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INTRODUCTION 
 

 

Principles of Management is a fundamental course of commerce and business program. 

This course is a detail description of management functions and explanation of 

implications to organizations. Functions of management is common to all types of 

organizations no matter the nature (profit/non-for profit), size (small/medium/large), 

ownership (public/private), location(national/international/global) etc. It also elaborates 

the role of managers, while performing the management functions.  This course develops 

the basic understanding of management functions, organizations and manager’s roles, but 

it is strongly recommended that students keep broadening their scope and observe the 

dynamics of changing business world. Management is a dynamic subject; it reflects the 

basic concepts and presented the challenges faced by the management and to prepare 

students under the current circumstances.  

 

This course highlighted the four management functions covered in nine units. Initial units 

of the book are covering a detail introduction to management, management functions, 

managers and manager’s role. A detail history of management is also presented and 

enlighten the evolvement of the management over the period of time. Planning, 

Organizing, leading and controlling these four management functions are then covered 

with related topics in detail such as decision-making, motivation, leadership and 

leadership theories, organizational structures and controlling.  

 

After the approval of competent authority, the content of the course has been developed 

and designed to keep the market demand and to equip our students with the most recent 

development and knowledge on the subject. Keeping in view the nature of Distance 

Education Learning System, this course is developed in a language easy to understand. 

Every unit is provided with practical subjective questions so that the students can 

critically assess the topic and share their viewpoints on that.  

 

It is earnestly hoped that the book will serve the purpose for which it is being designed. 

The efforts of experts in the area, who contributed for the development of this course are 

highly appreciated.  

 

It is expected from the students that they will read the book, will do their assignment and 

also look for supporting materials to get better understanding. I am grateful to Prof. Dr. 

Syed Muhammad Amir Shah, Chairman, Department of Commerce, whose supervision, 

encouragement and guidance helped me through out.  

 

Comments and suggestions from users are welcome.  

 

 

 Saira Ali 

 Course Development Coordinator 
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COURSE OBJECTIVES  

 

 

 

Principles of Management is a comprehensive course designed for the students to 

get an understanding of organization, management and management functions to 

run a successful business. 

 

The objectives of this course are as follows: 

 

1. The course is developed to get familiarity with the business world and 

managers’ functions, role and responsibilities. 

2. The course is designed to develop basic understanding of management and 

management functions performed at different organizations. 

3. At the end of each chapter, students are provided with practice questions 

so that they can assess themselves. 
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Introduction 

 

First unit of this book is an introduction to management and its critical role in success of 

any organization. Current unit will help students to develop basic understanding of 

management, what is management and how does it work for an organization. The unit 

also covers key functions of management, discuss the key importance of managers where 

do they exists and what they are expected to do.   

 

Objectives 
 

After Studying this unit, students will be able to: 

 develop an understanding of management 

 to know about management functions 

 what is managerial level 

 grab understanding of managerial roles 

 know what skills are needed for good managers 

 recognizing the importance to study management 
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1. An Introduction to Management 

 

Have you ever thought how to run a 

business or an event? What should be 

the purpose? How much resources do 

it need? When and why to allocate 

resources and to whom?  

 

To answer all these questions 

Frederick Taylor, a century ago 

defined a concept called management 

as “knowing exactly what you want 

(people) to do and doing in best and 

cheapest way”. This is the simplest 

definition of management. With the passage of time, this concept accommodated many 

complexities and challenges which broaden its scope. With all inherent complexities and 

challenges management is defined as a process of integrating and coordinating the 

activities to achieve goal efficiently and effectively. Let’s have a look on key components 

of the definition. 

 

 A Process: Process is a set of activities linked together 

to achieve the goal. Management as a process not only 

integrates the activities but it also sequences the 

activities and establishes coordination to achieve the 

goal. Continuity is also the essence of a process. It 

means management is a continuous exercise, an 

organization does to achieve the set targets.  

 Efficiently: This term refers to the best use of resources and “best use” means 

minimum wastage of resources to get maximum output. For example, right person 

on right job and in right number.  

 Effectiveness: Every organization or a business is working to achieve a certain 

target or goal. Attainment of the set target or goal through doing right things is 

effectiveness.  

 

Can a firm be effective but inefficient? 

 

Management as a process is not only implemented in 

businesses but it is also a part of our everyday life. Think 

about your education. How much education do you want to 

get? How much resources do you have? From where you want 

to complete your education etc. In everyday life we use to 

apply management functions to achieve goals in life.  

 

Resources means 

money or capital, land, 

machinery or assets, 

technology and people. 

 

  Organization is defined 

as collection of people 

working together to 

achieve a common goal 
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1.1 Management Functions?  
 

During early twentieth century, Henry Fayol proposed five functions of management 

including planning, organizing, commanding, communication and controlling now these 

functions are condensed to four: Planning, Organizing, Leading and Controlling.  

 

1.1.1 Planning  

Planning is very important pillar of a business. It involves setting of a goal and establish 

plans to accomplish that goal. Goal setting is the initial step to start a business and it 

gives a clear direction to follow. How to achieve that goal, is about devising strategies 

and mapping activities necessary to achieve that goal. Unit 5 discusses Planning in detail.  

 

1.1.2 Organizing  

Organizing is the process of arranging and allocating resources to implement the plans to 

achieve the goal. This function includes number of activities such as defining tasks 

needed to be done, prioritization of activities, roles of key players (employee), combining 

tasks to define a job, grouping departments together, allocation and division of resources. 

Best organization of activities, departments, resources, and procedures will increase the 

success of a business. Unit 6 is a complete description of Organizing.  

 

1.1.3 Leading  

Every organization is the collection of people who together to reach the goal. Leading is 

the process to influence the behavior of people to get the work done. It involves 

energizing people at work through motivation, providing them best working environment 

and inspire them to achieve organization’s goal. Leading is discussed more in detail in 

unit 7.  

 

1.1.4 Controlling 

Once an organization set a goal and devise plan (planning), organize resources 

(organizing), engage and motivate people (leading), then it needs to assess the 

performance to ensure that we achieved what we want to achieve (goal). Controlling is 

the process of monitoring activities and measuring performance to compare it with the set 

targets. It is a continuous process, management at firm keep on monitoring the activities 

from start to end and take corrective actions to achieve expected results towards goal. 

Unit 9 has a detailed discussion on controlling. 

 

These all functions are interconnected. For example, control function will tell you 

whether plans and activities are working in right direction or not. If plans are failed to 

achieve the goal, they should be reconsidered. Similarly, leading function helps to engage 

and keep people motivated to give their best to organization. These functions are 

performed at different managerial levels, but the question is who will perform these 

functions?  
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1.2 Managers and What Do Managers Do? 
 

Hi Mr. Ali, welcome to XYZ Co. I am Linda and you are working with me. This is the 

document you have to review it and report me at 1pm.   Who is Linda?  

 

There are always some persons in the organization who tell others what to do and how to 

do and those persons are termed as “Managers”. Management science defined manager as 

a “person who get the things done through others”. This is not as simple as it is stated 

because it involves strong coordination of departments, teams, work activities, 

monitoring of process and communication across organization to accomplish the 

organizational goal efficiently and effectively. Managers are therefore very important for 

organization as they make sure to get the things done on right time and significantly 

affect the employee productivity, sales volume, culture, working environment and 

financial performance. It is very important to know that every manager in an organization 

is not performing the same function. Managers are differentiated into three levels in an 

organization (figure 1).  

 

1.2.1 Top Managers 

Managers at top layer are also called strategic managers. They 

are small group of people who set goals for overall 

organization, making long term decisions such as business 

expansion, acquisition, entrance or exit from market, 

innovation etc., strategies and policy guidelines for overall 

organization.  They are also responsible to represent the 

organization in external platforms, meetings and events. Chief 

executive officers (CEOs), Chief financial officers (CFO), 

president, directors etc. are some of the examples of top 

managers. 

 

1.2.2 Middle Managers 

Middle managers are also named as tactical managers. This is comparatively a large 

group of people takes direction from top managers and responsible to implement their 

directives. Middle layer of management exists between “Top managers” and “Front-line 

managers” therefore their role is very critical. They work to make sure to achieve the 

goals set by the top managers through directing, monitoring, and overseeing the 

performance of front-line managers. They report to top managers about assigned tasks 

and duties. Although large organizations have multiple layers of middle managers but 

with introduction of technologies organizations are able to reduce the number of layers 

from middle level of management to lower the cost as well as bureaucracy. Regional 

manager, marketing director, product manager and division manager are some of the 

examples of middle management.  

 

1.2.3 Front-Line Managers 

Front line managers are also referred as operational managers. This is the lowest level of 

management in hierarchy and responsible to get the work done from non-managerial 

  Hierarchy is defined as 

managerial layers exist 

in an organization. 

Generally, an 

organization has three 

levels of management. 
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employees. They are responsible to execute the plans developed by tactical managers. 

Their role is very important as they are bridge between management and non-managerial 

employees and communicate the outputs, issues and problems to upper management in 

hierarchy. Shift incharge, supervisors, operation manager, office head are the common 

titles use for operational managers.  

 

Usually the first stage to enter as managerial 

employee is “front-line management”. Firms pay 

special attention to train managers and dedicate 

resources for their professional growth so they 

can be promoted to next level in hierarchy. At 

different levels of management within an 

organization, managers play different roles. 

These roles varied greatly from one managerial 

level to other for example decision making is 

usually associated with top management whereas 

issues and problems resolution is associated with 

operational managers. Next section broadly 

describes the managerial roles.  

 

1.3 Managerial Roles 
 

Let’s think role you play in your life, as daughter, student, 

teacher, brother, father etc. As student you are expected to work 

hard and secure good grades. These expectations are attached to 

you as student. Similarly, every role has different expectation to 

perform.  

 

Managerial roles referred to specific actions or behaviors 

expected from managers. Henry Mintzberg concluded his research that a manager can 

play three basic roles including interpersonal role, decisional role and informational roles. 

Let look on these roles one by one.  

 

1.3.1 Interpersonal Role 

This role involves interactions with people within organization as well as outside the 

organization, communication and representation of organization. This role is further 

categorized into three roles namely figurehead, liaison and leader.  

 

1.3.2 Informational Role 

This role entails scanning of external and internal environment to collect and acquire 

information. It also involves distribution of information collected through scanning. The 

informational role sub divided into Monitor, disseminator and spokesperson. 

Figure 1: Management Levels 

  Role is defined as set 

of expected behavior 

or actions attached to 

a certain position in 

hierarchy 
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1.3.3 Decisional Role  

In this role, collected and acquired information will be processed to make decisions. Four 

decisional roles are defined by Henry Mintzberg including entrepreneur, disturbance 

handler, resource allocator and negotiator. The summary of Henry Mintzberg Managerial 

roles with subcategories are given in table 1 below.  

 

Table 1: Henry Mintzberg Managerial Roles 

 
Role 

Category 

Sub-

Categories  

Description 

Interpersonal  Figurehead Representing organization at different internal and external 

platforms 

Leader Engage and inspire employees’ behavior to get the task done 

Liaison Communicate and coordinate between departments and people 

both inside and outside of organization 

Informational Monitor Scan internal and external environment for data and information  

Disseminator Share and transmit information to relevant department  

Spokesperson Formally responsible to share information to the people internal 

and outside the organization 

Decisional  Entrepreneur Propose new idea, change and innovation in an organization 

Disturbance 

Handler 

Responsible to address issues, conflicts and problems (e.g. labor 

union issues, energy outage, etc.  

Resource 

allocator 

Responsible to look financial and physical resources and 

efficiently distribute them to the relevant departments. 

Negotiator Negotiate to resolve a conflict inside and outside the firm. It 

involve to reach out to the agreement and consensus.  

Who is Prime Minister’s spokesperson? What does he/she do? 

Mr. Javed Afridi, awarding “Man of the Match Award” in PSL, which role he is playing? 

 

These roles varied greatly at different managerial levels for example decisional role may 

be played at all managerial levels, but top managers take long term decisions, however 

operational managers take decisions about day to day and routine activities. Similarly, 

top, and middle managers are expected to represent organization at different platforms 

while role of leader may be more practiced at middle and lower managerial layers to 

engage non-managerial employees.  

 

Can a manager play multiple roles? 

 

In order to perform these roles, managers should exhibit a specific set of skills to succeed 

for example a manager should know how to process and analyze information to take 

decisions, how to lead and engage people for effective results etc. hence it is very 

important to know what types of skills a manager need to perform given role.   
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1.4 Managerial Skills  
 

To successfully perform management functions, assigned 

managerial roles and dealing with the problems require various 

set of managerial skills. Management science has identified 

three types of managerial skills important for successful 

managers.  

 

1.4.1 Technical skills  

This is a type of skills which is needed to get the specific task done. This set of skills is 

job specific developed by recognized study programs such as engineering, accountancy, 

medicine, finance, machine operators, computer science etc. These skills are critical to 

those who are directly involve in operations or supervising the operations and have 

experience to deal with the problems. These skills are very important to low level 

management (operational or front-line managers) as they are supervising the non-

managerial employees who are dealing with tolls and equipment. Managers with these 

skills have hand on experience to answer the queries of their subordinates.  

 

1.4.2 Human Skills  

Human skills are also referred as interpersonal skills. This set of skills associated with the 

ability to engage people in work, both individually and in teams. It involves 

understanding, motivation and communication with employees for effective results. As 

managers at all managerial layers are dealing with employees and group of people 

therefore this set of skills is equally important to acquire for all managers. Managers with 

good human skills pull out best of their workers.  

 

1.4.3 Conceptual Skills 

This set of skills relate to the ability to look at complex and abstract situation. Mangers 

with these skills use to see and visualize the overall organization and its internal and 

external environment. This helps management to understand the big picture and make 

long term decisions. It also involves establishing a link among various departments and 

units of the organization to direct the organization towards common goal. These kinds of 

skills require at top management level.  

 

   
 

Figure 2: Skills of different management Levels 

 

Skills are defined as 

set of capabilities or 

abilities acquired 

deliberately to perform 

duties at work 
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Combination of technical, human and conceptual skills at each level is important for the 

success of organizations but this combination may vary as per the requirement of 

management levels.  Figure 2 is the representation of importance of skills at different 

managerial levels.  

 

Initially, it was believed that ability to manage is inborn and concluded that managers are 

born not made. Contemporary researchers proved that skills to manage business, people 

and work can be learned or acquired hence it is concluded that managers are not born 

they are made.  

Can I be a manager? 

 

1.5 Why we study Management?  
 

You may be thinking we are studying accounts, finance, marketing and human resource 

why management is important to study.  The importance of management can be 

explained through following three dimensions; 

 Universality of management  

 Reality of work 

 Rewards and challenge of being managers 

 

1.5.1 Universality of Management  

Every organization has limited resources to pursue a goal whether it is profit oriented 

organization or non-for profit organization. Universality means that every organization 

needs a strong management to fulfill its goal within available resources. No matter what 

the size of organization is small or large, the area it is dealing in services or 

manufacturing, profit oriented or non-profit oriented, public or private, management is 

the core of its success.  

 

1.5.2 Reality of Work 

Every one of us after graduating has to join an organization. We may start as front-line 

manger or might have to work with the managers, it is therefore very important to know 

how a manager is working and what are the basic requirements to enter as manager. 

