according to certain functions like production, marketing, finance, personnel, etc. and 
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are put under the charge of functional specialists a!, ~bown in Figure 7. A functional 
incharge directs the subordinates throughout the organization in his particular area of 
business operation. That means that subordinates receive orders and instructions not 
from one superior but from several funct ional specialists. ln other words, the 
subordinates are ai.:countable to different funct ional specialists for the performance 
of different functions. 

1t was F. W. Taylor who evolved functional organi_z.ation for planning and controlling 
manufacturing operalioru; on the basis of specialization But in practice, functionalisation 
is restricted to the top of the organization structure and i not carried down to the 
lowest level in the organ1zation as recommended by Tuylor. 

The features of functional organization are as follows: 

(i) The entire organizational activities are divided into specified functions, such as 
operations, finance. marketing, personnel relations. etc. 

(ii) Each functional urea is put under the charge of a functional specialist. The 
specialist has the authority or right to give orders regarding his function 
wheresoever thal function is performed in the enterprise. 

(iii) If anybody in lhe enterprise has to take any decision relating to particular function, 
it has to be in tht: consultation with the functional specialist. 

Line Authority 
- - - - - Functional Authority 

Production 
Director 

I 
General 
Manager 

Division X 

I Managing Director I 

I 
Firumce 
Director 

General 
Manager 

Division Y 

I M~rkenng I 
Oneclur 

Figure 7: Functional Organm1tion 

Advantages of Functional Organization 

I 

I 
Personnel I 
Director 

I 

General 
Manager 

Division Z 

The merits of functional organiz,ation have been discu,scd below: 

(i) Specialization: Functional organization help:. in achieving the benefits of 
specialization of work. Every functional incharge is an expert in bis area and 
can help the subordinates in better performance in bis area. 

(ii) Executive Development: A functional manager 1~ required to have expertise in 
one function only. This makes it easy to develop the executives. 

(iii) Reduction of Workload: functional organization reduces the burden on the top 
executives. There is joint supervision in the organitntion. And every functional 
incharge loo\..s after his funct ional area only. 

(iv) Scope for Expansion: Functional organiz:,tion offers a greater scope for 
expansion as compared to line organization. h does not face the problem of 
limited capabilities of a few line managers. 



(v) Better Control: The expert knowledge of the functional manager facilitates 
better conlrol and supervision in the organization. 

Demerits of Functional Organization 

The functional organization suffers from the fo llowing drawbacks: 

(i) Functional organization violates the principle of unity of command since a person 
is accountable to a large number of bosses. 

(ii) The operation of functional organization is too complicated to be easily understood 
by the workers. Workers are supervised by a number of bosses. This creates 
confusion in the organization. 

(iii) Functional organization develops specialists rather than generalists. This may 
create problem in succession of top executive positions.. 

(iv) A functional manager tends to create boundaries around himself and thinks only 
in terms of his own department rather than of the whole enterprise. This results 
in loss of overall perspective in dealing with business problems. 

(v) There is generally n lack of coordination among the functional executives and 
delay in decision making when a decision problem requires the involvement of 
more than one specialist. 

Jurisdictional conflic~ often arise between the line and functional e)lecutives. Executives 
with functional authority sometjmes issue instructions directly to personnel throughout 
the organization. This happens because of fai lure to define Lhe exact nature of the 
functional authority which an executive may have. Therefore, it is essential that the 
functional authority of executives should be clearly laid down. As far as possible, the 
accountability of subordinates should rest with their line superiors and not with their 
functional. 

Taylor's Functional Foremanship 

The functional organjzation design discussed above is somewhat djfferent from F.W. 
Taylor's functional forcmanship. The structure discus:sed earlier stands for 
functionalisation at the top whereas in Taylor 's plan, the functional control went down 
to lowest level in the organization. Taylor felt that one foreman cannot manage the 
different aspects of production work for directing a group of employees as he cannot 
have varied knowledge and ability. So he advised the substitution of line authority by 
functional foremansrup at the lower levels of the organization structure. 

Taylor recommended thut instead of the usual practice of putting one foreman in 
charge of 10 to 20 workers. there should be the fol lowing staff to guide the workers in 
various functional areas. 

I. Route clerk 

u. Instruction card clerk 

Ill. Time and cost clerk 

iv. Shop disciplinarian 

V. Gang boss 

vi. Speed boss 

vu. Repair boss 

viii. Inspector 
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There is functional rel.ilionship in the structure because e,ery worker is responsible 
to the speed boss in the matter of d iscipline and so on. This is the extreme form of 
fonctional organization wllich is not found anywhere becuuse it has been found to be 
unrealistic and it violates totally the principle of unity of cc,mmand. ln order to maintain 
unity of command in the organization, functionalisation ts applied at the top structure 
and the functional authori ty is limited only to the ftm level that comes below the 
position of the funct10n:il manager. 

Committee 

Committees, if not one of the poorest forms of organizatJOn ever d~-'>igned, are certainly 
one of the most maligned. We often come across humorous definitions of committee 
such as: ''A committee is a group of units engaged by their unwillingness to do the 
unnecessary". "It is a means of passing the buck. It ii. a group of persons who keep 
minutes and waste hour~". "It is a group of six people - two to do the work, three to 
pat those two o n the back and one to present a minority repo rt". Nevertheless, 
committees exist in modern organizations because of certain advantages which are 
discussed later. A committee usually represents a modification in the existing line, line 
and staff and functional organization structures, It doe~ not replace a significant part 
of the overall organuation structure. lt is an aid to the e~ic;ting organization structure 
rather than an essentfaJ part of it. 

What is a Committee 

According to Louil. A. Allen, "A committee is a body of per ons appointed or elected 
to meet on an organizeu has is for the consideration of matters brought before it". A 
committee is a group o f persons performing a group task with the object I of 
solving certain problems 1l1e area of operation of a committee is determined by its 
constitution. A committee may fommlate plans, make policy decisions or review t.he 
perfonnance of certain units. In some cases, it may only have the power to make 
recommendations to a de ignated official. Whatever may be th~ scope of their activities, 
committees have come to be recognized as an important insnument in the modem business 
as well as no11.-business organizations. They belp in taking collecuve decisions, coordinating 
the affairs of different departments and meeting commun1c1a1tion requirements in the 
organiz.ation. 

Committees exist both in business and non-business orguni7.utions. It is difficult to give 
a precise definition of the term 'committee' because there are many different kinds of 
committees and the concept of committee 'varies widely from one organization to 
another. In many orgamzations, committees contn bute an important part of the 
organization structure, Committees are usually relatively formal bodies with a definite 
s truc ture. They have their own organi.zation. Tu them are entrusted definite 
responsibility and authority. A committee may review budgets, formulate plant for 
new products or make po licy decisions. Or the commirtee may only ha:ve a power to 
make recommendations and suggestions to a designateJ o fficial. 

1 ,enerally, committe~ are constituted to achieve o ne or m ore of the fo llowing 
)bjecti ves: 

(i) To have consultation with various persons to secure their viewpoints on different 
aspects of business. 

(ii) To give participaiion to various groups of people 

(iii) To secure cooperation of different departments. 



(iv) To coordjnate 1he functioning of different depamne,u~ and individuaJs by bringing 
about unity of direction. 

Types of Committees 

According to the nature of their constitution and functions, committees can be classified 
as follows: 

(i) Line and Staff Committees: If a committee is vested with the authority and 
responsibility to decide and whose dec isions are implemented invariably, it is 
known as a line committee. For example, board of directors of a company is a 
line committee of the representatives of its members which is authorized to lake 
and implement policy decisions. On the other hand, if a committee is appointed 
merely to counsel and advise, it is known as a staff committee. For instance, a 
committee composed of the heads of various departments may meet at periodical 
intervals to counsel the chief executive. 

(ii) Formal and l1lfonnal Committees: When a committee is constituted as a prut 
of the organization su-ucture and has clearcut jurisdiction. it is a formal committee. 
But an informal c..'Ommittee is formed lo advise on certain complicated matters 
on which the management does not want to set up fonna1 committee which is a 
costly device. lnformnl committees do not form part of the organization strucLUre. 

(iii) Standing alld Ad hoc Commi.ttees: Formal comm1nees which are of permanent 
character .ar:e known a,; standing committees. Ad hoc committees are temporary 
bodies which moy be formal or informal. An adhoc committee is appointed to 
deaJ with some special problem and stops functioning after its job is over. 

(iv) Executive Committee: It is a committee which has power to administer the 
affairs of the business. 

(v) Coordinating Committee: Such a committee is genera lly constituted to 
coordina te the functioning of di fferent departments. It consists of the 
representatives of different departments who meet periodically to d iscuss their 
common problem~. 

In addition, a business enterprise may have other committees like (a) Finance 
Committee, (b) Planning Committee, (c) Production Committee, (d) Workers' Welfare 
Committee and so OJl 

Why are Committees Used 

A committee almost invariably is used to carry out respom,ibilities which cannot be 
undertaken by a singJe person. Committee have certain inherent advantages because 
people in group react differently from people as individual~. The advantages or merits 
are discussed below: 

I. Pooled K11owledge and Experience: A committee is an effecti ve method of 
bringing the collective knowledge and experience of a number of persons to 
solve may intricate problems that are beyond the reach of a single person. ln a 
committee, such members may be taken who are experts in their fields. This 
will help in conccntm ting knowledge and judgement of experts for the solution 
of the intricate problems. 

2. Enforces Participatio11: A committee tends to enforc~ participation by different 
people in the organization. A major source of resistance Lo new policies and 
plans by those who are asked to carry them out is lack of pa11jcipation on their 
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3. Facilitates Coordination: When it is necessary to integrate varying points of 
view, which cannot coaveniently be coordinated by individuals, the committee 
may be used to bring about coordination. A committee consists of representatives 
of different departments or persons who represent different points of view, who 
will sit around a table and discuss their common problems. The direct contact 
among various individuals will bring about proper understanding and coordination 
in the activities of various departments and individuals. 

4. Overcomiug Resi.stance: The committee is an important means of cooling off 
agitation and temper on the part of affected people. Establishment of committee 
is recognized 11s strategy for overcoming resistance, opposition or pressure from 
the affected parties. For purpose of strategy, com,ruuees have a wider application 
in Government, educationaJ, and other non-businei.s institutions. 

5. Check against Misuse of Powers: ll acts as a cbeck and safeguard against the 
abuse and misuse of powers. Numerous boards and commissions are established 
by the Governments of aU nations to circumscribe the executive authority and to 
hold it in balance. Even in business, the Board of Directors is a plural executive 
which reviews the operations of the chief execulive of the company. Plural 
executi ves in the form of committees are more common in non-business 
organization than in business organizations. 

Limitations of Committees 

Some people consider committee as an organized meillls of passing the buck. A 
committee is created when some top people can't make up their minds and they want 
a committee to do 11 for them. Though, use of committees brings about certain 
advantages, they have certain inherent drawbacks also wh1~h are discussed below: 

1. Evasion of Decision ,naking Responsibilities: lf a manager has an opportunity 
to carry a problem to a committee, he may take it as a means of avoiding decision­
making or to escape the consequences of an unpopular decision. Thus, managers 
who want to avoid the laborious and clifficult process of logical thinking that 
leads to a sound decision and to escape responsibility, talce resort to committee 
device. 

2. Slow Decision making: Committees take more 1ime on procedural malters 
before any decision is taken. In some cases, slowness seriously handicaps the 
administration of the organization. The delay in d~dsion making often reduces 
the usefulness of the decisions. The delay is caused by many factors like giving 
sufficient membership and Jack of preparation before meeting. That is why, 
committees are sometimes used by management.-. to cool off agitation by their 
employees whi h may create difficulties in the long nm. 

3. Costly Device: Committees are an expensive device both in terms of cost and 
time. Committee meetings take too much time which absorb the sum total of tJ1e 
salary of its member for that time. Sometimes, comnuttee members deliberately 
tend to pass time in order to show that they have t.:uc.en pains in reaching the 
decision. 

4. Lack of Defitiite Decision: When tbe co01mi11ec findings represent a 
compromise of different viewpoints, they may be found to be weak and indecisive. 



They may cloud 1.he real issues and gel exlraneous matters involved in decision 
making. fn case of committee decisions, it is very difficult to fix responsibility on 
a particular person. So the committee members ar~ apt to be irresponsible and 
indifferent. 

5. Incompetent Membership: When a committee is formed, it is implied that the 
individual members of the committee will exert pressure on the ideas, suggestions, 
comments and judgements of other members. But thls may not happen in practice. 
The chairman or ::ioy strong member of the committee may force the committee 
to come to a foregone conclusion on lhe basis of his own thinking and the 
incompetent members may keep silent. Thus, the decisions may be overshadowed 
by the force of -.crong personality. 

6. Source of Mis11nderstanding: The comrniuee meetings may prove to be a 
source of misunderstanding instead of providing a forum for team work and 
settlement of problems. The chairman of the meeting may not be effective in 
bringing about reconciliation of ideas of different individuals. Moreover, committee 
actions are charactenzed by voting and dissenLing practices which may leave 
behind a legacy of bitterness. discontent and frustralJOn. 

Making Better Use of Committees 

Notwithstanding the dangers of committees mentioned above, committees are used 
by most organizations because their advantages far outweigh their disadvantages. 
Management can make committees a useful agency of administration rather than a 
doubtful and much bedeviJled adminimali.ve gimmick. For the successful operation of 
the committees. the management should keep in mind the following points. 

l. The committee should have a clearly stated purpose; The purpose should be 
put in black anti white in unambiguous language. This will avoid confusion and 
wasteful efforts For clear understanding, the committee members must be 
specific about the following facts: 

(i) Functions and scope of the committee. 

(ii) ResponsibHitie~ of the committee. 

(iii) Authority of lhe committee. 

(iv) Organizational relationships. 

2. Members of the committee should be carefully selected: This is an important 
factor for the l>UCcess of the committee. The members must be capable of 
understanding the 1eal issues entrusted to the committee and taking part in the 
discussion. As far as practicable, members of the committee should be of similar 
organizational nmk if they are expected to discuss and contribute on an equal 
basis. The• choke of committee members requires a sound judgement as to 
personality differences, ability in expressions as well as their status. 

3. The committee should be of proper size: The group should not be too large. If 
it is too large, many of 11s members will not have adequate opportunity to express 
their viewpoi.nti.. le may become chaotic if there are many vocal members. But 
if the group is too small, it is difficult to secure a well rounded viewpoint. The 
size of commiuee -;hould depend on the purpose of forming it and the need to 
give representation to different viewpoints. 
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4. The committee should have a capable chairman~· The chairman of the 
committee ha~ to conduct the proceeding of the committee meeting, He should 
understand his rule properly. His job is to encourage others to express themselves, 
lo settle difference,; and to add a touch of humour when the going is tough. He 
is an arbiter, a peacemaker and an expediter. He should not be an advocate of 
one point of vit w His job is to get members of I.he group think and not to think 
for them. 

5. There should be adequate preparation for the committee meeting: The major 
cause of not miching any decision by the committee is lack of preparaLion by 
the committee members and the office. The offil.:e should keep all the details 
ready for use by the committee. The chairman should be provided with adequate 
clerical and staff assistance so that he can furni~h all available factual data for 
each member before the meeting lakes place. ThL• agenda of the meeting and 
the concerned data, reports and notes should be c,rculated among the members 
of the committee well in time so that they get raw material for dfacussion in the 
meeting. 

6. There should be adequate follow up: In order to encourage the proper 
functioning of committees, il is necessary that management should take adequate 
follow up measures to implement the intent of lhe 1.:ommittee. Minutes of the 
committee meeting should be prepared and distributed to each member ana also 
to the top management so that is may evaluate lhe work done by the committee. 
This type of control is necessary to avoid commirteeb becoming self-perpel:Uating 
or wasting time and delaying decision making. 

Student Activity 1 

Select any kind of ~ommittee and explain the following: 
(a) Concept of committee 
(b) Name of the committee. 
( c) Type of the committee. 
(d) The reason for forming committee. 
(e) Benefits of forming committee. 

Departmentation 

There is a limitation on the number of persons an enterprise can manage directly. This 
limitation will restrict lhe size of enterprise if it does not opt for the device of 
departmeulalion, Grouping actjvicies and employees into doparunents makes it possible 
to expand the aclivities of enterprise. That is why, departmentation is an integral part 
of the process of organi1,ing. 

Meaning of Departmentation 

A department is a work group combined together for performing certain functions of 
similar nature. The process of division of the enterpri~e tnlo different parts is broadly 
called departmeotation or departmentalization. The vun ous parts or divisions go by 
the name of department~. Departmentalion leads to g,roupiog of both functions and 
personnel who are as!-igned lO carry out allocated functions. 

The impact of departmentation is a delineation of execuLive responsibilities and a 
grouping of operating activities. Every level in the hierarchy below the apex is 
departmentalized and each succeeding lower level involves further departmental 



differentiation. Grouping of activities into manageable units is necessary at all levels in the 
enterprise. The chief executive groups activities ioto major diu sions such as production, 
marketing,fmance, etc. These divisions are administered by senior executives who report 
directly to the chief executive. The senior executives furthet assign duties to d1eir juniors. 
For example, the marketing manager may divide his activilie$ on the basis of activities like 
advertising, marketing~search, customer service and so on. At the lower level, there may 
be sales assistants, sales representatives, etc. 

Objectives and Significance of Departmentatioo 

Objectives of departmentation are Lo: (i) specialize activnies, (ii) simplify managerial 
tasks and (iii) maintain control by grouping employees within well"defined areas. 
Departmentation achieves systematic djstribution of work among individuals. It 
facil itates proper suppression and control as the authority for making decisions is 
diffused to the managers of the departments. This increase:-. the capacity of top 
management to concentrare on important managerial functions. 

The main advantages of departmentalization are as follows: 

l. Increase in Efficiency: The efficiency of management and enterprise increases 
because everyone knows precisely his duties and authority. Well-defined jobs 
and limitations of authority help the individuals achieve better performance. 

2. Fixation of Accountability: Since jobs are well-defined and responsibilities are 
clearly mentioned, it is easy to fix accountability for the results. 

3. Development of Managerial Faculties: Departmenlat1on divides the entire 
enterprise into vadous departments. The department.:ll managers are given the 
opportunity to take initiative. Departmentation is a training device for them. 
They can learn new managerial skills which will help them to move higher in the 
hierarchy. 

4. Performance Appraisal: Departmeotation presupposes the existence of goals 
or standards of performance. This helps not only in fixing responsibility but also 
in evaluation of work carried out by an individual or a. group or the department 
as a whole. 

5. Better Control: Departmentation facilitates better control because standards of 
performance are well known. Budgets which are one of the control mechanisms 
can be prepared to control the income and expenditure of different departments. 
Periodical meetings of the departmental managers can be called to bring units of 
action in the enterprise. 

Methods of Departmentation 

Departmentation is the pro~s which is used lo group the acuvities of the enterprise 
into various units for lbe pwJ>ose of efficient management. It divides the people and 
functions comprising an enterprise into various department!) to achieve organizational 
goals. There are certain methods of creating departments in M enterp1·ise which are 
discussed below: 

Departmentation By Numbers 

Departmentation by simple numbers has been.an important method in organization of 
tribes and armies. It involves placing specific number of undifferentiated persons at 
the.direction of ao executive or a manager. The success 0f. uch departments depends 
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upon the quality manpower. This method is not used these days as it is not feasible to 
achieve the organjzacional objectives by dividing the entire manpower into certain 
groups. Labour skills have increased and, moreover, groups composed of persons 
from different fields are frequently more efficiently thun those based on mere numbers. 