Although with the experience we will be able to manage work proficiently.  

 

1.5.3 Rewards and Challenge Being Manager 

Being manager is not an easy job. They carry very big responsibility on their shoulders as 

the success and failure of an organization depend on their abilities to manage their roles. 

There are so many examples to expel managers from organization because of loss or 

failures. (Read about Steve Paul Jobs). At the same time managers are rewarded on 

increase in profits of a business.   
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Summary 
 

Management is defined as a process to perform effectively and efficiently. It is based on 

four key pillars including planning, organizing, leading and controlling. To perform these 

key functions, managers need different set of skills such as technical, conceptual and 

human skills. The needed skills vary from role to role which a manager play in an 

organization.  

 

Practice Questions 
 

Q.1 Define management and its key components. 

Q.2 Explain management functions in detail and discuss how they are related to each 

other.  

Q.3 How managers are different from non-managerial employees. 

Q.4 Explain Henry Mintzberg model of managerial roles. 

Q.5 What does universality of management mean? 

Q.6 What knowledge, skills and abilities does a manager need to possess to be efficient 

and effective for the organization.  

Q.7 All organizations have basic managerial layers, identify a managerial position in 

any organization and discuss at which managerial level does it exist, what are the 

responsibilities attached to that managerial position and what capabilities and skills 

do a manager required to perform at that level.  
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Introduction 

 

This unit will present an evolution in the management history. It will elaborate the 

different theories and concepts emerged over the years.  

 

 
 

Egyptian pyramids are considered amongst the magnificent man-made structures in the 

world.  These structures were built during 2680-2560 B.C. There are around 138 

Egyptian pyramids. The largest Pyramid is called the Great Pyramid of Giza which was 

481 feet tall and now its height is 450feet. It was the tallest man-made structure for over 

3800 years and is one of the Seven Wonders of the World. It's estimated that this pyramid 

was made from 2.3 million blocks of rock weighing 5.9 million.  

 

How the pyramids were built? It has been remained a mystery. Archeologists have been 

trying to solve for many years. It is believed that thousands of slaves were used to cut up 

the large blocks and then slowly move them up the pyramid on ramp. It is assumed that 

pyramid would have been slowly built, one block at a time. Scientists estimated it took at 

least 100,000 workers over 23 years to build the Great Pyramid of Giza. Management 

researchers also looked into details how the work has been planned, tasking and division 

of labors etc.  

 

Similarly, the Great Wall of China is also one of the wonders of 

the world, longest in size and covering a large area, 15 regions of 

north China has taken the attention of archeologists and 

management researchers. It is about 21,196.18 km long which is 

equal to half the length of the Equator. The average height of the 

walls is 20 to 23 feet, and the highest is 46 feet. About 100,000 of 

laborers for 20 years were hired for its construction.  

 

Other historical events including the development and transition 

of Venice city into trade center between 13
th
-15

th
 centuries. It 

has set the foundation for management evolution. The city 

practiced all those functions which are now commonly being 

practiced in today’s business world including management of 

capital, human resource and inventory.  
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Adam Smith, an 18
th
 century professor at Glasgow University, Scotland. In 1776 he 

published a classical book titled “The Wealth of Nation”. The main focus of the book 

was to gain economic advantage through division of labor.  According to him division of 

labor on the basis of expertise would enhance the productivity of an organization. He 

argued that a job or task if break into small tasks or activities and divided amongst the 

workforce would increase the firm efficiency. The repetition of those activities would 

transform the workforce into specialist consequently would increase their productivity 

and reduce the errors. The concept “division of labor” vastly recognized and accepted in 

economics, management and other sciences. 

 

Industrialization is also a factor considered for setting the foundation for different 

doctrines. It advocated the replacement of human resource with machines. It is about 

production, manufacturing and efficiency. Industrial revolution posed a serious challenge 

to management, regarding resource organizing, planning and allocation. This has now 

become more intense with the emergence 4th generation industrial revolution. The 4th 

generation industrial revolution is about advance technologies, skilled labor, innovations 

and invention such as artificial intelligence, cloud computing, robotics, 3D printing, and 

advanced wireless technologies.  

 

These developments have changed the view of “management” and means and ways to get 

the work done. The management theories are characterized by different beliefs and ways 

of doing things which are defined by different historical events and drastic changes.  

 

Objectives 
 

After Studying this unit, students will be able to: 

 understand the history of management 

 understand conceptual evolution and emergence of management  

 understanding the management theories 
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2. Approaches to Management  
 

In next section we will look into details of different management approaches. Each 

approach is characterized by the facts important at that time in that context, background 

and history.  

 

 
Early contributions to set the management foundation have already been discussed in first 

section of the chapter. Including the role  

 

Similarly, Henry R. Towne, who was a president of the Yale and Towne Manufacturing 

Company and mechanical engineer.  He stated that management and engineering are 

entirely different disciplines. His research paper titled “The engineer as an economist”, 

published in 1886 emphasized the formulation of management functions and principles to 

address the business issues.  Although the engineering community did not significantly 

contribute but that suggestion was seriously taken by other management scientists such as 

Frederick Taylor. 

 

The early era has outlined the significance of management sciences and advocated the 

concern for work, workforce and organization productivity.  This era played fundamental 

role to define classical thought on management.  

 

2.1 Classical Approach to Management  
 

Classical school of thought emerged during late 1880s which was mainly based on the 

viewpoint shared by Henry Towne. The main focus of classical approach is “to find the 

ways to make organizations and workforce efficient to the fullest”.  This approach 

comprises of three concepts on management including Scientific Management, 

Administrative management and Bureaucratic Management. Let’s discuss these concepts 

one by one. 
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2.1.1 Scientific Approach to Management 
Scientific approach to management is dealing with “one best way or method” to get the 

work done”. According to this approach organization should find “the best way” to do a 

task or a job. The rationality behind this approach was, that the one best way improves 

the workers’ efficiency and organizations’ productivity. The key contributors of this 

approach include Frederick Winslow Taylor, Frank Gilbreths and Henry L. Gantt. 

 

Frederick Winslow Taylor 

Frederick Winslow Taylor, famous as Fredrick Taylor (1856-1915) is known as the father 

of scientific management. He worked as an apprentice pattern maker and machinist at 

local firm. Then he joined Midvale Steel Mill, where he started as laborer and then 

promoted to chief engineer for six years after having degree in mechanical engineering. 

This opportunity allowed him to study the problems in detail and suggest solutions. He 

documented his observation that large amount of time is wasted by the workers who were 

not trained to perform the tasks.  

 

The other issue he found that the workers are reluctant to do a task they are best in. this 

behavior is termed as soldiering.  He stated that following three could be the reasons of 

soldiering; 

 Fear that the other employees may lose their jobs 

 Fear that management may increase tasks without increasing pay  

 Fear of inefficiency as there wasn’t efficient methods to do tasks 

 

To address these issues Taylor worked on number of projects to postulates four principles 

of scientific management. Amongst those projects, time and motion study which deals 

with the division of activities or motions. These motions/activities were timed to measure 

the efficiency at work. Pig-Iron experiment was another project to determine the one best 

way to do a job. This experiment was about loading iron pigs, weighing 92 lbs. on rail 

car. After testing number of methods, procedures, persons and tools he came up with the 

one best way to do this task trough rightly selected tools, persons and methods. He 

summed up his research which are now known as “Taylor’s four principles of scientific 

management” stated below; 

i. Scientifically study each segment of task and develop one best way to perform that 

task 

ii. Scientifically select workers (right person on the right job), trained them to achieve 

high efficiency 

iii. Cooperate with workers to ensure that they are working according to defined 

scientific methods 

iv. Clearly separate the managers from workers in their duties and responsibilities. 

Managers are responsible for planning of work, activities, methods, division of 

work whereas workers are responsible to execute given tasks.  

 

His approach of scientific management also named as “Taylorism”.   His work was taken 

forward by Frank Gilbreths.  
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Frank Gilbreths 

Frank Gilbreths (1868-1924) along with his wife (Lillian Gilbreths, 1878-1972) were 

amongst strongest advocates of scientific management. He became bricklayer and trained 

young bricklayers. He documented his observations that even experienced workers were 

found to be inefficient. Therefore, both of them worked on motions/activities and filmed 

every motion involved in bricklaying then checked film frame by frame to identify the needed 

and unneeded motions. They cut down the unneeded activities from 18 to 4. This has 

increased the efficiency greatly and increased the bricks laid per day from 100 to 2700.   

 

Henry L. Gantt 

To take Gilbreths work to advance level, Henry L. Gantt (1861-1919) known for his 

contribution “The Gantt Chart”. Gantt Chart is the illustration of a project, scheduled 

activities, time and date and this tool is still in use today. Based on this, he has developed 

a unique pay rate “guaranteed pay rate” which guaranteed the workers a rise in pay after 

reaching on certain standards.  

 

2.1.2 Administrative Approach to Management 
Administrative approach elaborates the responsibilities of managers and executives. 

According to this approach, they are responsible to coordinate the activities of workers, 

departments and units across the organization. Major contributors of this approach Henri 

Fayol and Chester Barnard.  

 

Henry Fayol 

Henry Fayol (1841-1925), was a French industrialist. He started his career in a coal and 

iron company where he was promoted to managing director. He played a key role in 

taking out the company from financial turmoil to a strong position. He is author of a book 

titled “Administration Industrielle et Générale” which was written in Italian language, 

containing practical guidelines for effective management. According to him, management 

is completely different from other disciplines such as accounting, finance, production, 

purchase, distribution etc. but it is common to all types of businesses.  

 

He identified the core functions of management as planning, organizing, commanding, 

coordinating and controlling. These functions are similar as we discussed in first unit of 

the book. Apart from management functions, Henry Fayol is also famous for his 14 

principles of management. These principles are formulized as guidelines for managers. 

These principles guide them in performing their duties and responsibilities.  

 

According to him being manager, you should apply these principles to successfully get the 

work done from your subordinates. 14 principles of management are given in table below.  

 
Fayol’s 14 Principles of Management 

Sr Principles Description  

1 Division of Work Divided the work amongst labors. It will make employee 

specialist and result in efficiency. These apply to both 

managerial and operational staff. 
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2 Authority Authority is the legal right a manager has to exercise power. 

Such as to give orders, directions, rewards and punish.  

3 Discipline  Discipline is the obedience to rules and regulations of an 

organization. 

4 Unity of Command An employee should receive orders from one manager/boss. 

5 Unity of Direction All efforts of employees should be aligned to achieve one goal 

of an organization. 

6 Subordination of 

individual interest to 

general interest  

The interest of one employee or group of employees should 

not be given preference on organizational goal/objective. 

 

7 Remuneration Every employee of an organization should be compensated 

against the services he rendered to organization. 

8 Centralization This refers to decision making which is made at top 

management. 

9 Scalar Chain Scalar (hierarchy) chain of authority flow from top to bottom. 

10 Order Order refer organizing, well placement of resources, even 

right person for the right job 

11 Equity A manager should treat his subordinate equally, fairly and 

kindly 

12 Stability of tenure of 

personnel 

Managers should plan for human resource, promotion, 

replacement and hiring 

13 Initiative Managers should develop an environment which encourage 

the subordinate to take initiatives.  

14 Esprit de crops Manager should develop an environment of team working, 

harmony and unity within organization.  

 

Many of the above discussed 14-principles of management are still in practice. With the 

change in organizational culture and context, some of these are not recommended for 

success.  

 

Chester Barnard 

Chester Barnard (1886-1961) is also a major 

contributor to administrative management, started his 

career as a statistician and became president of New 

Jersey Bell Telephone Company in 1927. He recorded 

his observations in a book titled “The Functions of 

the Executive”. As an administrative, he presented the 

concept of “Acceptance Theory of Authority”. This theory states that authority does not 

depend much on the person who gives orders rather it very much depends on the 

willingness to response from the person who receives those orders. According to him 

subordinates will accept directions and orders if; 

 Subordinates understand communication 

 Subordinates find consistency between directions and goal of the organization 

 Subordinates’ actions suit for both their needs other employees’ needs 

 Subordinates feel confident to comply with the directions 

 

Authority is defined as a legal 

right to exercise power.  E.g. 

Power to punish, terminate, 

hire, reward etc.  
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This concept highlighted the concern for workers and those concerns have become part of 

behavioral approach to management.  

 

2.1.3 Bureaucratic Approach to Management 
This approach is presented by Max Weber (1864-1920), a German sociologist, worked as 

consultant, author and researcher. His major contribution is to define an organization as a 

“rational entity”. He characterized such organization by; 

 Specialization of Labor   Division of labor and division of tasks and activities  

 Formal rules   A clear direction through clearly written rules and procedures guide 

the behaviors of employees at job   

 Hierarchy  A clearly defined hierarchy determines the reporting lines and 

commands 

 Impersonality  Application of rules and regulations uniformly throughout 

organization 

 Career Development A fair career development and promotion schemes  

 

Organizations with such characteristics are termed as “Ideal bureaucracy”. The 

bureaucratic organizations are nor misinterpreted with nepotism, red tape culture etc. 

ideal bureaucracy which was defined by the Weber is about centralization, rigid, formal 

and with the right workforce on right job.  

 

2.2 Behaviorist Approach to Management 
 

Marry Parker Follet 

Marry Parker Follet (1868-1933), was a well-known behaviorist. She was a social worker 

and passionately worked on issues regarding employment and workplace. She worked on 

group functioning and argued that workers in organization are influenced by the group 

within which they are working. Her work led to emergence of human relations and 

stresses the managers to understand the human behavior and its dynamics. She 

emphasized on following human dimensions in organizations; 

 Encourage cross department team formation and 

enhance communication channels across 

organization. 

 Employees who work in group could control 

themselves and their activities. 

 Employees and managers should work together and 

should developed a joint power and cooperation for 

effective results.  

 Conflicts may be resolved in a way that is satisfactory to all. 

 Encourage employee participation in different processes in organization such as 

decision making, conflict resolution etc. and support employee autonomy.  

 Authority should be attached with knowledge not with the position in 

organizational hierarchy.  

Autonomy is defined as 

degree or level of freedom 

and discretion given to an 

employee to perform his/her 

job by managers  
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The contribution and the ideas she proposed are still in practice in contemporary 

management. Therefore, we can conclude that her contributions were the basic ideas 

behind contemporary and modern management practices.  

 

2.2.1 Hawthorne Studies  
Hawthorne is a city in California, USA.  A series of research experiments were conducted 

at Western Electric Company’s Hawthorne Plant during 1924 – 1932, hence named as 

Hawthorne Studies.  

 

These series of experiment were supervised by Elton Mayo, who was a psychologist and 

industrial researcher and was working at Harvard University along with Fritz J. 

Roethlisberger, Mayo's graduate assistant and William J. Dickson, head of the 

Department of Employee Relations at Western Electric Company.  

 

His experiments played significant role to develop the human relation approach. The 

main objectives of these experiments were; 

 To measure the impact of physical conditions on productivity   

 Selection of tools and methods to increase the worker’s efficiency 

 

Experimental Arrangements 

To achieve above stated objectives, series of experiments used different factors (light, 

informal grouping etc.) and tested their effect on worker’s productivity. This study was 

conducted in three sets. Each set with respective experimental arrangement is elaborated 

below. 