Departmentation By Function 

Under this method, the departments are created on the basis of specified functions to 
be performed. Activities related to a function are grouped in a single unit with a view 
to give a weJll defined direction to the whole group. For instance, in a big enterprise, 
the major functions Jikc production, purchase, finance, markcnng and personne l may 
be grouped into d ifferent departments as shown in Figure 8. 

The function shown in the above figure will differ in non-industrial concerns or 
institutions. For example. in ao insurance company, departmental ization may be 
achieved on the basis of these functions, viz., underwriting agency. claims adjustment 
and administration. DepartmentaJization may also go a step further. For instance, the 
marketing division may be divided into three subdivisions. namely, advertising, selling 
and marketing research. 

Production 
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Board of Directors 

I 
ChiefExecutive 

Finance 
Deplt 

Marketing 
Deptt 

Figure 8: Departmentation of function 

Personnel 

Functional <lepartmentation is the most widely employed basi~ tor organizing activities 
and is present in almost every enterprise at some level in 1he organization structure as 
it leads to improved planning and control of the key function~ on which the survival 
and growth of the enterprise depends. Functional ~pecialization leads to better 
performance in different areas. This type of departmetllation is very helpful for the 
enterprises having a smaJl number of products. I t also leads to better results in big 
organizations producing i.t large number of products. For im,tance, activities relating to 
accounting and finance may be centralized in a sepaiate department and cost and 
chartered accountants may be employed to provide serv1~ei; to different departments 
which may even be created on a different basis. 

Departmentation By Product 
I 

The grouping of activities on the basis of product or product lines is followed in multi-
product large organizations. All the activities related to a particular product line may 
be grouped together under the direction of a semi-autonomous division manager. 
Departmentalization by product allows the top management to delegate a divisional 
manager extensive authority over production, sales, engineering and other functions 
that relate to a product line as is shown in Figure 9. Within the structure of each of the 
divisions, line and staff organization may also be used. 

Product line is an important basis of departrnentation becmtSe it creates product divisions 
each of which could be considered ns a viable profit centre for ac,countability purpose. 
lt places attention and efforts on product lines and fixes ~ ponsibilily for profit~ at the 
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Figure 9: Departmentation by product 

division level. Since lhe product divisions are semi-autonomous. it permits growth and 
diversity of products and services. Market-oriented long range growth strategies can 
be planned and implemented. The top management can evaluate the performance of 
different product division~ and pay greater attention to the product line which is less 
profitable as compared to others. This type of departmenlation is useful where it is 
essential to coordinate the activities relating to a particlltar product. Besides better 
coordination, it will also improve customer service. 

The advantages of product departmentation are as follows: 

(i) Product deprutment:ation can reduce the coordination problems which are created 
under functional departmentation. There is integration of activities relating to a 
particular line of product. Jt facilitates product expansion and diversification. 

(ii) lt focuses individual attention on each product line. 

(iii) It leads to speciahzation of physical facili ties on the basis of products which 
results in economy. 

(iv) It is easier to evaluute and compare the performance of various product divisions. 

(v) It keeps problems of production isolated from those, of others. 

Departmentation by products is suitable only for large cale multi-product enterprises 
which have the capacity to produce and sell on a large scale. If the market of a 
product line is limited, tJ1e management will avoid creating a department for this product 
as there is duplication o f efforts and equipment. Every product division has its own 
personnel to look aftet the different areas of the division. The services of certain 
experts may not be used fully in some departments. The management should resort to 
this type of departmentallon only when it thinks that there will be properuse of personnel 
and various equipments in different departments. However, there will be problems in 
allocating overhead costs which are incurred for the entire enterprise. 

Departmentation By Customer 

Departmentation by cu tomer may be followed in enterprises engaged in providing 
specialised services to different classes of customers. Under this, customers are the 
guide for grouping the activities. The management groups the activities on this basis 
to cater to the requirements of clearly defined customer groups. For instance, a big 
automobile servicing enterprise may organize its departments as follows: heavy vehicle 
servicing division, car -.ervicing division, and scooter surviving division. Many educational 
institutions usually follow this type of departmentation. They offer day courses, evening 
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courses and correspondence courses to meet the requirements of different types of 
students. Simjlarly. marketing organizations may be divided into wholesale, retail and 
export departments as shown in Figure IO. 

The benefits of departmentation based on customer~ are as follows: 

(i) Customer departmentation can focus on the spcciaJ customer needs. 

(ii) It focuses on the need to employ personnel with special abilities required for 
meeting different customer requirements. 

(iii) It leads to greater satisfaction of customers which enhances the reputation of 
the enterprise among the public. 

WhJ>lc~u,~ 
Depn 

Marketing Manager 

Retail 
Deptt 

Expon 
Deptt 

Fii,,ure 10: Departmeotation based on customers 

Customer departmentation is also not free from drawbacks. For instance, it creates 
the difficulty of coordination between the departments organized on this basis and 
those organized on other bases. Greater emphasis to the need of the customers may 
lead to less than optimum use of space, equipment and !-pedulised personnel. 

Departmentation by Territory 

Departmentation based on territory or geographical area is often used when several 
units of an enterprise are geographically dispersed in different locations. Under this, 
all activ:ties in a given area or territory are grouped rogether. The best example of 
such a type of departmentation is that of Indian Railways which is divided into Northern 
Railways, Western Railways, Southern Railways, Easrern Railways and Central 
Railways. In busines. enterprises, this type of departmentarion may be followed for 
production or/and sale in different areas. 

Territorial departmentation has the following advantages: 

(i) It helps in achieving the benefits of local operations. The local managers are 
more conversant with their needs and those of their customers. They can adapt 
and respond to the local situation with speed and accuracy. 

(ii) A marketing uivisi()o can meet the demands of various regions more effectively. 

(iii) There is better coordination of activities in a locality through the setting of a 
regional division. 

(iv) It facilitates the expam,ion of business in various region.-;. 

(v) The departments ba~ed on territories may funclion as autonomous units and 
provide better ·ervices lo customers. 

(vi) Geographical departmentation enables a big enterprise to disperse its units 
physically to have advantages oflocational factor like availability ofraw materials 
or labour, cheap transport, market and other faci lities. 



Territorial departmentarion may create the problems of coordination among various 
regional units. Top management which is not conversant with the problems of different 
areas may not be able to exercise effective control. It will have to depute able personnel 
to manage various div isions. Tbjs will increase the co.sts of operatjon. Moreover, the 
top management will also have some problems in providing eeoru:,mical central services 
to various divisions whlch are located at different places. 

Departmentation By Process or Equipment 

The departmentation of a manufacturing enterprise having a number of production 
process may be done on the basis of production process or equipment involved. The 
manpower and materials :ire brought together in such a depattment in order to carry 
out a particular operation. For instance, production department of a texti le mill may be 
divided on U1e basis of processes of production, like designing, spinning, weaving, 
dyeing, bleaching and calendering. A nut bolt manufacturmg unit may group similar 
machines into separate workshops such as lathe machines, drilling machines and 
grinding machines. This sub-division is also used when the cost of capital equipment is 
very high. For instance, electronic computer is generally installed in a separate 
department so that its full use may be made by aU other departments. 

The advantages of process ol departmentation are as under: 

(i) Process of departmentation facilitates coordinatfon by grouping production 
facil ities needed for the completion of each distinct phase of work. 

(ii) It provides for effective utilization of specialised equipments and skills. 

Chief Executive 

General Manager (Textile) 

Spinning I Calendering I Dyeing Packing 

Figure U: Departmentation based on process 

(iii) It puts full responsibility for the completion of each stage in the production process 
on the head of the process department. 

Process departementation requires that the volume of actjyjty must be large enough 
to warrant a separate department. There may be difficulty in tbe coordination of the 
departments based on different processes. A breakdown 10 one process department 
may hinder the working of aU the other process departments which follow the former 
in sequential workflow. Moreover, inefficient operations in one process department 
may adversely affect other process departments. There is also i1 duplication of general 
pui:pose equipment in various departments. 

Choice of a Method of Departmentation 

We have discussed above the six methods of departmentati0n which are being used 
by different organizations. Wbatever be the basis, the departmentalization should be 
directed to promote the attainment of overall organizational objectives. It should simplify 
coordination and help in achieving economies of specialization. lt is significant to point 
out U,at in big enterprises no single basis is applied throughout the organization. A 
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Managemen1 Science combination of two or three bases is used at different levels in the organization. For 
instance, a company may adopt functional departmentation at the top, process 
departmentation in the production function and territorial departmentation in the 
marketing function and so on. 

The choice of basis of departmentation is affected by the following factors: 

(i) Degree of Specialization: Specialization helps in raising efficiency and thereby 
productivity. Top management must create departments on the basis of those 
methods which facilitate specialization. 

(ii) Adequate Attention to Key Areas: Divisionalisation should ensure that sufficient 
attention is given to the key areas on which the survival and success of the 
enterprise depends. Separate divisions may be created for all the key areas. 

(iii) Coordination: Coordination is said to be the essence of management. The top 
managers should see that the method of depanmentation chosen will ensure 
proper coordination not only in the departments but also io the entire enterprise. 

(iv) Control: The top management must be facilitated to exercise control effectively. 
The departmentation should not create problems for managerial control. For 
instance, as an enterprise expands, the functional form of organization becomes 
difficult to control and other patterns like product departmentation may be 
adopted. 

(v) Cost Considerations: The basis of departrnentation chosen must be influenced 
by cost considerations. For instance, a compa,ny may not be in a 
position to afford departmentation on the basis of territory as it will 
involve duplication of equipment and manpower. Therefore, cost factor shou1d 
be gjven proper consideration at the time of selection of basis or bases of 
departmentation. 

(vi) Human Considerations: Departmentation should nOl only consider the technical 
aspect of the organization, but should also give due attention to the human factor. 
The existence of informal groups, cultural patterns, value systems, etc,, should 
not be lost sight of at the time of grouping the personnel. 