 

First Set of Studies: The first set of experiments 

performed between 1924 to 1927. Two groups were 

formed, the experimental group and second one is 

control group. In first set, the impact of light 

condition was observed on productivity. The intensity 

of light was reduced for experimental group while the 

light was kept constant for control group. On 

comparing the performance of both groups, following 

results were found; 

 Initially the performance of both groups increased. 

 Due to dim light, experimental group complained, which caused decline in their 

performance. However, both groups ended their projects, but experimental group 

outperformed.  

 

The surprising output was posed a question that what were the factors behind outstanding 

performance of experimental group. This question pushed them to perform another set of 

experiments.  

 

 

Control group is a term used in 

research, is a group in an 

experiment/study that does not 

receive any treatment. This is 

designed to minimize the 

influence of variables.  

https://en.wikipedia.org/wiki/Fritz_J._Roethlisberger
https://en.wikipedia.org/wiki/Fritz_J._Roethlisberger
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Second Set: The second set of experiment was 

conducted between 1927 and 1933. This 

experiment was conducted on five women from 

assembly department placed in a separate assembly 

test room. This arrangement was made to measure 

the impact of different working conditions such as 

no official supervisor, workers are given 

permission to leave workstations without asking, 

workers received a lot of attention from 

management, pay, rest time, work day length and 

sometime provision of free lunch. The results of second set of study were found to be; 

 Change of supervisor positively affected their productivity. 

 Informal group or team formation create an environment of competition and they 

complete their work on time. 

 Special attention paid to group members, motivated them for extra efforts.  

 Other factors such as rest time, pay, working hours, free lunch etc. did not 

contribute much to their performance.  

 

The results of second set of studies led to the emergence of an important concept known 

as “Hawthorne Effect”. This concept is defined as the change in behavior of a person in 

response to the awareness that his actions and behavior is being observed. If a person 

knows that he is being observed he would consciously perform well. Such behavior may 

have affected the original outcomes of the study.  

 

Contemporary researchers argued that the increase in productivity may be resulted due to 

change in supervisor not from Hawthorne Effect.   

 

Third Set: Third set of study carried between 1931 to 1932. In this experiment, a group 

of male workers was observed in a famous bank wiring observation room. Mayo and his 

colleagues discovered the following results;  

 Work group established their own informal group performance norms. They used 

those norms to decide when to restrict the output and when to speed up the pace of 

performance.  

 

Third set of study concluded that group working significantly affect the performance as 

supervisor.  

 

The Hawthorne studies evident that social aspects such as teamwork, autonomy, informal 

norms, group member relations, cooperation and communication have significant impact 

on productivity.   These outcomes played key role in setting the foundation of human 

relation approach. 

 

2.2.2 Human Relations Approach 
Hawthorne studies have highlighted the importance of social aspects at work. Early 

management approaches were more focused on designing the best methods, financial 

  Experiment group a term used in 

research, is a group in an 

experiment/study that receives 

treatment. Group is designed to 

measure the impact of variables. 

Then the results are analyzed by 

comparing the output of control 

and experimental group. 
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incentives, rigid organization structure to improve productivity but Hawthorne studies 

emphasized the need to concentrate on social dimensions. This approach takes human 

relations among workers, between employees and managers. This approach therefore 

introduced two important concepts, employee motivation and leadership style. The early 

contributors to these concepts were Abraham Maslow and Douglas McGregor.  

 

Abraham Maslow (Employee Motivation)     

Abraham Maslow (1906-1964), a psychologist served as a chairman of department of 

psychology at Brandeis University. He is known for his contribution Motivation is a 

driving force which affects the choice of alternatives in the behavior of a person. It 

improves, stimulates and induces employees leading to a goal-oriented behavior. This 

theory is discussed in detail in unit 7.  

 

Douglas McGregor (Employee Motivation) 

McGregor (1906-1964), a psychologist has developed two assumptions based managerial 

roles and named them as Theory X and Theory Y. According Theory X, a manager is 

supposed to be aggressive and knows to use power and authority to get the work done. 

Theory Y defined manager who delegate the work and trust their subordinates. This 

theory is discussed in detail in unit 7.     

 

2.3 Quantitative Approach to Management  
 

With the evolution in research paradigms, social scientists started giving importance to 

the numbers of experiments. In the same way, management sciences also started to focus 

on numbers and used different quantitative techniques to process those numbers to make 

accurate decisions. An approach to management aimed to improve decisional 

effectiveness through applying different statistical and mathematical tools is named as 

quantitative approach to management. Main focus of this approach is: 

 Effective Decision Making 

 Processing of Information 

 Use of statistical and mathematical techniques  

 

Two key emerging areas under this approach which are discussed below.  

 

2.3.1 Operations Management 
Application of mathematical and statistical tools specifically in operations related 

activities such as work scheduling, production, inventory control and management, 

delivery etc. is named as operation management.  This branch of management sciences 

has successfully incorporated in service industry as well.  

 

2.3.2 Management Information System  
Advancement in technology has greatly affect the management practices. Organizations 

are now more inclined to adopting new technologies to manage time and other resources. 

A specific type of technologies use by the organizations to process information for 

effective decision making is named as management information system.  
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2.3.3 Total Quality Management  
Implementation of technologies in every function of the organization to maintain the 

quality is named as total quality management. This approach aimed for:  

 continuous improvement  

 customers’ satisfaction 

 accurate measurement and deliveries 

 employee empowerment   

 

The quantitative approach directly deals with information, timely and accurate decision 

making, planning and controlling to maintain the organizational performance to deliver 

the best.  

 

2.4 Contemporary Approaches to Management  
 

Business world is becoming dynamic day by day and this has increased the uncertainty 

and risk. The previously discussed approaches to management are about internal 

environment, this approach is dealing with external environment and management 

practices. Based on the interaction of organizations to the outer world, this approach 

discussed two perspectives: 

 

2.4.1 System Approach 
In this theory, organizations are viewed as a system. System is defined as set 

interconnected and interdependent set of activities performed to achieve a single goal. 

Every organization has these four basic activities:  

 Acquiring input resources 

 Processing and transformation of input resources 

 Output (finished goods or services) 

 Feedback (information etc. on outcomes) 

 

For inputs, outputs and feedback, organizations have to interact with external 

environment. An organization who occasionally interacts with external environment and 

does not get affected with the prevailing external environment is named as “Closed 

System”. Whereas an organization who continually interacts with external environment 

and get affected with the prevailing external environment is named as “Open System”.  

 

In most of the countries, organizations are part of open system. China is an example of 

closed system where organization performed as per directed policies shared by the 

government.  

 

2.4.2 Contingency Approach  
This approach does not bound managers to practice a specific set of principles. The 

constantly changing business world is the big justification for the contingency approach. 

This approach encourages management to adopt those methods and practices that go well 

with the situation. Therefor it is also named as situational theory. This approach says no 
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approach is the best approach, the best approach is the one which produce effective 

results in given situation.  In this case, managers need to sense the situation first and them 

apply any of the management’s approaches or combination of approaches. It is worked on 

“If-Then” functions.  This approach is considered as successful and flexible in achieving 

targets.  
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Summary 
 

Management evolved over a period from classical to contingency approach. Classical 

approach highlighted the scientific way or working where employees were treated as 

machine and no acceptance for the mistake committed by them. Whereas behavioral 

approach focusing on human and encourage those practices that define human behavior 

as productive for organization. Quantitative approaches however focusing on using of 

statistical models for effective decision-making. The last approach is the contingency 

approach which says management may adopt different practices according to the 

situation.  

 

Practice Questions 
 

Q.1 Identify the major contribution of scientific management to development of 

management theory.  

Q.2 Describe Henry Fayol’s 14 principles of management and relate it with today’s 

world. 

Q.3 What are the key components of bureaucratic style of management? 

Q.4 What is the prime focus of the human relation approach? 

Q.5 Explain Hawthorne study and discuss the conclusion of the experiments conducted 

at GE plant.  

Q.6 How you see the quantitative management and its viewpoint? 

Q.7 Identify any organization you know and discuss managerial style they perform.  
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Introduction 

 

This unit defines an organizational external and internal environment. This unit discusses 

in detail the components of environment and explains why these components are 

important to consider. This unit will also enlighten students about what should an 

organization do to in-combat with the risk attached to the external and internal 

environment factors.  

 

Objectives 
 

After Studying this unit, students will be able to: 

 to explain the concept of organizational mega environment 

 to define the components of task environment 

 to explain the internal environment of an organization 

 explain the sources of culture and how it can be changed 

 to know contemporary challenges to the organization 
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3. Environment and Types of Organizational Environment  
 

To run a successful business, managers need to look at different environmental factors that 

may influence the business’s operations. Major factors that found outside the organization 

have strong impact hence affect the decision-making process. Some of the environmental 

factors are beyond organizational control and some can be strategically controlled by the 

management. This chapter is a detail description of environment and its components.  

 

The factors, forces or elements that surrounds an organization is defined as an 

“environment”.  If the elements are outside the organization’s boundary is termed as 

“external environment” and the forces that exist within the boundary of an organization is 

known as “internal environment”. Let us discuss each component in detail.  

 

3.1 External Environment  
 

The major factors and forces that exist outside the organization which are beyond the 

management’s control with potential to greatly influence the success of a product or 

services. Organizations manage interaction with the external environment. Based on the 

intensity of interaction with the external forces, external environment is categorized in 

two major divisions. 

a. The Mega Environment 

b. The Task Environment 

 

3.1.1 The Mega Environment   

The mega environment also called general environment is that segment of the external 

environment which reflects the broad trends and conditions of the societies within which 

an organization is operating. Major components of the mega environment are described 

below;  

1. Technological Component of mega environment has the following characteristics; 

 Technology is the particular state of knowledge which is a source of 

invention, advancement and development. 

 Competition in the market push organizations to invest in research and 

development to gain competitive advantage.  

 Businesses are now trying to install technology in operations, products and 

use technologies to render their services.  

 Organizations with advance technologies are more efficient than other in the 

market. 

2. Economic Component of the mega environment defines 

as a system of producing, distributing and consuming 

wealth. These components have a strong influence on 

business’s strategies to produce, price and market the 

product and services. The economic system varies from 

country to country. Some of the countries practice capitalist economy and some are 

found socialist. 

Capitalist Economy 

governed by the 

market forces.  



33 

There are also some countries practicing hybrid system. The 

economic factors including inflation, exchange rate, per capita 

income, GDP growth, purchasing power, employment etc. are 

played key role in business decisions.  

3. Lega-Political Component of mega environment 

comprises of legal rules and regulations and 

governmental system. Legal and government systems are significant aspects which 

presurizing the organization to compliance with.   

 Legal and political grounds varies from country to country in which 

organizations are operating. 

 Organizations face different laws including environemntal pollution control, 

health and safety meaures at job, working conditions, fringe and benefits, 

customer protective act etc.  

 Political enviornment play key role in supporting and manipulating the 

market scandals and other market pressures.  

 Political forces now designed sector specific  governing agencies to support 

their role in economy. In Pakistan we have Oil & Gas Regulatory Authority 

(OGRA), Ministry of textile industry, ministry of commerce and industry, 

ministry of human rights etc. 

 With the passage of time customers and employees are now well awared of 

their rights and many cases aornd the globe reported where customers and 

employees sued orgnaizations.  

4. Socio-Culture Component comprises of detail description of the way people live, 

practice their attitudes, values, norms, beliefs and behaviours.  

 This component also provides information about population demographic 

which help to target the customers and to understand their buying pattern, 

choices etc. 

 Managers are keep on monitoring this aspect of mega environemnt to sense 

threat and opportunities.  

 Changes in socio-culture trends can result into shift in demand for products 

and services. 

5. International Component entails chnages in countries across the border which 

can impact on business’s actions and deciosns.  

 International elements guide the business how to perfrom operation overseas, 

how to trade with other countries and how international economic factors 

such as exchange rate affect the value of their operations.  

 Businesses have also to look into details the legal factors to start business 

oversea.  

 With the passage of time countries started to sign agreement owth other 

nations to support the trade and business outside the boundary. To encourage 

the business outside the country Pakistan has signed many trade agreement 

with the neighbouring country includiing China, SriLanks, Malasia. 

 Managemnt make special efforts to deal with the international forces as these 

forces are beyond their control.  

Socialist Economy 

governed and 

controlled by the 

state.  
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The analysis of mega enviornment intially termed as PESTL Analysis, but as the 

business moving on from century to the next century facing different challenges and 

forces. 

 

3.1.2 The Task Environment  

The part of external envioenemnt which is immediate close to the organization is called 

“Task Enviornemnt”.  It consists of all those forces act in a location where organizations 

are operating.  Mega environemnt is beyond companies’s control whereas coampanies 

can influence the components of task enviornment. It is important to know that mega 

enviornemnt acts similar to all businesses whereas the components of task environment 

varies for every other organization. Therefore, each business must has to assess its task 

environemnt to devise related strategies.  Components of task enviornment are explained 

below;  

1. Customers and Clients component consists of individuals who buy the 

companie’s product or services. Customers and clients are now becoming the focus 

of organizations and they try to put efforts to satisfy their customers and clients. 

 With the advancement in technology companies are now directly connected 

to their customers. 

 To gain customer loyality the concept of customized products or services has 

now been significantly practiced.  

2. Competitors are those businesses or organizations offering same type of products 

and services. These companies and organizations satisfy the same customers’ 

needs.  

 Management keep monitoring their competitors’ move and devise reactive 

strategies.  

 Companies are now spending to collect information about their competitors 

and their actions to remain competitive in the market.  

3. Suppliers are those companies haat provide raw material and other input material 

to the organizations. Those raw material and inputs are processed by the companies 

into finished goodss and services.  

 An organization may have more than one suppliers to conduct its business. 

This would help organization to bargain on prices and minimize the cost.  

4. Labor Supply is another component of task enviornment define as the availability 

of labor in the labor market. Companies also make assessment the of labor market 

for the required skills.  

 Organizations put special efforts to retain productive human resource through 

paying competitive salary package and other fringe and benefits.  

 With the emergence of boundryless organizations, companies are now recruit 

employees from all around the world. This pose a challenge to organizations 

to manage workforce diversity. 

5. Government Agencies are those direct agencies to ensure compnies’ compliance 

with the rules and laws (e.g. consumer, product and services, registration and 

documentation).  
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6. Stakeholders are those individuals or group of individuals or organizations having 

interest in compnie’s operations. These individuals or group of indivduals may 

affect and get affected by the decisions as they have vested interest in organization.  

 Key examples of stakeholders are investors, shareholders, customers, 

employees, government, suppliers, unions, community and directors.  

 The interest and intensity to influence the decision of different group of 

stakeholders varies greatly. For example shareholders’ interest and power to 

influence is different from the interest and powers of unions in the 

organizations.  

 Companies asses the scope of interest and power to influence of each 

stakeholder to manage strong relations with them to keep them satisfied.  

 Based on the scope of interest and power to influence, organization map their 

stakholderss and devise following startegies to manage them.  