Conclusion 

Whatever may be the basis, the departmentatfon should be directed to promote the 
attainment of organizational objectives economically aod efficiently. Naturally, managers 
concerned with taking such decisions will consider the relative advantages and 
disadvantages of various types of departmentation in the light of needs of the 
organization. lo practice, in many cases, it is not feasible to follow a single basis in 
grouping the activities tbr(}ughout the organization. Most of the big organizations follow 
schemes of departmentation that are a composite of several bases as shown in 
Figure 12. Thus, there is no ideal pattern to suit aJl occasions aod situations. Therefore, 
the management bas to be very carefu l and use high degree of imagination at the time 
of choosing a pattern of departmentation. Once a pattern is chosen, it is very difficult 
and costly to switch over to another pattern. 

The most commonly foil owed basis of departmentation at the top level of the 
organization is functional departrnentation. At the intermediate and lower levels, other 
bases are used wherever further functionalisation is not feasible. 
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Figure 12: Composite structure 

Project Organization 
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Project organization ts o rie nted towards the completion of a big project or a small 
number of big projects. Under this, a team of speciaJjsts from different areas is created 
for each project. Such a team is separate from and independent of functionaJ 
departments. The size of the project team varies from one project to another. The 
activities of the project team are coordinated by the project manager who can obtain 
advice and assistance of experts both inside and outside the organization. 

The project organization caJ Is for creating a team of specialists to work on and complete 
a particular project. It has been developed to deal with situation where production and 
marketing strategies do not lit into a pure functional organization. Project organizalion 
is employed in aero-space, aircraft manufacture, constructfon and professionaJ areas 
like management consultancy. In such cases, projects are subject to high standards of 
perfoITT1ance and there 1s a strong emphasis on horizontal relation among specialists. 
ln industrial concerns, project teams may be structured to facilitate the designing and 
development of new products. 

The need for project organiLation is felt when an organization is to execule a project 
or programme which i~ subject to high standards of performance as in case of aircraft 
companies. If the proje<:t organization is created for one time project, it will have 
temporary set up and will be disbanded when the project is completed. However, in 
practice, it takes a permanent fonn when the duraLion of the project is quite long and 
it may become a regular autonomous project division. functionally organized. 

Suitability of Project Organization 

Modern organizations use p roject structure under the following circumstances: 

(i) The project is a o ne-time assignment with well-defined specifications and the 
organization wants to continue concentration on its regular activities. 

(ii) The assignment presents a unique or unfamiliar challenge, 

(iii) Successful completion of the project is critical for the organizatjon. 

(iv) The project must be completed within the given time limi1 . 
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Merits of Project Organization 

(i) Project organization facilitates concentrated at1cntion on the complex, project. It 
can be tai lored co meet the requirements of a particular project. 

(ii) Project management requires specialists in various fields. Special ists get higher 
satisfaction while working on complex projects. Thus. project organization allows 
maximum use of spcciafaed knowledge available wilh the organization. 

(iii) Project organization provides flexibility in handling specialised projects. It adopts 
a logical approach to any challenge in the form of a proJect with definite beginning, 
end and well-defined result. 

(iv) Project organizat10n facilitates the timely completion of a project without 
disturbing the normal activities of the organizauon. 

Limitations of Project Organization 

(i) The job of a Project Manager becomes very difficult because of lack of clearly 
defined responsibility, lack of clear communication pattern and lack of standards 
of performance for various professionals. 

(ii) Uncertainty in project structure arises because I.he Project Manager has to deal 
with specialists from a number of diverse fields, The specialists often have 
different approaches and interests. 

(1ii) Decision making gets highly complicated because there are unusual pressures 
from specialists from diverse fields. The Project Manager has to devise a decision 
process where info1mation could be monitored quickly and decisions taken quickly. 

(iv) Motivation of specialists may pose another problem for I.he Project Manager. 
Moreover, there may be conflicts among the specialists quite often because of 
their different orientations. 

Matrix Organization 

This is one of lhe latet,,I types of organizational designs which has been developed to 
establish flexible structure to ach.ieve a series of project objectives. Matrix organization, 
also known as grld, has been designed as an answer 10 I.he growing size and complexity 
of undertakings which require an organization structure more flexible and technically 
oriented than the traditional line and staff or functional '>trocture. 

Matrix organization 1s created by merging the two complementary orgaruzations-the 
project and the functional. It represents a combination of functional and 
departmeotal organization. In it, projects cut across the functional lines. The project 
learns are composed of people from the functional departments who are assigned to 
the project for a specific period or for the duration of the project. When their 
assignment is complete, they return to the functional departments to which they 
belong. 

I. Matrix organization is built around a specific project. The charge of the projecl 
is given to the project manager, who is given the necessary authority to complete 
the project in accordance with the time, cost, quality and other conditions 
communicated to him by the top management. 

2. The project manager draws personnel from varioUt,, functional departments. He 
assigns work to the various functional gi:oups. Upon completion of ~he project, 
the functional group return to their functional departments for reassignment to 



other projects. The pr~ject manager himself_is also available for reassignment 
by the divisional manager. 

3. In matrix organi.zaLion, the project and the functional managers have different 
roles. The project manager follows a general management viewpoint with regard 
to his project. Each functional manager is responsible for maintaining the integrity 
of his function, Project managers have to determine: 

(i) What effort-. ure required to accomplish the givea project? 

(ii) When will it be performed? 

(iii) How much i~ budgeted? 

Functional managers determine: 

(i) Who wilJ perform the specific tasks? 

(ii) How will they be accomplished? 

(iii) How well are tl1ey accomplished? 

The matrix organization structure has been illustrated in Figure 13. The Division Xis 
composed of two proj ectll euch with specific objectives anti a period of completion. 
Tbe Division has four functional departments: Production. Engineering, Finance and 
Personnel which provide functional support to the projects. Each of project organization 
is composed of a project manager and functionaJ work groups from various functional 
departments. The projec-t manager achieves the project objectives with the help of 
the functional group wbo are assigned back to their respective departments when 
their assignment is over. 

During the continuation of the project; the personnel assigned to the project have two 
bosses-firsr of the functional department and second of the concerned project. This 
violates the principle of unity or command which states that no person in the organization 
should report to more than one boss. This may create serious problems for the 
organization. In order to avoid problems, both bosses in the project should determine 
in advance the exact authority and responsibility each will have during the project's 
life. With such an arrangement, employees will be receiving orders about a specific 
subject only from one boss. If this is not done, it will create many human relation 
problems which are difficult to handle. Therefore, it is essential to demarcate the 
nature and extent of authority with each boss so that both the supervisors and their 
subordinates can operate smoothly. 

Suitability of Matrix Organization: Matrix organization bas been developed to meet 
the needs of large organi1,mioos for a structure which is flexible and technically sound. 
Temporary project teams are deputed for the successful completion of particular 
projects . For instance. in an industrial organization, chemical, mechanical, industrial 
and electronic engineers may work together with physicists. accountants and other 
professionals to develop a new product. 

Matrix organization is used in industries with highly complex products as in aerospace 
industry where project teams are created for specific spm.:e or weapon systems. It is 
also highly useful when an organization has a number of projects ranging from small 
to large as in case of a construction company. 
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Figure 13: Matrix organization 

Project Organization vs Matrix Organization 

There is a difference between the project organization and lhe matrix. organization. In 
pure project organization, complete responsibility for I.he project as well as the resources 
needed for its completion are usually assigned to one person known as Project Manager. 
In case of a large project, its structure resembles a n:guJar autonomous division. But 
in a matrix organization, the Project Manager has to -,bare the resources with the rest 
of the enterprise. Jn other words, matrix structure require . .., two lines of authority to 
exercise shared inlluence over the same resources. It combines fu nc tional 
departmenlation with lhe project structure. The individuals working on a project under 
a matrix structure have a continuing dual assignment to the project and their parent 
(functional) department. · 

Matrix organization is often desirable when an orgaruzauon has variety of projects, 
ranging from small to large as in case of a construction company. But Projec t 
organization is employed by companies dealing with one or two big projects. A separate 
project team .is created 10 handle each project. 

Merits of Matrix Organization 

l . It focuses attention on resources of each project separately which faci litates 
b~tter planning and control. It also helps in completion of projects in time. 

2. I t is more flexible than the traditional functional organization. It can be applied 
more usefuUy to an organizatio11involved in project., ranging from small to large. 
It can better respond to the changes in technology, market conditions, etc. lt can 
also respond to the needs of the client quickly. 

3. Service of profc.ssionaJs nre better utilised in case of matrix organization as 
more emphasis is placed on the authority ofknowlcdge than rank of the individuals 
in the organizational hierarchy. 

4. I t provides mot1v.1tion to the personnel engaged in .i project. T hey can utilize 
their competence and make maximum contribution tor the execution of the project. 
It also improves communication and coordination by facilitating direct contact 
between the project manager and the functional groups. 

5. Functional departments provide the necessary personnel to each project. The 
personnel revert back to their parent department afcer the project is completed. 
This brings economy in the use of the spec ialised services of personnel from 
different funclionaJ areas. 



Limitations of Matrix Organization 

1. It violates the pnnc1ple of unity of command as personnel receive orders from 
the project manager and the functional boss. Thjs may give rise to jurisdictional 
conflicts in the organization. 

2. Apart from formal relationships, informal ones also operate in the matrix 
organization. Thus. organizalional relationships become more complex and they 
create the problem of coordination. 

3. Functional groups generally visualize the significance of their respective functions. 
This may lead to conflicts between the functional groups. 

4. In matrix organization, personnel are drawn temporarily from different 
departments and the project manager does not have line authority over them, 
This may lead lo lack of commitment to project objectives on the part of personnel. 
Moreover, morale of the personnel may also be low. 

5. Matrix organization can't constitute a homogeneous Md compact group. The 
multiplicity of vertical and horizontal relationships may impair organizational 
efficiency. The functional experts may try to emphasize their own specialization 
at the cost of the project because of lack of cJarity of jurisdiction of the project 
and functional managers. 

6. Deputation of perM>nnel from functional departments to a number of projects 
over a period of time makes it difficult for the functional heads to appraise 
employee performance. ft is quite likely that job reqttirements in projects are 
different from the jobs in functional departments. In some cases, the personnel 
may find it difficl1lt to adjust to the requirements of the new project. 

Summary 

lnfonnation technology revolution has forced the organization tu change their traditional 
structures and many organizations have actually restructured themselves and changed 
their management styles co truce full advantage of the infonnation age. At AT&T from 
a large number of 1300 business tasks before the introduction of Information 
Technology applications in its Network Services Division with 16000 employees is 
now organized around 13 core business processes. Another example of change in the 
organization structure is of Eastman Kodak Company which ha:; adopted 'Pizza chart ' 
replacing the conventional organizational structure. In the light of the information age, 
the organizations are redefining the mission, objectives, strategies, critical success 
factors (CSFs), and restructuring the traditional pyramid type organization structures 
to the new organization structures like flat, networks., orcnc tras, spiderwebs, st.arburst, 
pizza. etc. Managers must learn to be pro-active in this fast moving world of today. 

Keywords 

Organization: A group of people and the structure of relationship. 

Organizational structur~: Organjzational structure denotes the authority and 
responsibilily relationship between the various positions in the organization by showing 
who reports to whom. 

Activities Analysis: First stage io building orgaoizatioo structurewhjch involves finding 
out what activities are needed to attain the objectives. 

Decision Analysis: What decisions are needed to obtain the performance necessary 
to attain objectives. 
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Relation Analysis: With whom will a manager in-charge of an activity have to work. 

Division of work: The entire work in the organization should be divided into various 
parts so that every individual is confined ro the performance of single job. 

Chain of command: Line of authority running from the top to the bottom of the 
organization. 

Unity of Command: Every one in Lhe organization should report to one supervisor. 

Span of supervision: The number of persons a manuger or a supervisor can direct. 

Span of management: Also known as 'span of controJ', ' span of supervision' and 
'span of authority ' . It represents a numerical limit of subordinates to be supervised 
and controlled by n manager. 

Graicu,ws' Theory: Graicunas proved mathematically that a number of direct group 
and cross relationships ex.ist between a manager and hi 5.Ubordinates. 

Committee: A commitlee is a group of units engaged to solve certain problems, 

Departmentation: Departmentatjon leads to grouping of bolh functions and peTsonnel 
who are assigned 10 carry out allocated functions. 

Project Organization: Project organization is oriented towards the completion of a 
big project or a small number of big projects. 

Matrix Organization: It is a combination offunctionnl and depattmental organization. 

Review Questions 

I. "Sound organization struc ture is an essential prerequisite of effecti ve 
management". Comment. 

2. "Organjzation is an important tool lo achieve enterprise objectives". Explain this 
statement. 

3. Explain the concept and nature of organization. Narrate, in brief, the steps in 
orgaruzing. 

4. Explain the concept of span of control. What factors in0 uence the span of control 
in an organization? 

5. What is meant by organizing? Explain the principles of organizing. 

6. "Sound organitation structure is an essential pre requ isite of efficient 
management'' . Discuss the above statement and point out the various principles 
while establishing and developing orgaruzation strui!ture. 

7. Discuss the basic considerations to be kept in view while designing an organization 
structure. S tate the usefulness of organization charts in this context. 

8. "Organization charts provide a broad picture of positions of authority and their 
relationships in the organization structure" . Discus!. and point out the important 
limitations of organization chans. 

9. What do you understand by an organization manuaJ? Discuss the contents it 
should contain. 

10. Why are committees widely used in business management? What limiting factors 
make them expensive and ineffective? Give suggestions for better use of 
committees. 



11. "A committee as a tool of management is excellent but only a few managers 
know how to use it''. Comment. 

12. Define departmentation. What are the basic factors to be considered while 
creating departments? 

13. Suggest a scheme of departrnentation for a large business enterprise with a field 
network of sales all over the country. Discuss its merits and demerits. 

14. Rahul Steel and General Industries Ltd has decided to diversify its activities and 
undertake production of automobiles. The Chief Executive seeks your advice 
on whether to group I.he activities by product or by f um.:tion. What advice would 
you tender and why? 

15. "Project organization is not a panacea for overcoming all functional organization 
weaknesses. But it can be a great asset to those companies which possess the 
acumen to exploit its strengths". Iad1cate the various strengths of a project 
organization and suggest whether it should complement or supplement or replace 
tbe functional organization. 

16. Explain the concept of Matrix Organization. How does it differ from Project 
Organization? 
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AUTHORITY AND ORGANISATIONAL 

RELATIONSHIP 

LEARNING OBJECTI VE 

l. Authority Relationships: Line, Staff and Functional 

Authority Relationships: Line, Staff and Functional 

Within the framework of the formal organization, there are three basic organizational 
relationships, namely, (i) authority, (ii) responsibility and (iii) accountability. Authority 
is the right conferred on an individual to make possible the performance of the work 
assigned. It includes the discretion to make decisions to issue instructions to the 
subordinates and to use organizational resources. Responsibility means to task or 
duties assigned to an individual in the organization. Entrustment of responsibility 
must be associated with the requisite authority for the accomplishment of the task. 
By accepting authority and responsibility, a subordinate becomes accountable for the 
use of authority to h is boss. These relationships are designated as formal because 
they are predetermined by the management as a way of relating and combining the 
diverse functions of the enterprise. This chapter aims nt providing an insight into 
these relationships. 

Authority 

Authority is the right to order or command and is delegated from the superior to the 
subordinate to discharge his responsibilities. Right to procure or use raw materials, 
to spend money or ask for the allotment of money, to hire or fire people, etc ., has to 
be delegated to Ihe individuals to whom the work has been assigned. For instance, if 
the chief executive of a plant assigns the production manager with the production of 
particular types of goods and service, he should also grant him the authority to use 
raw materials, money and machinery, hire workers and so on to fulfil the production 
schedules prescribed as his duty. 

Louis A. Allen defined authority as the sum of the powers and rights entrusted to 
make possible the perlormance of the work assigned. Authority is basis to the job of 
managing. A manager must have adequate authority to get things done through the 
subordinates. TI1e features of managerial authority are as under: 

(i) Authori ty is the right or power to command and conlrol the subordinates. 

(ii) [t is granted to a position (or manager) for the achievement of organizational 
objectives. 

(iii) The authority may be exerc ised through persu:lf;ion or sanctions. If the 
subordinate does nut obey, the superior has a right to take disciplinary action . 

Responsibility 

The term 'responsibility · means the work or duties assigned to a person by virtue of 
his position in the organization. The person carrying I.he responsibility for the 



performance of a given task has also the authority to perform it. For instance. if a Au1ho111y and Organisutional Relationship 

project manager is re!,ponsible for the construction of a bridge, he has also the authority 
to command his subordinates, procure the needed material~. procure personnel and 
seek assistance from func tional departments for the completion of the project. 
Responsibility shollld be distinguished from accountability which is the obligation 
of an individual to render an account of the fulfi ll ment of fus responsibility to the 
superior to whom he reports. 

Accountability 

Just as responsibility is a derivative of work to be performed and authority is derived 
from responsibility. 11ccountability, in turn, is a logical derivative of authority. When 
a subordinate is given an as~ignment and is granted the necessary authority to complete 
it, the final phase in ba~ic organization relationship is holding the subordinate 
responsible for results. ln other words, the subordinate undertakes an obligation to 
complete the assignment by the fair use of authority and acct1unt for the discharge of 
responsibility assigned. 

Accountability is the oblig.ition to carry out responsibility and exercise authority in 
terms of performance st~adards. For accountability to be ettective, the standards of 
performance should bt: determined before entrusting a t~ k and should be understood 
and accepted by the subo1 dinate. The extent of accountabiJity depends upon the extent 
of authority and r~pon~ihility delegated. A person canno1 be held answerable for the 
acts not assigned to him by his superior. Creation of accountability leads to justifying 
delegation authority 10 :l subordinate. 

Kinds of Authority 

Louis A. Allen bas d as-;ified authority into three categories namely, (i) Authority of 
knowledge, (ii) Authority of position, and (iii) Legal authority. According to him 
authority of knowledge: Is possessed generally by the staff ~peciaJists appointed by 
the company. They more often influence the actions of persons in line by virtue of 
their knowledge. Some persons- acquire authority by , irtue of their position in the 
organization. Legat a1.1tbority is the authority which is entrusted to a person by the 
law of the land. For rnstancc, a company is a legal person and has a right to sue others 
according to the prov1sions of Lhe Companies Act. 

BOX l 

Authority vs Respons ibllil> 

AutboriCy Rr,p n11s i bi I ily 

I. Authority i~ the rlglu of a manager to I. Rcs pon~1bility denote~ the duties or tasks 
command his , uh11rtlln;11.c~ 11.nd use ussigned 10 11 subordinate by his boss. 
organizational re1mrrec,. 

2. Authority nri~e,. bcca.u~c of a formul 2. Responsibility arbes from a superior-
ro~ition in the OrJStniz..ition. Who~oever subordiniitu relationship. The subordinate 
occupies a p,,,ittou. h~• is accountable , ince he owes an 
the right 10 command the subordina1e~. expll\nn11011 10 his superior for the 

performuncc u( duties assigned. 

J , Authority can he <kk~ilL~d to the 3, Re~po n, ihlht} i.e ., obligation to account 
,uburdinutes. for rcsull\. cun·1 be delegated. 

4. Authoril)' ahvu>, nu", downward frvm 4. Accoui,rnb) li!) alw:iy, mo~e,; in lht 
J ~uperior tn hi , ~ubonltnntt!. upw:ircl dit\l,t>Ou u1- th<. subordintue is 

re~pon~ibk lv hi~ s up~rior. 
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Sources of Authority 

Management scholars are divided on whether authority originates at the top and flows 
down in traditional fashion or whether it originates at the bottom as a kind of consent 
of the subordinates. We can classify the views of various management writers under 
the three headings, namely, formal authority theory, acceptance theory and competence 
theory. These viewpoint-, are discussed below: 

1. The Formal A uthorily Theory: According to tb.t.~ theory, authority is viewed 
as originating at the top of an organization hierarchy and flowing downward 
therein through the process of delegation. The ultimate authority in a company 
lies with the shareholders who are its owners. The l>hareholders entrust the 
m.anagement of the company to the Boards of Dire tors and delegate to it most 
of their authority. The Board of Directors delegates authority to the Chief 
Executive and the Chief Executive in turn to the departmental beads and so on. 
Every manager. in rhe organization has some authority because of his 
organizational position. That is why, the authority 1s known as formal authority. 
Subordinates accept the authority of a superior because of his formal position 
in the organization. A manager in the organization has only that much of authority 
which is delegated to him by his superior. 