 Stakeholders with High-Power and High Interest are preferred by the 

business and termed as key players and need to be closely managed. This 

group of stakeholders includes shareholders, investors, unions, government, 

executive management etc. organization should engage them in deciosn 

making process and ensure its implementation.  

 Stakeholders with High-Power 

and Low Interest are source of 

significant risk as they have 

power to influence the business 

decisions. Management tries to 

keep them satisfied by 

enaginging them in their 

interest areas. (e.g. Regulators) 

 Stakeholders with Low-Power 

and High Interest are those 

group of individuals who has 

high inerest in organizations 

operations. Management to minimize the risk adopt startegy to keep them 

informed. (e.g. media, community, customers etc.) 

 Stakeholders with Low-Power and Low Interest are considered as 

insignificant and management need to do minimal effort to deal with them. 

 

The above section discussed external environment and its components next section 

describes the characteristics of external environment.  

 

3.1.3 Characteristics of External Environment  
The components of external environment are beyond organizational control. Therefore, it 

is very important for any business to monitor and assess the vulnerability of each 

component. Management at top level monitors the external environment and collect 

complete information to make counter strategies in order to minimize the risk factor. To 

analyze the external environment, two aspects should be taken in account, the uncertainty 

and Environmental bounty. These terms are defined below; 
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i. Environmental Uncertainty: the environment with unpredictable factors is 

termed as uncertain environment. Greater the unpredictability more vulnerable 

environment would become for organizations.  The environmental uncertainty can 

be assessed through two sub factors, complexity and dynamism.    

 Complexity: Environmental complexity is measured through the number of 

elements that exist in an external environment. The degree of complexity depends 

upon the number of factors and similarity amongst them. If the environment has a 

long list of dissimilar elements/factors, it would be defined as highly complex 

environment.  

 Dynamism: It is defined as the rate of change in elements of an organization’s    

environment. When the change is slow and predictable environment is defined as 

stable and if the environment is changing frequently and the changes are 

unpredictable is defined as unstable and dynamic environment.  

 

Combination of both components explained four types of environment uncertainty as 

given in the matrix.  
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Low Uncertainty  

 Small number of external 

elements. 

 Elements are similar or 

homogenous. 

 Elements stay stable and do not 

change. 

Moderately Low Uncertainty  

 Moderate number of external 

elements/factors. 

 Elements are dissimilar or 

heterogenous. 

 Elements change rapidly and 

unpredictable.  

Moderately High Uncertainty  

 Small number of external 

elements. 

 Elements are similar or 

homogenous. 

 Elements change rapidly and 

unpredictable.  

High Uncertainty  

 Large number of external 

elements/factors. 

 Elements are dissimilar or 

heterogenous. 

 Elements change rapidly and 

unpredictable. 

Homogeneous                                                                           Heterogeneous  

                                             Environmental Complexity  

 

 

ii. Environmental Bounty:  is defined as the degree to which an environment support 

growth and stability.  The environment rich in availability of input resources, 

equipment, capital, experience etc. defined it more supportive. Therefore, 

organizations attracted to those environment rich in availability or resource to 

initiate business operations.  

 

Managing External Environmental Factors 

Based on the environmental assessment results, organizations may apply one of the 

following or combination of following strategies. These strategies are stated below;  
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i. Adaptation: According to this strategy, organizations change their internal 

functions in response to the changes in external environment. To adapt to the 

external environmental changes organization may use following methods; 

o Buffering: It involves stockpiling (inputs/raw material) to minimize the risk 

of slow production. 

o Smoothing: involve those actions which minimize the impact of environmental 

changes. E.g. firms announced discounts in period of slow sales. 

o Forecasting: Management are trying to forecast environmental fluctuation in 

advance so that they can take timely decision.  

ii. Favorability Influence: In this approach, organization trying to influence 

environmental factors rather to get influenced through them. Organizations may 

affect the major mega and task environmental factors. Reaction in this case may 

vary from situation to situation.  

o Advertising¨: increase in advertising the product and services during mega 

events 

o Negotiating: Negotiate with suppliers, customers to achieve their 

favorability. Therefore, organization try to sign agreement with suppliers and 

go for strategic alliance with other organizations, trade associations, unions 

and public agencies to achieve support for growth.  

iii. Domain Shifts: in this approach, organizations shift their product line and services 

in order to changing buying behavior, demand and technological trends.  

 

Now have a look at internal environment and its components.  

 

3.2 Internal Environment  
 

The environment prevailing inside the organization is known as internal environment. 

The inside environment of an organization is defined through values, beliefs, 

assumptions, norms, behaviors, attitudes and actions which broadly grouped under 

culture.  These components of culture defined the ways of doing business, seven 

dimensions of organization’s culture are proposed discussed below; 

 Innovative and Risk Taking: The degree to which business encouraged their 

employees to take initiative and bear risk. 

 Stability: The degree to which business activities are being maintained.   

 Aggressiveness: The degree to which organizations are reactive and competitive. 

 Team Orientation: The degree to which organization arranged their activities, task 

and work in teams. 

 People Orientation: The degree to which business encourage, appreciate and 

reward their employees for their efforts. 

 Outcome Orientation: The degree to which organization’s actions are driven by 

outcomes, results rather than techniques and processes.  

 Attention to Detail: The degree to which management at organization paying 

attention to minute details and information to make precise and accurate decisions.   
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Practicing these norms and values strictly defines the culture as strong culture whereas, 

the values, norms etc. are not practiced and widely accepted by the employees is termed 

as weak culture. Some other characteristics of strong and weak culture are presented in 

the table below; 

 
Strong Culture Weak Culture 

Values, norms, beliefs etc. widely shared  Values, norms, beliefs etc. are not widely shared  

Employees know their firm’s culture Employees do not know much about their firm’s 

culture 

Employees relate themselves with the 

prevailing culture. 

Employees have little identification with culture 

 

To make organizational culture a “strong culture”, it is very important to communicate 

and practice norms, values, beliefs and assumptions in organization from top to bottom. 

To increase the awareness about organizational culture, organization use different means. 

It includes storytelling, rituals, artefacts or symbols, ceremonies etc. In organization, 

peers, supervisors, friends etc. tells about the event happened in the past. It may contain 

about the actions of employee, management, organizational rule etc. Whereas rituals are 

defined as the actions practiced most often in the organizations. Similarly, organization 

has some artefacts and symbols such as organization logo, color, design, values, 

statements are also mean of conveying culture.  

 

3.2.1 Entrepreneurial Culture  
Approaches to conduct a business have now changes with the emergence of new 

technologies, new product designs and customer willingness to pay. Competition has 

pushed organizations not only to compete over quality and price but compete over 

innovation, development and advancement. With changing dimensions, entrepreneurship 

is strongly encouraged all around the world to take new opportunity and fill the gap. To 

encourage entrepreneurship, a culture of risk taking, innovation and attention to detail 

may be established in organizations.   

 

Entrepreneurial culture is different from conventional or administrative culture which 

support routine activities. Below table is a brief comparison of entrepreneurial and 

administrative culture dimensions.  

 
Dimensions Entrepreneurial Culture Administrative Culture 

Strategies  Driven by opportunities Driven by available resource  

Commitment to 

opportunities  

Revolutionary  Evolutionary  

Commitment of 

resources 

Many stages with minimal 

exposure 

Single stage with complete 

commitment based on one decision 

Control of resources Use of freelance, rent required 

resources 

Employment, and secure ownership 

Management 

Structure 

Flexible, few managerial layers, 

informal communication channel 

Highly forma, many managerial 

layers, formal communication 
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Successful organizational culture is considered as an example and therefore, other firms 

in the industry try to adopt same cultural values to attain goals. For example, the culture 

in telecom firms is found to be similar open, acceptable, appreciable, rewarding and 

motivating employees, innovative and flexible.  

 

However cultural norms and values vary from industry to industry. Such as the culture in 

government agencies are found to be bureaucratic and administrative whereas private 

sector has its own culture to achieve their goals.  

 

3.2.2 Current Trends and Challenges 
To survive in intense and boundary less competition, organizational culture plays key 

role to address the contemporary trends and challenges. Current business scenario is 

moving towards innovation, customer orientation and employee focused.  

 

Innovative Culture: Although, innovation is very critical to all type of industries but some 

of the industries including telecom, information technology, automobile and other high-

tech industries. To drive innovation, we need a supportive culture with the following 

characteristics, 

 Challenge and involvement, organization establish a culture to involve employees 

in proposing new ideas and in decision making. 

 Give them enough freedom to think out of box. 

 Give them time and space to discuss their ideas. 

 Establish a culture to have constructive debate and express opinions. 

 Establish a culture that can tolerate uncertainty and risk attached to new ideas. 

 

Customer responsive culture prioritized customer and their demands and need. To satisfy 

customers a supportive culture with the following characteristics is highly recommended 

in the research,   

 Recruit employees with personalities and attitudes best fit with the provision of 

services to customers. 

 Job and work style which should be flexible so that customer based quick decisions 

may be taken 

Employees focused culture is the culture that value employees’ efforts, initiatives and 

commitment.  To broaden the scope, organizations started to practice a culture of 

spirituality. Culture of spirituality addresses the workplace spirituality which deals 

employees as human with mind and spirit. They have their own desires, purpose and life. 

Organizations establish a culture that deals with employee pressure, stresses and support 

in their goal achievement.  
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3.3 Corporate Social Responsibility 
 

The above discussion is about how culture supports organizations’ goal of satisfying 

customers, innovations and employees. This section is about community and 

organization’s obligations to work for community and society.  

 

What is Corporate Social Responsibility? 

 

The concept of Corporate Social Responsibility emerged in late 19
th
 centuries and it is 

opined that businesses are earning from the community; therefore they are also 

responsible to work for the betterment of the society and community. It is defined as “the 

organization’s obligation to seek and perform those actions protecting and improving the 

society’s welfare along with its own interests”. 

 

There are two views about corporate social responsibility in management; 

 The Classical View states that the main responsibility of the business is to make 

profits. This view was strongly advocated by Milton Friedman. He argued that 

management should work to maximize the interests of business and shareholders.  

 The Socioeconomic View supporting the managements’ responsibilities towards 

business and society as well. According to this view, organizations are not working 

in isolation they are part of society hence need to take care society and its 

components as well.  

 

The intense competition make organization to report about their economic as well as 

social responsibilities. With increasing role of media, social media community are now 

aware of their rights and can influence the business operations in case their rights are 

being violated. Number of researches carried out and it is found that investment on 

community help organization to achieve their economic goals. The performance of 

business’s social responsibility depends upon the managers’ ethical standards. Next 

section is a description of what is managerial ethics and four views of ethics. 

 

3.4 Managerial Ethics 
 

The response towards society, managerial ethical behavior plays key role. Ethics referred 

as rules and principles which define the right and wrong conduct. There are four views of 

managerial ethics including;  

 Utilitarian View of Ethics: According to this view of ethics, a decision is made that 

supports greatest good for most of the people. 

 Rights View of Ethics: According to this view, those decisions are made which 

ensure to maintain the fundamental rights of all human being. 

 Justice View of Ethics: in this view, the decisions are imposed fairly. 

 Integrative Social Contracts Theory: this view of ethics states that decisions should 

be based what (empirical) and what should be, means what is good should be 

performed (normative) factors. The term integration is defined as the involvement 
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of community specifically or generally. So, this view is based on the integration of 

two types of contracts, General Social Contract and Specific Contract.  

o General Social contract: In this mode, business operates according to the 

rules which are widely accepted across the society. 

o Specific Social Contract: In this mode, organization operates according to the 

rules acceptable in particular community or society.  

 

Managing Ethical Behavior?  
Ethical behavior in organization can be managed through following; 

 Increase awareness of employee’s diversity so that people accept the difference and 

respect each other’s culture, norms, values and beliefs.  

 Organization should establish a “code of ethic”. A code of ethics is a formal 

statement or document guiding organization’s members to follow and behave 

accordingly.  

 To design ethical rules and regulations, firms have ethical committee. Ethical 

committee is a group of people established to design policies, addressing ethical 

problems and reward ethical behavior.  

 To ensure ethical behavior, it is suggested to systematically assess the compliance 

of organization’s employees, organizational goals, polices and procedure with 

ethical policies.  

 Ethic training is another mean to manage ethical behavior through encouraging 

ethical behavior.  

 Whistle blowing is defined as “a process in which an employee reports about 

wrong doers in organization”.  
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Summary  
 

Business Environment is defined as a surrounding in which a business firm/organization 

performs. It consists of External and Internal environment. External environment is 

beyond organizational control; therefore managers use different techniques to assess the 

components of external environment. Organizations cannot influence the components of 

mega environment however the components of firms react and influence the factors of 

task environment. Culture is the most important part of internal environment as it defines 

firm’s way of working.   

 

Practice Questions  
 

Q.1 How you define an environment and why it is important for a business to assess its 

environment?  

Q.2 What are the key factors of task environment? Explain. 

Q.3 Define stakeholders and how the interests of stakeholders are managed by the 

organizations? 

Q.4 Identify the characteristics of external environment and discuss the strategies to 

manage external environment. 

Q.5 Define internal environment and identify key component of the internal 

environment. 

Q.6 Define culture and differentiate between weak and strong culture. 

Q.7 What is corporate social responsibility and your views about CSR and 

organization’s image? 

Q.8 What are your views about managerial ethics in today’s business environment?  
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Introduction 

 

Decision making is the essence of managers and key pillar of management sciences. 

Managers make decisions and pick the best from available options. This is a time taking 

process and involves critical steps. An effective decision making is considered as a key to 

success for a business. This unit is about decision making and decision-making process.  

 

Objectives 
 

After Studying this unit, students will be able to: 

 describe the decision making and decision-making process  

 provide step by step explanation of decision-making process 

 understand the difference between different types of decision making 

 describe the factors affecting decision making process 
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4. Decision Making: The Essence of the Managers 
 

In our everyday life we make choices, what to study, what career to pick, which country 

to go. Managers in their professional life make many decisions.  Decisions they make 

range from daily operations to long term. Therefore, some decisions are quickly made 

whereas long-term decision-making process involves multiple critical steps. Let’s discuss 

the decision-making process in detail. 

 

4.1 The Decision Making Process 
 

Managers at different managerial levels make different decisions, range from day to day 

to long term. They make choices and choose the best from available options. Top 

managers investigate the market and identify customer’s needs, wants and competitors’ 

actions so that they can take decisions accordingly. But making decisions is not just an 

easy task as it looks, everybody at different levels in the organization have to take 

decisions according to their designation. Research recommends that to become an 

efficient manager in decision making, follow the concept mentioned in the decision-

making process. Although, practicing these steps will not always result into desired 

outcomes, because every stage is critical and require the correct inputs.   

 

Let us try to understand with the example of a manager Mr. Mzmil, he has to decide 

which laptops should be purchased for his sales team. 

 

Step 1: Identification of a problem 

In the modern era with speedy advancement and upgradation in technology, Mr. Mzmil 

identifies that the old technology-based laptop is very slow and are not efficient in multi-

tasking which ultimately is affecting online sale process.  Here the problem originates. 