The shareholders of a company have authority over the company because of the 
institution of private property in the society. Various social factors , laws, political 
and ethical considerations, and economic factors put certain limits on their 
authority and the organization has to function within these limits. In fact, the 
basic sources of authority can rest in the social instirntions themselves. fn a 
society, whei:e private propecty does not exist as in the case of socialist 
economies, the origin of authority can be traced to the elements of basic group 
behaviour. 

The concept of authority as being a right transmitted from the public through 
social institution,._ to husiness manager is the central theme of the formal authority 
theory. As shown by a schematic model given below, business and its 
n1c.11rngement are influenced by changes in the country·~ enviJonment (economic, 
political, social, educational, etc.) which in turn modify the public norms and 
attitudes. 

Public 
(Norms and 

Attitude) 

1 
Which in tum 

modi fie~ 

Social Insti 1u1ions 
Political Parties, National 

Parliament and State 
Assembiles, Educational 

Institutions, etc. 

Acts and 
Public Polices 

j 
Jn.Duenced by changes 6us1ness 

1n thecountry·s --- - --- and its 
environment Management 

Figure 1: Formal authority through social institutions 

2. The Acceptance Theory: According 10 this theory, the authority is the power 
which is accepted by others. Formal authority has no significance unless it is 
accepted by the subordinates. The degree of effective authority possessed by a 
manager is measured by the willingness of the subordinates who accept it. "An 
individual will accept an exercise of authority if the advantages accruing to him 
from accepting plus the disadvantages accruing lo him from not accepting exceed 
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to him from accepting; and conversely, he will not accept an exercise of authority 
if the latter factors exceed the former" . Thus, the acceptability of orders may 
be fully accep1able, may be fu lly unacceptable and others only partially 
acceptable. Barnard maintains that a subordinate will accept an order if he 
understands ii wilJ. if he believes it is consistent with the organizational objectives 
and compatible With his own interest. 

Zone of Indif.fere11ce: ln addition to the above conditions. acceptance of authority 
is fostered by w hat Barnard called, the zone of indifference and Simon referred 
to as the area of a~eptance. The 'zone of indifferen~• 'indicates the specific 
limits that are i>Ct by individuals themselves within which they will response 
willingly to the exercise of authority over them. In fact oot all orders are oheyed 
with equal enthusiasm. The zeal or reluctance with whic h a subordinate canies 
out an order is the result of his weighing, often subconsciously, the effect which 
trying to carry out the order will have upon his personnl career. Within this zone, 
the employees will not question the use of authority. But outside this zone, the 
superiors must earn the acceptance of the employ~~-

The acceptance theory of authority has certain limitations. According to it, a 
manager has authonty if he gets obedience from the subordinates. But a manager 
is not able to know whether his o.rder will be obeyed by his subordinates unless 
the order is carried out or disobeyed by them. Further. the theory emphasizes 
rewards and punishments a superior can use, but it overlooks the influence of 
social institution like trade unions. 

3. The Competence Theory: According to this theory, an individual derives 
authority becaU\e of bis personal competence. Urwick identified formal authority 
as being conferred by organization, technical authority as being simplicity in a 
special knowledge or skill, personal authority as being conferred by seniority 
or popularity. Thus, a person may get his order o r advice accepted not because 
he is having any formal authority, but because of hi!- personal qual,ities. These 
qualities may be teclloical competence and social prestige in the organization. 
For example, a person is e.xpei:t in a particular field and other people go to him 
for guidance and follow his advice as if that were an order. 

Prom the analys~ of theories of authority, it can be concluded that acceptance 
and competence theories suggest how and why an individual obeys the order of 
another. But the importance of formal authority cannot be undermined. The 
formal authority should be regarded as basic to managerial job and acceptance 
and competence authority as products ofleadership. ln some organizations lik.e 
army and police, formal position is the most impo1tant source of authority. 

Limits of Authority 

The authority of an organization is not absolute. It is <;ubject to various economic, 
social, legal political and other factors. S imilarly, the authority of a manager is 
restricted by various factors such as: 

(i) Physical Limitations: Physical laws, climate, geographical factors, etc., restrict 
managerial authority to a great extent. Thus, an order to make silver from 
aluminjum would be meaningless. 

( ii) Economic Constraints: The authority of an executive is restricted by economic 
constraints. A chief executive would not like to ask h.is sales personnel to sell 
products at a high p1ice in a highly competiti ve marke t or to ask the purchase 
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(iii) Social Constrainls: The use of managerial authority is also subject to many 
social !imitations. Thus, the task assigned to employees must conform to' the 
group's fundamental sociaJ beliefs, values, cu~tom!i and ethics. 

(iv) Legal Constraints: Various acts of the Central und State Governments impose 
restrictions on the exercise of authority by a manager. For instance, a manager 
can' t ask the workers not to form or join a union. 

(v) Biological Limitations: A manager cannot ask a subordinate to do something 
which he is nol capable of doing. For examp le, a manager cannot task a 
subordinate to climb the side wall of a building. 

(vi) Internal Constrai11ts: A manager's authority is limited by the objectives and 
policies laid down by the top management of the organization. He con't go 
agaiost the internal pol icies and rules of L11e orgMuat1on. 

Power 

The term 'power' may be defined as the capacity to exert influence over others. If a 
person has power, it means that he is able to influence the behaviour of other 
individuals. The essence of power is control over the behaviour of others. "In one's 
role as a supervisor, a manager's power may be seen as the abUity to cause subordinates 
to do what the manager wishes him to do. A manager\ power may be measured in 
terms of the ability to ( l > give rewards, (2) promjse rewards, (3) threaten to withdraw 
current rewards, (4) withdraw current rewards, (5) threaten punishment and (6) 
punish". 

The term 'authority' on the other hand, denotes the right of a manager to decide and 
command. For example, a manager has a right to as, lgn tasks to subordinates and 
expect and requjre satisfactory performance from them. But the manager may not 
have the means (or po,ver) available to enforce this right. Thus, whether a manager 
can enforce his rights b a question of power. Similarly. there may be a sill.lation 
where a person has a power to do something, but lacks authority to do it. Such situations 
may cause conflicts, in o rganizations, Therefore, for organizational stability, power 
and right to do things should be equated. "When power and authority for a given 
person or position a.re roughly equated, we have a condjtion we may call legitimate 
power" . 

Student Activity 1 

1. Recall some occasions in which you have exercised the different forms of 
power: legitimate. coercive, reward, expert, referent. and information. 

a. Which forms of power do you use most frequently? 

b. What prompLc; you to use those forms of power? 

c. Which fornti. of power do you rarely or never use! 

d. What keeps you from using some f9rm!> of powdl 

Sources of Power 

John French and Bertram Raven have identified five ources or bases of power 
which may occur at aJl leveh of the organization. These are djsc.ussed below: 
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influence for carrytng out orders. The extent of reward power depends upon the 
extent to which one has control over rewards that are valued by another. 

(ii) Coercive Power: lt is based on the fonnal rights one receives as a result of 
holding a position in an organization. It may also be called 'positional power' 
because of authonty inherent in the position. It exists when an influence 
acknowledges thut the influencer is lawfully entitled to exert influence. It is 
also implied that the ml1uence has an obligation to accept this power. 

(iii) Legitimate Power: It is based on the formal rights one receives as a result of 
holding a position in an organization. It may also be called 'positional power' 
because of authority inherent in the position. It exists when an influence 
acknowledges that the influencer is lawfully entitled to ex.en influence. It is 
also implied that the influeocee has an obligation to accept this power. 

(iv) Expert Power: .It is based on the perception or belief that the influencer has 
some relevant expertise or special knowledge that others do not have. For 
example, a doctor has expert power on his patient~. It is a type of personal 
power. 

(v) Referent Power: It is based on the influencee·s desire to identity with or imitate 
the behaviour of the influencer. It develops out of others' admiration for a person 
and their desire to model their attitudes and behaviour after that per,c;on. For 
example, a manager will have referent power over the subordinates if they are 
motivated to emulate his work habits. 

These are potential sources of power only. Possession of some or all of them. does not 
guarantee the ability to influence particular individuals in specific ways. The role of 
the influencee in accepting or rejecting the attempted influence is very important. It 
may also be noted that, normally, each of the five power bases is potentially inherent 
in a manager's position. 

Some generalizations about the use of power and effectiveness of various bases of 
power are given below: 

l . There is no eviJence of power unless it is exercised. The purpose of power is 
influence over others for getting certain things done.. 

2. Power is stronger than influence. It is the ability to bring about potential acts by 
commanding or exerting influence. But influence is a psychological force. In 
exerting influence, one person tries to influence the behaviour of another. 

3. The effect of power is reduced when it is exercised outside its perceived limits. 

4. The stronger the power base, the greater is the power. The strongest power base 
is legitimacy (or formal authority) and the weakest h. coercion. 

5. A person difficult to be replaced has more power than others. If a low ranking 
employee has more knowledge than his superiors, he is likely to have more 
personal power. 

Distinction between Authority and Power 

The terms 'authority' and 'power' are generally used interchangeably, but there is a 
clear-cut distinction between the two as discussed below: 

(i) Nature: Authority is the right to command; power is the ability to exercise 
influence. Authority usually resides in the position organization, but power is 147 
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Management Science exercised by the person. Authority includes the right to command which has 
been institutionalized. Thus, authority is always positional and legitimate and 
is conferred oo the position. But power is not 1m,titu11onal. rather it is personal. 
It_ is acquired by people in various ways and exercised upon others. It is acquired 
thro1.1gh political means or by having certain personal attributes. 