 

How does a manager find the problem? Most of the time the problem is not so clear like 

the flashing signal light. In this case, Mr. Mzmil’s sales representative started 

complaining about their computers, which was an alarming situation and needs to be 

addressed. Very few problems are very much obvious therefore, managers must be 

vigilant in keeping the difference between the problem and the symptoms of the problem. 

In the above example, online sales are the symptoms of the problem. Is a few percentages 

drop a problem? Or reduce in the sales percentage is the symptom of the actual problem, 

such as marketing, poor quality product or high prices. Keeping in mind the main subject 

is to identify the real problem here.  

 

Step 2: Identifying Decision Criteria 

Once the manager has found the problem, the next step is to figure 

out the decision criteria to solve the problem. Being a decision 

maker, criteria guides to make clear decisions. In the example 

mentioned above the Mr. Mzmil has set the following criteria to 

make a quick decision such as battery, warranty, weight, cost, 

screen size and reliability.  

What is important 

or relevant to 

resolve a problem is 

known as Criteria. 
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Step 3: Allocation of Weights to the Criteria 

If the criteria set by manager is not equally important, then he or she must give weights to the 

criterion indicators based upon their priority and importance. But how? The simplest way is 

to give the weightage of 10 to the most important criterion and then the weights to the rest 

based upon the standard. Obviously, you can use any number to the highest weight.  
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Figure 3: Decision Making Process 

Steps 4: Development of Alternatives 

The fourth step is to identify or create all possible alternatives require to solve the 

problem. In this step the job is to list the alternatives not to evaluate. Our sales manager 

Mr. Mzmil has created all the possible choices as shown in the Exhibit below such as 

Acer, Compaq, Sony, Toshiba, HP and Dell. 

 

Step 5: Analyzing the Alternatives 

Once the alternatives have been identified by the decision maker, next step is to analyze 

them but How? The answer is “criteria” made in Step 2. Manager Mzmil has assigned 

values after doing research on the given alternatives as shown in exhibit 4.2. Different 

criterion is used to analyze the available alternatives. Values assigned in this step will be 

multiplied to each alternative with the weight given in next step to get weighted 

alternatives as shown in the exhibit 4.4.  

 

Step 6: Selection of an Alternative 

The sixth step in decision-making process is selecting the best alternative in all aspects, 

look in exhibit 4.2, the alternative with highest score is HP and Dell. Mr. Mzmil has to 

choose either HP or Dell because both has scored (321) highest among other alternatives.  

 

Step 7: Implementation of the Alternative 

In this step, we have to implement the selected alternative or need to put decision in 

action to resolve the identified problem. It is effective to involve the person who 

supposed to implement the decision for timely and quick results.  

 

 

Choices 
Memory &  

Battery Storage 
Reliability Warranty Weight Cost 

Screen 

Size 

Acer 6 7 8 8 7 9 

Compaq 4 8 7 9 8 7 

HP 10 10 8 10 6 9 

Sony 8 6 10 6 5 9 

Toshiba 7 8 7 8 8 5 

Dell 10 10 6 10 10 7 

Exhibit 4.1 

Choices Reliability 
Memory & 

Battery storage 
Warranty Weight Cost 

Screen 

size 
Total 

Acer 56 60 64 40 28 27 275 

Compaq 64 40 35 45 32 21 237 

HP 80 100 40 50 24 27 321 

Sony 48 80 50 30 20 27 255 

Toshiba 64 70 35 40 32 15 256 

Dell 80 100 30 50 40 21 321 

Exhibit 4.2 
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Step 8: Evaluation of Decision Effectiveness 

The last step of this process is to evaluate the results of the decision to find whether the 

problem is solved or not. If the problem is fixed its good, and if not then manager needs 

to check where it went wrong. Was the problem not properly defined? Were errors 

occurred, while implementing the decision. Answers will lead you towards the proper 

way or might be to follow the process again. 

 

4.2 The Pervasiveness of Decision Making 

 

 Decision making is mainly important to the manager’s job. 

 Managers are called decision makers when they plan, organize, lead and control. 

 Managers make decisions every day for instance which employ will work and in 

which shift next week. 

 

4.3 Rational Decision Making 
 

Rational decision making says that managers need to look on the logics and consistency 

to make effective decisions.  

 

Example 

When Hewlett-Packard (HP) acquired Compaq, at that time company did not do the 

research about the Compaq that how the target customers feel about its products. The 

CEO-Carly Fiorina announced that they have acquired the Compaq. After that they found 

that customers do not feel good about the Compaq’s product comparing HP’S products, 

which had high market value. But it was too late HP’s performance was lost badly, as a 

result Fiorina lost her job. 

 

Assumptions of Rationality 

 Rational decision maker should be objective & logical 

 Problem must be crystal clear, manager should have done the home work regarding 

alternatives and it know about the outcomes. 

 Making decision rationally will lead the organization towards getting the goals. 

 Interest of the organization should keep in mind while taking any decision. 

 

4.3.1 Making Decisions: Bounded Rationality 

 In spite of unrealistic assumptions, managers need 

to be rational in decision making 

 A good decision maker identify problem, consider 

the possible alternatives, collect information and act 

intelligently. 

 Their decisions show that they were made intelligently. 

 Managers make the decision rationally (logically) but are bounded (limited) for its 

processing  

Satisfice 

Appreciate or accept the 

solutions which are best 
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 They cannot analyze or access all the information given for all the alternatives 

(Satisfice). 

 They select the option which is good enough. 

 Most of the decisions they make do not based on rationality, so they satisfice. 

 Their decision making is also get influenced by organization’s internal 

circumstances i-e culture, policies and escalation of commitment that is high rate 

of commitment to previous decision in spite of the fact it may has been wrong. 

 Example of escalation of commitment, is the Challenger space shuttle disaster 

made a decision of launching a shuttle, though this decision has many flaws and 

many people thought it was a bad decision. Why did decision makers escalate 

commitment to a bad decision? Because they did not want to admit the flaws in 

their previous decision. Instead of looking for new alternatives they showed 

commitment to their previous solution. 

 

4.3.2 Making Decisions: The Role of Intuition 

 What is intuitive decision making? 

 The declining market share was noticed by the managers at  stapler-maker 

Swingline ,logical scientific approach was used to address the issue, for three years 

this approach was followed  to introduce the new product in the market. On the 

other hand , at Accentra, Inc., founder Todd Moses used intuitive decision making 

and introduced his unique line of Paper Pro staplers without wasting time. 

 The intuitive decision making is based on feelings, past experiences and 

judgements. 

 Five different aspects of intuitions managers are shown in the figure given below. 
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4.4 Types of Decisions and Decision-Making Conditions 
 

All situations may not be unusual, and all managers face different types of problems and 

their solutions. 

 

4.4.1 Types of Decisions 
On the basis of problems and their solutions, managers use two types of solutions. 

1. Structured Problems and Programmed Decisions 

2. Structured Problems and Programmed Decisions 

 

1. Structured Problems and Programmed Decisions:  

 Some of the problems are straight forward, for instance a customer returns a 

good to the store and response of the news team to a breaking event etc. 

 Such above situations are described as Structured Problems as these are 

clear and  are Straight forward. 

 Let’s suppose a waiter spills the drink to the customer’s coat, now the 

customer is upset, manager needs to do something, as it is not the usual 

occurrence, so he can offers customer to get his coat clean on behalf of 

restaurant’s expense (Programmed decision) 

 The response of a manager to a structured problem following a series of steps 

(Procedure) e.g. a purchasing manager gets the offer from a warehouse 

manager of purchasing 9 inventory goods. Now manager knows how to deal 

with it following the purchasing procedure of the company. 

 A statement that tells a manager what can or cannot be done (Rule) 

 The guidelines for doing any decision (Policy). Opposite of the rule, a policy 

sets general measures for decision makers. Sample policy statements are 

given below. 

 The customers always stood first and should be satisfied. 

 Employee’s salary must be competitive within the market standards. 

2. Un-structured Problems and Non-Programmed Decision  

 Those problems which are new and not usual and don’t have enough 

information for it (Unstructured Problems). 

 To solve the unstructured problem, managers need to look for unique 

solutions. Nonprogrammed decisions looks for custom-made solutions and 

they are unique. 

 
Characteristic Programmed Decisions Non-Programmed Decisions 

Nature of Problem Structured Unstructured 

Top (managerial level) First line level Top level 

Number (Frequency) Repeated New, not usual 

Data Available already Incomplete 

Target Clear Particular 
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Solution’s time frame Short Long 

Solution Depends on.. Rules & Policies Creative 

 

4.4.2 Decision-Making Conditions 
 

There are three different conditions managers face while doing decision, i.e. Risk, 

Uncertainty and Certainty. 
 

Certainty: One of the ideal situations of making decisions. 

 The outcome of every alternative is known, so managers can make decisions very 

smartly and accurately. 

 For instance, information regarding interest rate which each bank is offering and 

the earning on the funds, is important to make decision to take loan form bank. It is 

certainty. 

 

Risk: The state of decision making in which the decision maker can estimate the chances 

of the outcomes of certainty.   

 Managers have data from past experiences or secondary data. 

 For instance, a resort manager wants to add another lift, he has the past data of last 

10 years i.e. one year of light snow fall, 4 years of heavy, and 5 years of normal 

snow fall along having the data of revenue generated each year. We can use this 

data by calculating expected value of each year (Exhibit 4.4) 

 
Event Expected revenue * Probability = Expected value of 

each alternative 

Heavy Snow fall $800,000 * 0.4 = $320,000 

Normal Snow fall $710,000 * 0.5 = 355,000 

Light Snow fall $325,000 * 0.1 = 35,200 

Total     710,200 

Exhibit 4.4 
 

Uncertainty: In some of the situations we are not certain about the outcomes of the 

alternatives. Such situations are known as uncertainty. 

 In the situation mentioned above the managers need s to take the decision on the 

basis of the given data and on psychological orientation. 

 

4.5 Decision Making Styles 
 

Nike’s CEO, William D. Perez served for only 13 months, its co-founder Phil Knight, 

both of them involved in decision making process. Perez depends more on data and facts 

rather than other things and Knight highly valued his judgements. So, managers use 

different styles while taking decisions. 

 

Linear–Nonlinear Thinking Style Profile 

 Recent research on four different groups shows that decision making approaches 

by, some one’s thinking style. 
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 Thinking styles depicts two things, one is source of information (data & facts or 

feelings & intuition) and the second is processing of information using linear 

method (logical or analytical way) or non-linear method (creative or insight). 

 These four methods merged in two styles  

1. Linear thinking style 

2. Non-linear thinking style 

 In linear thinking style the external data or facts is being processed by logical and 

rational thinking way. 

 In non-linear thinking style, internal source of information (internal feelings or 

intuitions) 

 

4.6 Decision Making Biases and Errors 
 

Managers use “rules of thumb” or heuristics while making decision. Sometimes manager 

use rules of thumb which leads them towards the biasness and errors of data processing. 

Figure below shows different types of errors and biases that managers make. 

 

Common Decision Making Biases 

 
 

 When managers hold unrealistic positive image of themselves and about their 

performance, this is overconfidence bias. 

 The decision makers who want to get the immediate results, avoiding the 

immediate costs, termed as immediate gratification. 

 The anchoring effect shows the, decision makers get stick with initial information, 

without doing further research, hence information received later is not adjustable in 

decision-making process.  

 The data collected in first impression (price, ideas etc.) does not carry heavy 

weightage comparatively to the data received later. It is termed as selective bias 

when data is being selected by decision makers and bring through analysis. 
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 Those decision makers who get attached or re admit the past data and proves the 

information false which shows that they do not admit it. It is known as 

confirmation bias. 

  The selection and highlighting of certain points or giving importance to specific 

aspects of a given situation, while excluding the other is framing bias. 

 The availability biasness occurs when the decision makers focus on most recent 

information or the events which are clear in their memory which in turn destroys 

the objectivity of the concept. 

 Sometimes the decision makers analyze the probability or chances on an event, on 

the basis of its resemblance with the other events. They look the similarities where 

they do not exist, it is representation bias.  

 Sometimes the decision makers just try to get the meaning from any random event. 

The random event can happen to anyone and there is no need of it to get any 

important meaning through it but they are facing difficulty in the process of 

decision making, so they do so. This is randomness bias. 

 The sunk cost error is that decision makers get stick with the wrong choices done 

in the past and think that making decision currently can change the past or fix it. In 

spite of ignoring sunk cost they cannot forget the past decisions. 

 In self-serving bias, the decision makers are ready to take the success of the results 

of their own choices and blame others for the failure or external factors. 

 Once the outcome becomes aware by the decision maker, he believe falsely that it 

will be the correct outcomes of the event, is hind-sight bias. 

 

Overview of Managerial Decision Making 
Figure below is an overview of managerial decision making. Managers want to make the 

best decisions, for this they select the best suitable alternative, implement it, then analyze 

it and hoping for best outcomes. The process of decision making is depending upon the 

four key factors i.e. decision-making approach, the type of problems, decision making 

conditions and decision-making styles. Each of the factor above is responsible in 

effective decision making. Whatever the type of decision is, either related to employees, 

introduction of a new product in the market etc. all these can be given the shape 

accordingly. 
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4.7 Effective Decision Making in Today’s World 
 

At IKEA, Per Carlsson the product development manager, his job is to identify the 

problems by the company’s product strategy council and transform them into the 

products or furniture that customers want to get around the world. In Asia, customer’s 

needs and wants are different from North American’s customers. His decisions put IKEA 

on the way to success. Following are some guidelines for effective decision making in 

today’s world. 

 

 Get familiar with Culture Differences. Effective decision making depends upon 

the culture, beliefs, living patterns of the people. 

 Know when it’s time to call it quit. When it is obvious that your decision is not 

working just stop it at once or pull the plug off.  

 Use an effective decision-making process. According to experts, an effective 

decision-making process has six following characteristics. (1) Focuses on 

importance. (2) Logical & consistent. (3) Subjective & objective thinking blends 

with analytical and intuitive thinking. (4) Analysis of a particular situation. (5) 

Encourages the collection of relevant data. (6) Reliable & easy to use. 

 The organization must be adaptive towards the changing business environment. 

Karl Weick an organizational psychologist proposed that highly Reliable organizations 

(HRO’S) have five habits. (1) Their success does not feel them proud or are already 

occupied with their failures. Organizational environment must be safe for the people 

where their leaders feel trusted. (2) The first line workers have direct contact or direct 

interaction with the customers, so they have more knowledge about the customers, so 

get their input in decision making. (3) The unexpected things provide the solutions. (4) 

As business is a complex, so they accept complexity. Instead of simplifying the data, 

they get into the understanding of the complex situation. The keep on asking why, 

unless get deeper into the problem and comes out with possible solutions. (5) These 

organizations keep on trying to expect but they know, they cannot expect everything. 
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As according to Weick, they don’t think first and then act, they actually think by acting. 

By doing things we come to know what will work or what will not. 

 

Making decision in today’s time is not an easy job, so good manager follow the decision-

making skills, that are plan, organize, lead and control. 

 

4.8 Group Decision Making 
 

Group decision making is also known as collaborative decision making. In this decision 

making, the individuals need to collectively choose the best option from the given 

alternatives. It has the advantages as well as the disadvantages. 

 

Advantages 

 Generally, a group has more expertise, skills and knowledge as compared to an 

individual.  