(ii) Association witlt Structure: Authority of a person is nssociated with the position 
in the formal organization. It increases as one goes up the organizational 
hierarchy. But 1t need not necessarily be accompanied by more power. In actual 
practice, the power centres may be located at the lower levels in the organization. 
Thus, one cannor get any idea of power cenm;s in an organization by merely 
looking at its organization chart. 

(iii) Relationship: The structure of an organ.izaLion merely shows its authority 
relationships. In practice, these relationships are modjfjed by power politics in 
the organization. Some individuals may have more power and less authority or 
more authority and less power. It 1s the operating mechanism of the organization 
which is relevant for studying organizational behaviour. 

(iv) Flow: Authority is a downward flowing concept whereas power flows in all 
directions. Authority can be delegated to the lower levels in the organization. 
The lower we go down the hierarchy, the lesser is the authority. But il Is nol so 
in case of power which has been defined as the ability or capacity to influence 
Lhe behaviour of others. If a worker succeeds to influence the behaviour of a 
departmental manager, it is implied that the worker has exercised power over 
the departmental manager. 

(v) Pervasiveness: Authority rests with important positions in the organization 
whereas power is all-pervasive. For instance, an informal leader may be more 
powerful than even a departmental head. 

(vi) Responsibility: The extent of authority is limited to the amount of responsibility. 
Authority and responsibility are coextensive and balance each other. But in 
ca:;e of power, there is no such balancing factor. Persons wielding greater power 
may have only Limited responsibility. 

(vii) Formal/Informal: Authority is inherent in official positions in the organization 
and so it is aJways formal. But power can be both formal and informal. 
Sometimes, informal power of a person exercises greater influence in the 
organization than 1:; formal authority which is also called legitimate power. 

Types of Authority Relationships 

Modern organizations make considerable use of line. staff, functional and committee 
authority and various combinations thereof. AlJ the four types can be found io almost 
every big organization. The organization patterns that accompany the four types of 
authority have already been discussed in this chapter. Now we shall discuss Lhe nature 
of various types of authority. 

Line Authority 

Line authority refers h ) those positions and elements of the organization which h~ve 
responsibility and authority and are accountable for accomplishment of primary 
objectives. "Line authority, the basic authority in an organization, is the ultimate 
authority to command. ac~ decide, approve or disapprove - directly or indirectly - all 
the activities of the organization. lt is the authority to direct the work of others and to 



require them to conform to decisions, plans, policies, systems, procedures and goals. Authority and Organisational Retationsh,p 

Line authority is tbe heart of the relationship between superiors and subordinates". 

Line elements provide authority to decide and direct and a central means for flow of 
communication through a scalar chain of authority. Line officials are in the chain of 
command from the highest executive to the lowest position in the organization as 
shown in Figure 2. Each successive manager exercise diret:t line authority over his 
subordinates. However. line authority is not absolute. Managers are responsible for 
how they exercise authority and for its consequences. They must use judgement and 
discretion and stay within the limits of their delegated authority. They must apply 
authority reasonably to the performance of tasks and the proper execution of 
organizational policies. It should be remembered that the primary purpose of line 
authority is to ensure effective functioning of the organization. It does so in the 
following ways: 

(i) Line authority acts as a chain of command from chief executive to lower level 
workers. It also provides for the channel of communication. 

(ii) Jt provides the basic decisions required for operating the enterprise. 

(iii) It makes the leadership process effective by establishing authentic channels of 
communication. 

(iv) It provides points of reference for the approval or re:jection of proposals. 

(v) It serves as a means of control by setting limits to the scope of managerial 
actions. 

Q 
Q 
CJ 

Line 

Staff Authority 

Line aod Staff 

I 

I 

I 

- .J 

Functional 

Figure 2: Types of authority relationships 

Staff refers to those elements which have responsibility and authority for providing 
advice and services to line in attainment of objectives. Fayol described staff as an 
adjunct reinforcement and a sort of extension of the manager's personality. Line 
managers make the saLient decisions by exercising command authority, whereas staff 
officials advise and counsel, with no authority to command but withfo their own staff 
chain of command. According to McFarland, "Staff authority is best defined as 
authority whose scope is limited, by the absence of the right to direct or command, to 
such auxiliary and facili tating activities as planning, recommending, advising or 
assisting''. 

The nature of staff authority is advisory as shown by broken lines in Figures 2 and 3. 
The use of staff to assist line came about because of the need to provide special 149 



Management Science counsel and assistance LO the line manager who is unable to carry out the demands of 
his position. Line authonty alone becomes inadequ.1te for large organizations whose 
managers face an increasing number of problems that can better be handled by staff 
specialists. 

The basic criterion lor distinguishing between line and staff functions is the degree 
of closeness of the function to the primary objecuve~ of the organization. Basic 
activities such as production, finance and marketing are usually line departments. 
Activities such as industrial engineering and costing, which consist mainly of 
assistance. advice or services cutting across several units, are general set up as staff 
departments. However, the indirect relationship of staff to primary objectives does 
not necessarily mean any lack of impottance. 

Pure staff authotity hus no right to command.except within the staff department itself. 
Staff managers cannot issue orders. They work by planning, thinking, studying, 
informing, recommending, persuading and suggesting. Thus, staff orientation is 
different from the line orientation which is concerned directly with the primary 
objectives of the enterprise. Staff men relieve the li ne men of the burden of details, 
often technical, which would otherwise be handled less ably. Staff managers possess 
specialized knowledge and skills. They can provide better i.olutions to organizational 
problems in rheir areas. 

In practice, the distinction between line and staff gets blurred. Staff advice or service 
may be accepted by others much the same as the line authority is. Staff managers 
may make command decisions when line managers fail to act or decide. Moreover, 
staff managers may be delegated authority to command on certain matters by the line 
managers. The demarcation between line and staff may be possible during the initial 
stages of the organization: but when it grows, its functions become more and more 
complex and the deman=ation between line and staff becomes progressively fuzzier. 
Another basic criticism of tbe line aod staff concepts is that the distinction between 
them is based on the assumption that organizational activitjes can be segregated on 
the basis of their contribution in achieving rhe organizational goals. But all activities, 
whatever name they may be given, collectively contribute to the achievement of 
organizational goals. The segregation of expert knowledge from actual performance 
of the job is unwise and uncalled for in the present c.ra of vast technological 
developments. 

Types of Staff 

Staff may be divided into tbe following three categories: 

(a) Personal Staff: It refers to the positions created lo help a manager in carrying 
out those parts of tui-; responsibilities which he cannot or does not want tC> delegate 
to others. Perso1rnl staff is required by top manager::. because their responsibilities 
grow beyond their personal capacities. For instance, a general manager of a 
company may have a personal secretary to help him in carrying out his 
responsi bi Ii ties. 

(b) Specialized Staff: Ir counsels. advises and helps all line and other staff elements 
in the organizatiou. It consists of specialists in d1ffcrenl areas like accounting, 
quality controL per5onnel, public relations, etc. Staff specialists generally provide 
both advice and -.ervice to the line departments of the organization. 

(c) General Staff: It consists of a group of experts in different areas who are attached 
to the central or.Gee of the organization. It is generally employed to provide 
adv.ice on certain matters to the top management. 



Functional Authority 

Functional authority occupies a midway position between liite and staff autho1ity. It is 
means of putting the Staff specialists in top posit.ions for lhe emire enterprise and it 
confers upon the holders a limited power to command over the people of their 
departments concerning their function. For empowering lhe persons in charge of 
various functional areas to maintain the quality and uniformity of the functions 
throughout the enterprise, functional authority is granted to them in addition to the 
line authority over his department and over the activities ol other departments that 
pertain to his functional area. 

FunctionaJ authority is subordinate to line authority and is a way of putting specialists 
to work in the organization. Functional authority differs from line authority in that its 
right to command is limited lO a particular specialized area. Tt differs from staff 
authority in that functional authority confers upon its holders the right to comrriand 
in matters pertaining to I.hut function. The greatest weakness of functional authority 
is that is may subject subordinates to the conflict of multiple supervision. However, 
this multiplicity may not always be undesirable. Whenever functional authority is 
granted to some individu.il, ll should be properly evaluated, whenever conflict arises. 
The scope of functional authority is limited. Suppose, for example. that the production 
control department found that supervisors were changing routing and scheduling of 
materials at will. The production control manager could issue final orders of routjng 
and scheduling. Thus, functionaJ authority assure5 that production pol icies would be 
properly followed in each workshop. 

Use of line, Staff and Functional Authority 

An organization may follow a structure which makes use of line. staff and functional 
authority as shown in Figure 3. The Human Resources and Finance Managers act as 
staff advisors to the Managing Director. 

Humlin Resource 
Manauer 

Production 
Mana er 

D 

Managing Director 

Finance 
Manager 

Marketing 
Manager 

Line Authority 
Staff Authority 
Functional Authority 

Figure 3: Line, Staff and Functional relationships in ortianization structure 

But as far as producuon and marketing departments are concerned, they act as 
functional managers. The Managing Director has line authority over the Production 
and Marketing Managers represented by a bold vertical line. Similarly, Production 
and Marketing Manager., have line authority over their respective subordinates. 

Conflict Between Li11t And Staff 

Line and staff concept i!> bac;ed on the assumption that the}' should support each other 
and work unitedly fo r the achievement of enterprise objectwes. But an unfortunate 

Authonty anti Organisational Relationship 
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Box2 

Comparison of Line, Line & Staff and FunetionaJ Authority 
Basi~ Line Line & S teff Functional 

I. NalUn: The line aulhorily follows The staff have advisory The funclional authority is 
the prim.:iple of scalar role. They don·t have restricted to a func1ion 
chaln. LI flows from top authonty to gel their only and ii flows diagonally. 
to bottom in advice accepted. The line. func1ional 

manager has authority 
over his funct,on 
wherever it 1s performed 

2.. Specialisa1ion Linc managers are Staff officials are Functional managers are 
generall~t,. spec1alis1s in their specialists in 1heir 

respective area~. respective areas. 
J, Unity of There ;.,, unity of Unity of command is Unity of command is nol 

Commantl comrnnntl Each observed to a greal followed as each subordi-
~ubordinatc receives extent. The staff na1e gets Instructions 
order, from hts bo$~ only. officials cannot give from his line boss and 

orders l"O the p~opk in 
the chain of command. 