 Greater number of individuals give more alternative solutions for the problem. 

 The participation of each member of the group leads towards the best solution of 

the problems.  

 

Disadvantages: 

 Time consuming process. 

 Manipulation of the decision by the group members towards the direction of their 

liking and interest 

 Sometimes the decision is based on the compromise between the alternatives given 

by the group members. 

 

Techniques for Improving Group Decision Making 

 There are certain group decision making techniques which can be used to improve 

it. 

 Brainstorming: For creating different alternatives brain storming is done 

 Nominal Group Technique: A technique in which the group members perform 

independently but physically present 

 Electronic meeting: Group members are connected by computers. 
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Summary  
 

The success of business lies in effective decision making which is essence of 

management. Decision making involves number of steps and each step requires 

substantial focus and information. To be effective in decision making, decision making 

styles, prevailing situations, approaches play key role. Decision making process may be 

affected by different errors and biasness which should be controlled.  

 

Practice Questions  
 

Q.1 Define decision making and its importance for business. 

Q.2 Identify key steps involve in decision making process. 

Q.3 Discuss and compare different decision-making types. 

Q.4 Identify different decision-making styles and write the effectiveness for 

organization. 

Q.5 Describe different decision-making conditions and how those condition affect 

decision-making type, style and process? 

Q.6 What are the potential errors may occur while decision making? 

Q.7 What is your opinion about effective decision-making in today’s dynamic business 

world?  
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Introduction 

 

Without planning, an organization is driven by every single change in its environment. 

This is not good for the success of any business. Organizations are planning by keeping 

in view the future forecasts of different mega environmental factors. Planning is one of 

the key functions of management that sets goal for the organization. It involves multi-

stage process, which is discussed in this unit. 

 

Objectives 
 

After Studying this unit, students will be able to: 

 understand planning and why mangers plan? 

 understand and examine planning process. 

 understand the process of goal setting and its importance in planning process. 

 understanding the different types of planning 

 understanding environmental scanning and its key components. 

 get an understanding of different approaches to planning 
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5. Planning  
 

You may think that at this stage “planning” is not relevant to you, but if you are looking 

at your class timetable for the next semester, adjusting time to leave home to attend class 

or if you are thinking to complete your management project on time and which group 

member will do which part of the project, who will present it etc. it means you are 

actually performing one of the key management function and that is “planning”. No 

matter you are planning as student or as manager the fundamentals would remain the 

same such as goal setting, list down activities, assigning tasks and evaluate whether the 

set target achieved or not. Similarly, Planning is an important part of all managers’ key 

functions which they do for their organization. However, what they plan and how they 

execute is different from one manager to other in a hierarchy. In this unit we discuss what 

is planning? How managers plan? Planning tools and techniques.  

 

What is Planning? 

Planning is the process of defining organizations’ goals, making strategies to get to those 

goals and developing plans to coordinate with work activities. Planning is all connected 

with “what” we want to achieve and “how” to achieve it. 

 

Why Do the Managers Plan? 

Why should managers plan? We mentioned four of so many reasons, to answer it. First, 

planning gives the same direction to every member (managers & non managers) of 

organization. When the employees are familiar with the organization’s goals, they can 

coordinate for getting it.  

 

Secondly planning minimizes the uncertainty by forcing managers to consider the change 

and keep in knowledge its impacts.  

 

Thirdly planning reduces wordiness and waste, when work is in coordination with the 

plan, inefficiencies are reduced and corrected. 

 

Finally planning develop the goals which are used in controlling. When the managers 

plan for organization, they set the goals and plan and control performance by looking at 

whether the goal is achieved or not. The organizations do not get to their set goals 

without planning. 

 

Planning and Organization Performance 

Is planning worthwhile? Many of the studies have taken place to look the connection 

between planning and performance. Most of them showed positive connection, while it is 

not necessary that organizations who do planning show performance while those who do 

not show poor performance.  What can we conclude from this? 

 Firstly, formally planning is followed by high profits. 

 Secondly, implementing the good planning gives performance rather than only 

doing planning. 
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 Thirdly, where formal planning does not lead to performance, most of the time 

external environment (powerful labor unions & governmental regulations) is 

responsible for it. 

 

Finally, the planning time frame going to influence the planning- performance 

connection.  

 

5.1 Types of Planning  
 

There are different types of plans as shown in the figure 

below, four key factors that help to categorize the plans 

including breath, timeframe, specificity and frequency. 

Based on these following types of plans are identified. 

 

 Those plans that apply to an organization and establish the overall organization’s 

goals are called strategic plans. 

 Plans that cover a particular area of the organization are called operational plans. 

 Strategic plans are applicable to overall organization while operational plans are for 

specific operating area of the organization. Both are different from one another as 

strategic plans are for wide scale and operational plans are for narrow scale 

 The plans which are for over seven years or beyond three years are termed as long-

term plans. 

 Any plan that is for one year or less than one is termed as short-term plan.  

 Those plans which are clearly defined and have no space for interpretation are 

called specific plans. For example, a manager wants to increase the productivity of 

a certain department, then he will use the specific procedures, budget allocation etc. 

 The flexible plans and can be changed or tilted according to the situation are called 

directional plans. They give a focus and do not bound or restrict the managers to 

the specific plan. For example, Chairman ARY Music Channel, said that she had a 

goal of signing new artists, in spite of making a specific plan for production or 

marketing 10 albums from the new artist on that particular year, she might 

designed the directional plan to use  her contacts all around the world to make 

familiar with new and promoting talent, so she can increase the number of new 

artists she has under his contract. So here the flexibility of directional plans has 

more weightage then lack of clarity of specific plans. 

 Those plans which are particularly created to fulfill the unique situation are called 

single- use plan. When Walmart wanted to expand its store in China, First line 

managers designed a single use plan as a guidance. 

 In contrast of the single use plans standing plans are those which are on-going, 

which give the guideline for the activities to be performed. Standing plans are 

policies, rules and procedures. For instance, during the hiring process of faculty, 

staff and administrators at University of Arizona, sexual harassment policy is 

designed as a standing plan. 

 

Plan 

Framework of the 

outline by which goals 

are going to be achieved 
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5.2 Setting Goals & Developing Plans 
 

Neelum has been selected as a CEO of her IT school’s honorary fraternity. She wants the 

participation of organization to be more actively then it was before. Yasir graduated in 

marketing and computers and started working in consulting services firm. Recently he 

was promoted as manager of a team consisting of eight persons and hopes to strengthen 

the firm with team’s financial contribution. What should Neelum and Yasir do now? 

They set the goal first. 

 

5.2.1 Approaches to Setting Goals 
Goals give direction to all management decisions and actions and set a criterion by which 

the real accomplishment is measured. Every decision of each member of the organization 

should be aligned with goal. There are two approaches use to set the goal, first, traditional 

process and second is management by objectives. 
 

 
 

Figure: Traditional Goal Setting 

 

 In traditional goal setting approach, Goals are set by the top managers which is 

then communicated to the subordinates in the hierarchy. 

 Top managers look at broad spectrum which lower management cannot see and 

therefore they direct lower management to work on it. 

 One of the problems with traditional goal setting is, that the top managers set the 

goals at broad level which is not specific, lower management interpret goals with 
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his or her own understanding and biasness to make them more specific. Hence, the 

set goal reduces its originality. 

 Lower level goals which are more specific and are connected with higher level 

goals and their accomplishment ultimately achieve the organization’s overall goal.  

This is known as means-ends chain. A depiction of traditional goal setting is 

shown in the figure above. 

 

The second approach is management by objectives (MBO) which is now being used by 

many organizations instead of traditional goal setting. It is defined as a process of setting 

goals by mutually agreement amongst upper and lower management. By using those 

goals as performance indicator, employees’ performance is being analyzed or evaluated.  

 

 The key components of MBO are:  

 1.  Goal specificity 2. Participative decision making 3. An explicit time period 4. 

Performance feedback.  

 This approach involves 8-steps process as given in the table below.  

 1. The organization’s overall strategies & objectives are made. 

 2. Most of the objectives are assigned to the departmental and divisional units. 

 3. Specific objectives are set by unit managers collectively for their units with 

their managers. 

 4. Specific objectives are collectively made by the members of all departments. 

 5. Action plans, show how objectives are to be attained, are specified and 

agreed by every member of each level of the organization. 

 6. The action plans are to be implemented. 

 7. Periodically the progress on the way of objectives is checked and feedback is 

given. 

 8. Success of the objectives is followed by performance-based rewards. 

 MBO utilizes the goals to motivate employees as well. Research has shown that 

employees’ performance and organizational productivity increases with MBO.  

 

5.2.2 Characteristics of Well-Written Goal 

 All goals are not written in the one way. 

 Some of the goals are very clear that make the desired outcomes. 

 For example, the president of Procter & Gamble wanted to see the addition of 

548,000 thousands customers for everyday for the coming five years. It is a specific 

goal but ambitious. 

 Well written goals have the following characteristics:  

o Write them in terms of outcomes ( increase in sales by 30%) rather than 

action. 

o A goal should be SMART (Specific, measurable, achievable, realistic and 

time bound)  

o Challenging yet realistic, attainable and time 

o Formally documented 

o Shared and communicated will all necessary members in organization. 
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5.2.3 Steps in Goal Setting 
To set the goals managers follow the following five steps. 

1. Managers should review the mission & vision statement of the organization before 

setting the goals. The goals of the organization must be aligned with the mission 

and vision statements. 

2. Evaluate the given resources, so that the realistic goals can be made. Goals must be 

realistic and challenging. If the goal you have set is not getting achieved because of 

the lack of available resources, does not matter how much you work hard you are 

doing. 

3. Determine the goals individually or by getting the inputs from others. The goals 

show the desired results and outcomes and should be in agreement with the 

organizational mission and goals. These goals should be for definite time, 

measurable and specified.  

4. Write down the goals and it should be communicated with the people who will 

involve in achieving them, written goals have more worth then oral. 

5. Check the results, whether the goals have been achieved or not, if not change the 

goals accordingly. 

 

5.3 Developing Plans, Tools and Techniques 
 

Plans are designed to achieve the goals. To design the plans, environmental scanning is 

crucial component of the planning process.  

 

5.3.1 Techniques for Assessing Environment 
Top management for strategic planning at AICPA commented that most of the larger 

accounting firms have external analysis departments to study the environment in which 

they operate with their clients. These organizations have acknowledged that in todays 

environment what happens in one country may influence the accounting firms in other 

country. It is so important to assess the organization’s environment. Three techniques 

help in doing so i.e. scanning, Forecasting and benchmarking. 

 

External Environmental Scanning: How important is the environmental scanning? For 

example, Microsoft Company checked on its competitor (Google) and scan jobs 

advertisements and found the following: 

 It showed many of the job’s required qualification was identical with Microsoft’s 

job description. 

 Microsoft wonders why Google being web search company was updating the jobs 

for software engineers without the background of web searches and only has to do 

with Microsoft’s core business. On urgent base Gates e-mailed to his top 

executives, saying that Microsoft should do something for be on its toes because it 

showed like Google is preparing to enter the software company. 

 Research has showed that those organizations who use the environmental scanning 

shows high performance than those who do not use it. 
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Environmental scanning is the process of screening of large amount of the given 

information, to anticipate and do its interpretation of the changes in the environment. 

 

Competitor Intelligence: Competitor intelligence in one of the fast-growing areas of the 

environmental scanning. It’s the process of getting data about the competitors, like Who 

are they? What they are doing? And how will it affect us?   

 Research showed that competitor’s intelligence experts said that 80 percent of the 

information about the competitors’ companies can get from customers, suppliers 

and their own employees. Competitors’ intelligence does not allow spying. 

 The readily accessible source of information are promotional materials, 

advertisements, press releases, newspaper reports, want ads, annual reports, reports 

filed with government agencies etc.  

 By attending the trade shows is another source of getting information about the 

competitors. 

 Most of the firm buy their competitors’ products regularly to study them by their 

own engineers by a process called reverse engineering. 

 Internet has given the companies vast ways opened towards competitor’s 

intelligence as most of the corporates web pages have information regarding new 

product information and other press releases.  

 

Global Scanning: One of the types of environmental scanning, particularly important for 

global businesses is global scanning. Because of the complexity and dynamic behavior of 

world markets, managers have expanded their scanning process to get the important 

information on global forces that may affect their organizations. 

 The global scanning depends on the extent to which an organization has its global 

activities. Global scanning can be quite valuable for a company having significant 

global interests.  

 

Forecasting: Forecasting is the second technique most of the managers use to analyze 

the environment. It is important part of planning as it forecasts the future effectively and 

in a timely manner. Environment scanning gives the foundation for forecasts, which gives 

the predictions about the future outcomes. 

 

Forecasting Techniques 

Two types of forecasting technique, quantitative forecasting and qualitative forecasting. 

 

Quantitative Forecasting: A given series of past data undergone through a set of 

mathematical rules to predict the outcomes is defined as quantitative forecasting. These 

techniques are used when managers have enough hard data to forecast the future trends. 

Qualitative Forecasting: Using the outcomes of knowledgeable individuals to forecast 

the outcomes is qualitative forecasting. When the enough data is not available on a given 

situation and it is hard to get it, then qualitative techniques are used. 
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Techniques Description  Application 

Quantitative 

Time series 

analysis 

Matches a trend line to a 

mathematical equation and predicts 

future by this 

Forecasting next quarters sales by 

the looking the previous four years 

sales 

Regression models Forecasting the unknown variable 

based on known variables 

Getting factors responsible for 

predicting the certain level of sales 

(e.g Advertising expenditures, 

price etc) 

Econometric 

Models 

Uses a set of regression equations  Assuming or predicting the change 

in car sales as a result of tax laws 

changes 

Economic 

Indicators 

Economic indicators to predict the 

future economy  

Using change in GNP(Gross Net 

Profit) to forecast the discretionary 

income 

Substitution Effect Use mathematical equation to 

forecast or estimate how, when and 

under what circumstances a new 

product or technology is introduced 

or replace the existing one 

Estimating the effect of DVD 

players on the sales of VHS 

players 

Qualitative 

Bench of opinion Collects & get the averages of the 

experts ’opinion 

E.g. Polling of the human resource 

managers to forecast the next 

year’s recruitment needs 

Making of 

salesforce 

Combining estimates from the 

salesforce team 

Estimating or predicting next year 

sales 

Customer 

evaluation 

Combines the estimates from 

current customer’s purchases 

Conducting survey of a car 

manufacturer to find out the 

desired features in product 

 

Effectiveness in Forecasting: The main purpose of forecasting is to provide the 

information to the managers, that will help them in making decisions. For example, in 

Lima, Ohio prior to a holiday weekend at the factory of Procter & Gamble, managers 

were getting prepared to close the facility early, so that no need to pay employees for just 

sitting around. An analysis of historical sales showed that the factory had already made 

many of the cases of Liquid Tide Detergent to meet the demand of laundry over the 

holiday. One of the retail customer’s of the company made them surprised with his 

sizeable and unforeseen order, which made them to reopen the plant, pay the worker’s 

overtime. And to meet their customer’s demand, schedule the emergency shipments for 

this. The shows that mangers forecasts are not always correct. 