1he func1io nal bos~c,. 

4 , Discipline There,, W)ct discipline. Mor~ or less, 1h~re 1s There is loose discip line 
stric t discipline. because of multiplicity of 

command by various 
functional experts, 

5 . Sui1ability II is ~uituble for small Jt is sui1able for It f, ~uitable for large 
~cale opcr111ions. meuiurn-s1:ale scale operalio11s. where 

operations e1tpert knowledge in 
certain fields is essential. 

6. Economy 11 i, ~conomicul because It is little cos1lier It is very cosily because 
o few line execut i\les ure because of use 01 •t11n' of placement of (unct-
required. specialist alongwith i ona l ex perts as head~ 

line executives. of vari-ous department~. 

result of this concept is the creation of status problems in the organization. Line 
members view themselves as important and first class members of the organization 
because they direclly accomplish the objectives of the enterprise. And the staff 
members are often treated as second class members. The Line members ignore staff 
advice and they often act according to their own thin1Jog. Thus, tine and staff 
arrangement has fai led to achieve the desired purpose. 

The major source of line and staff conflicts is the difference in their viewpoints and 
perceptions. Conflict arises when either of them fails to appreciate tho viewpoints of 
the other. When a conflict berween line and staff arises, each party tries to ex plain the 
causes of conflict in tenns of behaviour of the other. The important causes of line 
and staff conflict as reported by line and staff executives are discussed be low. 

Line's Viewpoint 

1. Undermining of Line Authority.- Staff officers encroach upon the line aulhority. 
They interfere in the work of line managers and try to tell them how to do their 
work. They undermine the role of line executives by trying to impose their 
ideas on the line executives. 

2. Academic Approach of Staff: Staff specialists are too academic and do not 
understand the practical problems of the organization. Their ideas are often 
unrealistic and impracticable. They are armchair theoreticians living in their 
ivory towers and totally cut off from the realities of the situation. They are not 
well acquainted with operating problems of the company. They unnecessarily 
create paper work for the line managers. 

3. IAck of Accou11tability: The s taff men are not direc tly accountable for any 
result; they are generally overzealous and recommend a course of action which 



is nol practicable. It is also sa,id that because of lack of accountability, the staff A111hority and Organisurionat Relationship 
officials often given unsound advice. 

4. Limited Outlook of Slaff: The staff often thinks in a vacuum and fails to see the 
'big picture' of the organization. Li ne is loyal to the overall objectives of the 
organization; staff i, loyal to a narrow area of speciality. That is why, staff fajls 
lo relate its ideas lo the organizational objectives. 

5. Stealitig of Credit: The staff specialists have the tendency to take credit for the 
decisions which prove successful and lay the blame on the line men in case the 
decisions do not prove successful. They are overambitious and want power 
without responsibility. Staff people usually have a strategic advantage because 
they are closer to the top executive and have more frequent access to him. 

Staff's Viewpoint 

1. Ignoring the Slaff: Line managers generally do not make a proper use of the 
services of the staff ~pecialisls. Their advice is often ignored. Sometimes, staff 
advice is sought 0t1ty as a last resort as line executive feels that asking for the 
advice is admitting defeat. 

2. Resistance to New Ideas: Line managers generally resist new ideas as they 
consider staff as a threat to their status and authority. TI1ey sabotage ideas and 
programmes of staff. Line managers do. not ' look beyond their nose'. They are 
short-sighted and follow a 'wait and see ' policy. 

3. Lack of Enough Authority: A general complaint from the staff side is the lack 
of proper authority. Staff specialists feel that if they have arrived at the best 
solution to.' oroblem, they should be able to put inlo a~tion. But due to lack of 
authority, they are unable to do so. 

Suggestions for Improving Line-Staff Relationships 

The conflict between line and staff is nol in the interest of the organization and 
therefore, efforts shoultl be made to resolve it. The followin,g steps may be suggested 
to resolve conflict between line and staff: 

Box3 

Line and Staff Conflict 

L.lne Manitgers Starr Specialists 

I. Are generali%• huv1ng wide knuwledge ond I. Are spcd3hSt, r1, particulur areas and lack rhe 
experience of different area~ or buSiness. cxpenencc of difforent nreos of business. 

2. Are ullimately responsihle for decisions. 2. L.ick authon1y Lo implement decisions. 

3, Hnve shnn nnd long-rnnge orknlalions. 3. Have long-rang_~ url~ntation. 

4. Want ~imple, ea~y 10 use solut1<>n•. 4. Provide Scacnti [ic solutions, 

S. Arc a~tion-orienled. they wanl 10 solve 5. Are thoughH>Citnt~d; they want 10 

the problem now. examjne the problem in depth and solve 
it la1cr. 

6, Like to solve problem~ on Lhe bnsi$ of 6. Like to 1o!vti problem using the latest and 

experience. intuition aoaJ · gut feeling", most sophisticated u:11hniques. 

7. Consider staff llS tlieoredciam; :uld imsponqble, 7. Consider line as over<onfidenl and shon,sighted. 
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1. The line of demarcation between line and staff authority should be clear. It must 
be understood by tine and staff men that line has the ultimate responsibility for 
the imp]emenlal.ion of the decisions and staff i::. ref;ponsible only for providing 
advice and service to the line departments. 

2. Qualified and trained personal should be placed on staff positions. They must 
have the ability to explain their advice in concrete terms to the line managers 
and to convi nce them about the practicability of their advice. 

3. The top management should take steps to educn1c the staff to be aware of line 
attitudes and sensitivities and to educate the line of the value of special ized 
skills of experts 

4. Line managers must give due consideration nod scnous thought on the advice 
of experts before taking the final decision. Jn case they do not accept the staff 
advice, sufficient reasons should be given for doing so. 

5. Line and staff people should operate in term5- of policies and objectives of the 
whole organizntion. They should try to understand .is to how they can contribute 
to these objectives. The staff official should have the tolerance power because 
his ideas are likely to be resisted in the initial stage~. 

6. The staff men i-:hould appreciate the difficulties in implementing the new ideas. 
They should not consider it as a prestige issue if some of their suggestions are 
not implemented. They 1;hould understand that the ultimate accountability is 
that of the line managers. 

Is Line and Staff an Obsolete Concept 

The division of organizational relationships on the t>a,is of lin~ and staff produces 
more conflicts than cooperation as it is very difficult, m practice, to demarcate the 
limjts of their authority. Some writers, particularly GG Fisch and H.H. Logan, have 
argued that the concept of line and staff is of merely of academic interest and it has 
no practical applicability. But the concept of line and staff has becom·e so popular in 
management literature that it is not so easy to eliminate it through it may not have 
any practical relevance. According to Logan; "The concept that all functions or 
departments of a business enterprise are either line or staff is aow so firmly entrenched 
in management theory that any attempt to dislodge it may well ·seem doomed to 
fai lure. Yet it is cert3inly pertinent to ask, how applicable to business today is this 
seemingly immutable prmciple of organization". 

Logan further emphni.i1~s that demarcation between line .md staff may be possible at 
the initial stage of lhc organization, but when it grows, it.-; functions become more 
and more complex. the demarcation between line anu staff functions becomes 
progressively fuzzier until, in large organizations, rt i!- no longer possible to state 
unequivocally jusl who is directly engaged in fur1heJ ing il!> objectives and who is 
not. 

The basic criticism of the line and staff concept is thal it is based on the assumption 
that organizational at.1ivities can be segregated on the basis of their contribu~ion to 
the achievement of organizational goals. In the traditional way of classifying line and 
staff, production and mnrleting functions are treated predominantly line departments. 
There are many functional departments whose act1\ itics cirnnot be reconciled with 
the proposition that production and marketing are the only segments of the organization 
di_rectly concerned wHh furthering its objectives. AH activ111es, whatever name they 
may be given. colleclivcly contribute to the achievem~111 of objectives. The segregation 
of expert knowledge from the actual performance ~f lhe job is unwise. 



It appears that line and taff distinction is based on the as, umption that those who are Authority and Organisational Relationship 

good at thinking and planning are not good in doing and vice versa. This assumption 
has also gone wrong in lhe complex industrial world. In practice, three types of 
authority, namely, line, taff and functional, are not granted to three categories of 
persons. One person may be granted all the three types of authorities simultaneously. 
In order to avoid line and staff conflicts, it is essential to clearly define the various 
authority relationship . Thi will help in improving the working of the organization 
by avoiding the gap in and overlapping of authority and responsibility. 

Keywords 

Authority: Authority i lhe right to order or command and is delegated from the 
supervisor to the subordinate to discharge his responsibiliti . 

Responsibility: Means the work or duties assigned to a person by virtue of his position 
in the organization. 

Accountability: It is the obligation to carry out responsibiUty and exercise authority in 
terms of performance t ndards. 

Review Questions 

1. (a) Define and di tinguish between line, staff and functional relationships. 

(b) Write an xplanatory note on line and staff conffict. 

2. "Staff is supposed to be subsidiary to line, but in r aJity staff is more influential 
and powerful than line". Do you agree? Give reas ns in support of your answer. 

3. "The line manager's orientations differ considerably from those of expert staff 
advisers". Why? Suggest measures to resolve the c nllic between line and staff. 

4. The chief executive of a large manufacturing enterprise is upset over frequent 
clashes and continuing conflicts between the production department and the 
personnel department. The enterprise is organised on line and staff pattern. 
What can be the po sible causes of this conflict and what steps can be taken to 
reduce and overcome it? 
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