 

Benchmarking: This is another technique used to assess the external environment. It is 

the process in which organization search for the best practices among competitors or 

other organizations that lead to their superior performance. E.g. an organization has 

automated its production unit to minimize the cost up to 50%.  This is set as a benchmark 

and encourage other organizations to modify their production department to minimize the 

cost as low as 50%.  
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Benchmarking process involves following four steps.  

 Formation of Benchmarking Team: business has to establish a special team who 

search for the best practices performed by other related organization in the market.  

Their main responsibilities are to what to benchmark. What are the comparative 

organization? And how to collect data? 

 Gather Data: to set the benchmark, in this stage data from the external as well as 

from internal is collected. 

 Analysis of Data: once the data is gathered from internal and external sources, in 

this stage the data is being analyzed to figure out the performance gap. 

 Action Plan: After identification of performance gap, a benchmark is set and 

management prepared action accordingly and ensure its implementation.  

 

5.3.2 Techniques to Allocate Resources 
Resources and their information are very much important in successful implementation of 

plans to achieve the goals. There are certain techniques used by the management about 

required resources and its allocation to different departments in organizations. Most 

prominent of available techniques are budget, scheduling and breakeven analysis.  

 

Budget and Types of Budgets: 
Budget is an arithmetical strategy of assigning resources to specific tasks or activities. 

Budgets are typically produced by managers and it includes calculating expenses, 

revenues and bulk capital expenditures such as essential goods. The purpose of utilizing 

budgets is to improve time management, space and material resources. Certain activities 

including working hours, volume of production or units of production can be budgeted 

daily, weekly or monthly respectively. Figure below describes the various types of 

budgeting including cash budget, revenue budget, profit budget and expense budget. 

These types of budget are broad classified as variable budget and fixed budget.  

 

 
 

Budgets are popular as they are commonly relevant across many types of businesses financial 

strategies and organizational activities can be attained through these tasks. Items are 

expressed in monetary units (dollars, rupees, pesos, euros and yen etc). Budgeting is seen as 
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one of the most essential planning methods which managers encompass, irrespective of 

organizational stature. It is a significant managerial activity as it enforces financial discipline 

and structure within a company. However, there are many drawbacks of managers preparing 

budgets such as being time consuming, obstinate, ineffective and inadequate.  

 

Approaches to Budgets: There are following approaches to budgeting. 

 Incremental Budgeting: The budgeting technique in which the budget is prepared 

by putting actual performance or the budget of the current period as a base, with 

the increment of new amount added to the new budget. 

 Zero Based Budgeting: In management the zero-based budget is prepared, where 

all of the expenses must be justified for each new period. 

 Activity Based Budgeting: It is based on activity framework and use cost driver 

data in setting budget and variance feedback process. 

 Rolling Budgets: In rolling budget, it is kept on updating, by adding a further 

accounting period (month, quarter) as the earliest accounting period is expired. 

 

Scheduling 
Managers schedule every task for example a retail manager create a weekly schedule 

when determining employee working hours and store allocation of where each employee 

will be working. Between organizational departments managers manage resources by 

listing what activities require immediate attention in an order, people responsible for 

completing each task and a deadline of completion. This process is known as scheduling. 

There are many scheduling tools including Gantt charts, Load charts and a Pert network 

analysis.  

 Gant Chart: The Gantt chart is technically a graph which lists activities on one 

axis and the duration of the timescale which the activities need to be completed by 

whom. The graph visually interoperates the current and planned output of tasks 

over a period of time and translates when tasks are supposed to be done. This 

project planning tool allows managers to evaluate the progress of activities and 

prioritize the tasks according to deadlines. Figure illustrates a simplified Gantt 

Chart for book production established by a manager in a publishing company.  

 

 
 

Across the top of the chart is the time expressed in months and down the left are the work 

activities. Planning involves deciding what activities require fulfillment in order the 
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completion of the book, the order in which each activity needs to be completed and the 

duration allocated to each task. Where a box is within a timeframe reflects is planned 

sequence. The shaded are represents the actual progress of the task. The chart also 

monitors any abnormalities from the plan where the manager can take control and 

intervene as appropriate.  

 Load Chat: A modified form of Gantt Chart that shows the scheduling of the 

capacity, of each department or specific resources. This chart is used by the 

managers to plan and control the utilization of the capacity resources. 

 Pert Network: A flow chart like diagram that is required for the completion of a 

certain project and the cost or time needed for it. It is used by the managers, that by 

looking on the Pert network, they can determine what has to be done, which events 

have dependence on one another and indicate the potential trouble points. 

 

Breakeven Analysis 
A resource allocation technique which is used on wide scale, that help the managers to 

indicate the breakeven points. Although its simple calculation but very important for 

managers. To calculate the breakeven point (BE), a manager required to know the unit 

price of the product, which selling by them, the variable cost of per unit (VC), and the 

total fixed costs (TFC).   

 

5.4 Time Management: An Approach to Personal Planning 
 

“Time Management” is an emerging concept focusing on individual’s capacity to get the 

things done on time therefore, it is rereferred as a set of tools and techniques used to plan 

and scheduled the individual’s activities in order to enhance his/her efficiency and 

effectiveness. Achieving goals on time is termed as effective time management. It is very 

important for individuals as it involves greater control and optimum use of time. 

Effective time management helps to reduce anxiety, stress and delays.  

 

There are three keys to successfully manage the time such as “knowing the tasks”, 

“setting priorities” and “motivation” to perform those tasks.  

 

5.4.1 Effective Time Management  
There are different techniques used to manage time effectively the most common of those 

are described below: 

 To-Do-List: this is the simplest of all available techniques can be designed for a 

day, week or a month. When you have to make to-do-list for a day you have to list 

all the task that you need to be ended today. To-do-list for a week and month 

designed keeping in mind the time frame. To design to-do-list it is very important 

to think which of tasks should be listed on top. 

 Prioritizing: this is another important tool of effective time management. In this 

technique, tasks are assessed against priority and the tasks which are high in 

priority are set on top. To prioritize the tasks, two factors are very important to 

consider first, the importance of the task and second is how urgent the task is. 

Dwight David Eisenhower, an American army general famous for his contribution 
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and is named as “Eisenhower important-urgent Matrix”. Assumptions behind this 

matrix are, there may be task which are important but not urgent similarly some 

tasks may be urgent but not important.  

 

So, based on these to factors tasks are suggested to be prioritized. Matrix with priority 

options (Do, Plan, Delegate, Eliminate) are given below: 

 

IM
P

O
R

T
A

N
T

 URGENT NOT URGENT 

Task 

important and urgent 

 

Strategy 

Do it right Now 

Task 

important but not urgent 

 

Strategy 

Plan it for future 

N
O

T
 I

M
P

O
R

T
A

N
T

 

 

Task 

not important but urgent 

 

Strategy 

Delegate to subordinates 

 

Task 

not important and not urgent 

 

Strategy 

Eliminate 

 

This matrix helps to identify the tasks to focus on first and the tasks which can be 

removed from the to-do-list.   

 Goal Setting: Setting goal help to set a clear and focused direction, this will play 

an effective role in effective time management and reduce time wastage, efforts 

and other resources.   

 Organize yourself: take notes, organize your calendar, do not trust on your mind 

that you remember every task with deadlines etc. do check what resources you 

require to accomplish it timely.  

 

Create your important-urgent matrix, list the tasks in every quadrant of the matrix as 

well as strategies accordingly to set clear direction of your life.  

 

5.4.2 Barriers to Effective Time Management 
There are different barriers identified in work setting to effective time management 

including: 

 Meetings: Research concluded that employees taking meetings as “time waster”. 

Unnecessary, long and irrelevant meetings are considered as major barriers to 

effectiveness at work and waste of productive time.  

 Procrastination: this is another barrier to effective time management. It occurs 

when employee finds unpleasing task, distractions, unavailability of resources and 

feeling that task is not important.    
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 Interruptions: other kind of interruptions such as noise while sitting in open 

environment with other colleagues, phone calls etc.  

 Poor Delegation: poor in making decision which task needed to be done by 

yourself and which should be delegated to subordinate. It is not important to keep 

or pile all tasks on your table.  

 

Summary  
 

Planning is an important function of management; it entails setting of direction for the 

organization and define plans and strategies to achieve those goals. Planning varies at 

different managerial layers like strategic planning, operational planning etc. Planning is 

not an activity but a process of multiple steps. Different techniques are used to plan for 

the future of the organization mainly focusing on environmental assessment and resource 

allocation. In the last for effective planning at individual capacity, work and time 

management is very important.   

 

Practice Questions 
 

Q.1 Define planning as important function of management.  

Q.2 What are the different types of plans with respect to breadth, timeframe, specificity 

and frequency? 

Q.3 How traditional goal setting approach is different from Management by objectives? 

Q.4 What are the techniques used to assess environment? 

Q.5 Identify the methods use in resource allocation planning. 

Q.6 Identify any organization and figure out what technique it uses for resource 

allocation and why? 

Q.7 State your views about planning techniques for organizations and which technique 

you find the best and why? 

Q.8 Describe important-urgent matrix and its use in effective time management.  
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Introduction 

 

Organizing is another important function of management dealing with the organization of 

resources, functions, work, tasks, and activities. This function answer how to achieve the 

organizational goal and objectives. This unit begins with explanation of organization 

structures and its components followed by coordination and its methods towards meeting 

the set goals.  

 

Objectives 
 

After Studying this unit, students will be able to: 

 discuss organization structures  

 differentiate different con 

 explain different approaches to job designing 

 explain the coordination and different methods of coordination 

 use of information and technology for effective coordination 
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6. Organization Structure and Designs 
 

Organization structure is defined as “the formal arrangement or pattern of interactions and 

coordination to link the organizational departments, tasks, individuals and groups to achieve 

goals”. The concept of formal structures was defined by Henry Fayol and Max Weber in 

second unit of this book. Since then, a lot of changes have been occurred in ways of doing 

business hence changed the ways of organizational arrangement to achieve the goals. The 

process by which organizational structures are designed is known as organizational design. 

Managers designs those organization’s structures that fit best with the organizational goal.  

 

While designing organizational structure four elements are important to consider; 

 Job Designing  

 Departmentalization 

 Vertical Coordination 

 Horizontal Coordination 

These four elements are discussed below.  

 

6.1 Job Designing  
 

Job designing is an important element of an organization structure. It is defined as the 

process of defining work activities attached to a specific position in organization. A job is 

basically a set of related activities perform in order to achieve. The purpose of job design 

is to group the related activities and the degree to which the work and task are broken 

down into various specific jobs is defined as work specialization. The concept of work 

specialization was discussed by the early contributors in 2
nd

 unit which is for the purpose 

to achieve efficiency, getting skilled and improved productivity.    

 

Job design is a complex process to logically group the activities in a job as well as to 

arrange activities and tasks in a way to influence employee motivation. Therefore, 

efficiency, relevancy and motivation are important factors to consider for job designing. 

There are four approaches to design a job discussed below; 

 

Job Simplification: A job design with a narrow range of similar activities is known as 

“Job Simplification”. This approach of job designing help to achieve following agendas; 

 Narrow range of activities are defined to get specialist workforce to achieve higher 

productivity and efficiency. 

 In this approach tasks are assembled which are simple and repetitive, so it become 

easier to train new employees.  

 For example, in a biscuit making firm, a person is responsible to load and unload 

packs of biscuits.    

 

Job Rotation: An approach to design a job which involves a periodic transfer or shifts 

through a set of jobs in sequence. This approach of job design aimed to reduce boredom 

as a result of repetitive nature of job simplification.  
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 Rotating employees through jobs help to train employees for promotion.  

 Moving employees through different jobs, enhance their capability to work, learn 

new techniques and grasp their grip at different aspects of organization as well.  

 Sometimes rotation may doubt the loyalty of workers to departments.  

 

Job Enrichment: Job enrichment is vertical expansion of assigned jobs. It means in this 

approach new tasks and activities of higher position are added to the existing job. It will 

train the employees for higher position.  For example, an admin assistant may assign 

some of the tasks of director admin.  This approach provides an advance exposure to the 

assistant admin and help to take the responsibilities of director admin in future.  

 

Job Enlargement: Job enlargement is the horizontal expansion of assigned jobs. This 

approach allows to add a wider range of similar activities in existing job. The addition of 

similar task and activities do not raise the challenge the employee performance. For 

example, a teacher in university is teaching human resource management he is given 

another course of human behavior. This new addition increases his motivation, and it also 

become a source of burden as well. It very important to focus on enlarging the job that it 

will not burden the employee.     

 

6.2 Departmentalization  
 

The second element of organization structure is departmentalization. It is defined as a 

process of grouping similar functions and people into units named as departments. For 

example, in an organization all account related tasks and people are grouped together to 

form a department known as account department. Similarly, other departments in an 

organization may be named as production department, marketing department, human 

resource department. Number of departments in an organization depends upon the 

following important factors;  

 Number of functions  

 Number of products 

 Areas they are operating in   

 Process based departmentalization 

 Customer based departmentalization 

 

Figure given below is the illustration of different types of departmentalization. 

 

 

Functional 
Departmentalization  

 Help to put similar 
specialist together 

 Strong coordination 
within department 

 Poor coordination 
among departments 

 Focus more on 
department goal 
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Geographical 
Departmentalization 

 Efficient handling of 
regional affairs 

 Better understanding 
of region’s market 

 Quick decision  

 Duplication of 
resources lead to 
high cost 

 

Product 
Departmentalization 

 Allow specialization 
in specific product or 
service 

 Managers become 
expert of their 
product related 
matters 

 Duplication of 
functions and high cost 

 Focus more on 
product goal rather 
firm’s goal 

 

Process 
Departmentalization 

 Efficient flow of work 

 

Customer 
Departmentalization 

 Focus on specific 
customer needs 

 Duplication of 
resources 

 

Departmentalization help organization to direct all resources, efforts and decisions about 

particular department which should be aligned to organizational overall goal. To achieve 

overall organizational goal, the coordination amongst department is very essential. 

Therefore, coordination is very important element of organizational structure. There are 

two types of coordination explained in following section.  

 

6.2.1 Vertical Coordination  
A type of coordination linking activities from top to bottom to achieve the set goal. Vertical 

coordination allows to convey the decisions taken at top to the middle then to the lower level. 

To ensure an effective vertical coordination following methods paly key role including; 

 

Formalization: Formalization is defined as the degree to which policies, rules, activities, 

procedures and other regulations are documented, written and guide what actions to be 

taken in specific situation. These documented protocols help to take decisions once and 

avoid waste of time and resources to take decisions again and again. All organizations all 
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formalized but the degree of formalization varies from organization to organization. For 

example, your university has standard policies and procedures to qualify for admission in 

any program. These procedures are set to avoid unfairness and inequalities.  

 Some organizations which are large in size are highly formalized to keep the 

actions same across departments. For example, public organizations in Pakistan.  

 The small size organizations are informal and easy to take changes. 

 Highly formalized firms do not allow them to take changes. 

 

Span of Management or Span of Control: Span of Control or span of management is 

defined as the number of employees/subordinates directly reporting to a manager. Two 

types of span of control; 

 Wide Span of Control: In which large number of employees directly reporting to a 

manager.  

 Organizations with wide span of control is having “flat structure”. 

 Wide span of control very much depends upon manager’s competence to handle 

subordinates. 

 Narrow Span of Control: If small number of employees or subordinates directly 

reporting to a manager then span of control is defined as narrow.  

 Organizations with narrow span of control is having “tall structure”.  

 

Tall and flat organizations are the outcomes of narrow and wide span of control 

respectively. A brief comparison of both types of structures is given in the table. 

 

 
 

Tall Structure Flat Structure 

Many managerial layers Few managerial layers 

High administrative cost Few managerial layers cut off administrative 

cost  

Large hierarchy and delay 

communication 

Quick communication and speedy coordination 

High focus on subordinates’ work Support routine and repetitive tasks and work 

 

   
       Tall Structure    Flat Structure 
Span of Control: 5    10  

Total Managers: 60    30 

Total subordinates: 300   300 
Managerial Levels: 5    4 
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Centralization and Decentralization: Centralization is defined as the degree to which 

power and authority is retained by the top management. In contrary to centralization is 

decentralization, decentralization is the degree to which power and authority is shared 

down in the organization. The sharing of authority or power down in organization is 

known as delegation. The pros and cones of centralization and decentralization are 

discus sed in table below;  

 
Centralization Decentralization 

Suitable in stable environment Adopt to work in uncertain environment 

Low level management has no say in 

decision making 

Low level management engage in decision 

making process 

Effective to implement strategy same across 

organization 

Implementation of strategy depends upon the 

mangers and situation 

Have high risk  Flexible in taking risk 

Maintain formal structure Support flexible structure 

Maintained unity in command Department/divisional/functional managers has 

own line of command 

 

Unity of Command: Unity of command is one of the Henry Fayol’s 14 principle of 

management. it states that subordinates or employees receive direction from one 

managers and report to same manger.  

 

Responsibility: It is defined as the obligations to perform assigned tasks and duties. 

These obligations or expectations are termed as responsibilities. Employees are 

accountable for their responsibility.  

 

Accountability: It is defined as answerability of things, task or activities you are 

responsible to performs. In an organization accountability flows from bottom to top as 

subordinates accountable for their work to their immediate bosses. Whereas the 

authority which is defined as legal status of practicing power attached to managerial 

position in an organization. For example, a manager is authorized to hire, fire, reward and 

to promote employees. 

 

Chain of Command: Chain of command is defined as line of authority or command 

which flows from top managerial level to lower managerial level. Chain of command 

clarifies who report to whom. In an organization upper layer commands lower level. 

Chain of command is about authority, unity of command and responsibility.   

 

Above discussed are the important components of vertical coordination. Combination of 

these characteristics of vertical coordination resulted into two types of organizations, the 

mechanistic organization and the organic organization.  
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Mechanistic Organization Organic Organization 

Based on high specialization  Support cross department groups and 

functioning  

Rigid Departmentalization Cross hierarchical teams 

Clear chain of command  Free flow of information  

Narrow span of control Wide span of control 

Centralization  Decentralization  

Highly formalization Low formalization  

 

6.2.2 Horizontal Coordination  
The coordination that linking the 

activities amongst departments at same 

position is known as horizontal 

coordination. Same position in 

horizontal coordination means 

coordination at same managerial level 

across departments. For example, a type 

of coordination amongst director 

marketing, director production, director 

finance for new product etc. is horizontal coordination.     

 

Horizontal coordination is different from vertical coordination, which is supported by 

standards of formalization, unity of command, chain of command, authority that flows 

from top to down. To make effective coordination horizontally organization support 

lateral communication and liaison. To support effective work horizontally organization 

form task forces and teams across departments.  

 

Section 6.1 discussed the components needed to design the organization structures.  

Based on these components different types of organizational structures are formed. With 

the passage of time different factors have affected the intensity and nature of the above 

discussed components of organizational structures. The next section discusses the factors 

which may influence the organizational structures.  

 

6.3 Factors Influence the Organizational Structure   
 

When we start a business, we start with limited resources, capital and employees. As the 

business grows, we extend product lines, capturing potential markets, new location etc. 

As we move on through different business’s stages, we select the best fit organizational 

structure to support the growth and goals. Given below are some important factors which 

influence the organization structure’s design.  

 

6.3.1 Strategy and Structure  
Organizations set strategies to achieve the goals. Those organizations which want to 

pursue their strategies strictly are supported by mechanistic organization structure. For 

innovative and flexible working environment, the firms apply organic type of structure.  

Vertical Coordination  Horizontal Coordination  
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Most of the organizations turned out to be organic in nature. Research shows that organic 

and flexible organization’s structures enhanced employee’s productivity and increase 

loyalty. Currently it is observed that most of the organizations encourage organic 

structure for improved productivity.  

 

6.3.2 Size and Structure  
As we discussed in the beginning of this section that size of the organization changes as 

business grows. Organization with small size have flexible structure with few 

departments, rules and regulations. The organization with significant number of 

employees for example about 1550- 2000, constitute a large organization. Such 

Organizations are more formalized, standardized, centralized and intended to practice 

specialization, strict rules and regulations than small organizations.  Adding more 

workforce and functions will make organizations more mechanistic.   

 

6.3.3 Technology and Structure 
The advancement in technology has significantly influenced the structure design of 

organizations. Installment of technology in large organization has squeezed the 

organization structure. Processes are now getting automatic and has reduced the 

dependence on large workforce. The technology has turned the tall organization structure 

into flat, play key role in effective communication.  

 

Research shows that integrating technology in organization processes and production 

activities. The more routine use of technology resulted to form the more mechanistic 

organization.  

 

6.3.4 Environmental Uncertainty and Structure  
Factors of external environment have a strong capacity to influence the business’s 

operations. As discussed in unit 3, external environment is beyond organizational control.  

Therefore, firms are proactively sensing their external environment. Higher degree 

uncertainty in the environment demand more flexible organization structure so that the 

firms may respond to the changes in the environment. Similarly, more stable the 

environment demands mechanistic organization structure.   

 

These factors have affected the selection of organization’s structures. The nest section is 

about different types of organization’s structures.  

 

6.4 Types of Organizational Structures Designs   
 

Based on the components discussed in section 6.2, different structure’s designs are 

formed. Below discussed types of traditional and contemporary structure’s designs.  

 

6.4.1 Traditional Structure Designs 
Traditional structure designs tend to be bureaucratic and mechanistic in nature. 

Departmentalization, formalization, and centralization are found to common 
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characteristics of traditional structure designs. Types of traditional structure designs are 

discussed below. 

 

Simple Structure: Businesses use simple structure during early phase of their 

development. During this phase rules and regulations are being developed, less number of 

departments and workforce. The other characteristics are; 

 Wide span of control leads to flat organization structure 

 Authority is centralized  

 Low departmentalization and less formalized  

 Flexible to implement changes 

 

This structure does not support the growing business therefore management might choose 

functional or divisional structure.  

 

Functional Structure: An organization structure that group similar or related activities, 

resources, human resource, skills, education, expertise and functions is defined as 

functional structure. For example, functional departmentalization (HR Department, 

Marketing Department, Finance Department etc.). This structure brings specialization and 

efficiency in organization.  Ot make it effective, horizontal communication should be 

encouraged strongly.  

 

 
 

Divisional Structure: This structure best fit with the expanded businesses. Divisional 

structure made up of different business units depending upon the expanded product lines, 

location, processes etc. delegation of authority decentralization is encouraged to make 

this structure design more effective.  This decision varies from business to business. 

Unilever is a multinational corporation selling consumer goods including foods, 

beverages, cleaning agents and personal care products. Unilever has product wise 

division as well as geographical divisions.  

 

 
 

Product 1 Division, ABC CO. Product 2 Division, ABC CO.  

Simple Structure Functional Structure 
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6.4.2 Contemporary Structure Designs   

Today’s business environment is becoming more dynamic and flexible. Business 

environment demands innovation, inventions and loyal workforce. Business orientation is 

changed from just to satisfy the customer but to remain competitive in the market as well.  

Employees and their satisfaction are also on firms’ priority.  Work structure and 

technology has also changed the way we do business. These factors have introduced new 

designs of organizational structures including;  

 

 Team-based Structure: Team is defined as a group of experts belong to different 

disciplines working together to achieve a common goal. Organizations build teams 

within to achieve particular task or objective to compliment overall goal.  

 Matrix/Project Based Structure: Project or matrix-based structures are 

established to accomplish a project. The project is defined as a task with a specific 

start date and end date. To complete the project, workforce and resources are 

arranged from different functional department. Below figure is an illustration of 

resources arranged to form a matrix/project structure.  

 

 
 

 This structure is violation of some characteristics of formal structure such as unity 

of command, for example the blue spot is an employee receives direction from 

marketing manager and product manager and will report to two supervisors. Hence 

having dual chain of command. This structure ensures horizontal and vertical 

coordination and communication.  

 Virtual Organizations: With the advancement in technologies the concept of 

virtual offices has been emerged significantly. Distant organizations, experts and 

employees are connected through advanced technologies to achieve a common 

goal.  

 Collaboration: The internal and external collaboration is another factor affecting 

organizational structural design.  

o The internal collaboration is defined as an arrangement of resources, 

coordination and communication across different department to achieve a 

specific target or to resolve a problem. The flexible structure supports 

internal collaboration.  
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o External collaboration is the arrangement of resources, coordination and 

communication among different organizations to work on specific problem 

or o achieve a target. Most of the external collaboration are intended to take 

benefit from each other’s resources, skills and expertise. Organizations 

collaborate for research and development, innovation and sharing of 

knowledge and expertise.  

 

6.5 Structure Designs and Global Challenges 
 

Organizations today facing great structural challenges to remain competitive in the 

market. some of the following key factors which may affects the structural choice;  

i. Flexible work arrangement: It means employees are given flexibility to work when 

and where needed (compressed week, flextime etc.) 

ii. Freelancing: self-employed who work for different firms.  

iii. Work from home: it is another form of working arrangement to retain employees if 

they want to work from home.  

iv. Contingent workforce: the workforce which is required for specific time to 

complete the task.  

v. Culture of the organization: the way we do work is defined organizational culture. 

There should be a best fit between culture and structure. 

vi.  Boundaryless competition: organizations are now competing not in the local 

market but also international and global markets.  

 

Most of these factors demands a flexible and organic organization structure. This put a 

pressure on management to keep flexibility as well as ensure rules and regulation 

compliance.  
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Summary 
 

Organizing is the function of arranging resources in way that help to achieve set 

organizational goal. Organizations organize firm resources to form different 

organizational structure. The selection of structures depends upon the goal and business 

scope. External environmental factors such as technology and uncertainty also play key 

role in selection of right structure.  

 

Practice Questions 
 

Q.1 Organizing is an important function of management, if you are agreed with the 

statement explain why? 

Q.2 Describe organizational structure and list down the important elements necessary to 

design the organizational structure. 

Q.3 Explain the following terms jobs enlargement, job enrichment, job rotation, 

departmentalization, formalization, centralization, span of control, chain of 

command, unity of command, authority, power and delegation. 

Q.4 Compare and contrast tall and flat organizations, horizontal and vertical 

coordination. 

Q.5 What is your viewpoint on the linkage between organization structure and size of 

organization, strategy of organization, technology, and environmental uncertainty? 

Q.6 Identify some contemporary organizational structures. 

Q.7 Compare and contrast the following organization structures: 

i. Simple structure 

ii. Functional structure 

iii. Divisional structure 

iv. Matrix Structure 

v. Project based structure 

Q.8 How you the dynamic environment as a challenge to design organization structure? 
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Introduction 

 

Leading is an important function of management as discussed in unit 1. Leading is 

dealing with human resource, this unit will start with a little introduction of human 

resource and will mainly focus on how to lead the people through motivation.  This unit 

is a detailed explanation of motivation and factors that motivate employees to work 

harder and produce desired results.  

 

Objectives 
 

After Studying this unit, students will be able to: 

 define motivation and factors of motivation 

 understand the theories or early contributors  

 explain the need based and cognitive motivational theories 

 understand the role of motivational theories in motivation process 

 explain the contemporary challenges and motivation factors 

 

Organization is defined as collection of people who work together to achieve a common 

goal. To direct the efforts of employees towards a common goal, management motivates 

employees through different means. For example, bonuses, vocations, increment etc.  

Let’s discuss the motivation as an important component of human resource management.  

 

What is Human Resource Management? Some of the researchers include HRM as a 

fifth function in management. It is defined as a process to plan, staff, train and 

development and monitoring the performance of workforce. These all components of 

human resource management are broadly grouped under “Organizing” function of 

management. However, concepts related to workforce productivity, motivation, team 

working etc. are grouped in leading function of management.  

 

In the first unit, we defined leading as a process to influence the behavior of people to get 

the work done. It involves energizing people at work through motivation, providing them 

best working environment and inspire them to achieve organization’s goal.  

 

Based on this broad definition of leading, this unit has three sections; first section will 

briefly discuss the “understanding individual behavior”, second is about the role of 

communication and third is the main section of this unit which will discuss the 

motivation and contribution of different researchers in developing framework to motivate 

people. These three sections are important for a leader to lead the people at work.  
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7. Understanding Individual Behavior  
 

Behavior is defined as “actions of people”. These actions are driven by individual’s 

perception, thinking, attitude, knowledge, experience and education. Why it is important 

to understand the individual behavior.  

 

In an organizational setting, managers conduct different activities like attitude surveys, 

personality tests just to get a better understanding of people their attitude, personality and 

perception. This would help them to place right people on the right job, to measure 

employee commitment to work and organization and to identify the factors that motivate 

employees in a best way. Let us have a look on attitude, personality and perception one 

by one.  

 

Attitude 
Students for example say, “I hate calculus”. They do not pass such statements randomly, 

but they have processed and evaluated the events, information, situations and emotions to 

pass this statement.  

 

Attitude is defined as an evaluated statement (positive or negative) related to an object, a 

game, a person or an event etc. student above expressing his attitude towards that subject. 

The outcome of this attitude will come out to be he/she score low and put less efforts in 

this subject, and this is his/her action, the behavior.   

 

Attitude is sum of three components that leads to particular action; 

 Cognitive Component: it is referred to belief, opinion, knowledge, information and 

experience held by the person. E.g. Calculus is not related to our degree program.  

 Affective Component: this component relates to emotional and feelings attached to 

the object or event. E.g. It might be that student don’t like calculus because his 

teacher made him/her feel bad in the classroom.  

 Behavioral component: this refers to intentions to behave in a certain way.  

These components frame our behaviors our actions. In an organization, mangers focus on 

the group attitudes, especially in job related attitude. Job related attitudes are 

termed as job satisfaction, job involvement, job engagement, organization 

citizenship, commitment etc. These all have direct relationship with work 

productivity, customer satisfaction, job retention etc.  

 

To understand the attitudes, organizations conduct attitude survey to know how they feel 

about work, organization, working environment and professional growth. Such surveys 

help managers to assess their intentions, satisfaction, commitment to work, people and 

organization.  
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7.1 Personality 
 

You are being told that your very quiet or hyper. This is the description of your 

personality. A personality is the combination of different traits that combine to define a 

personality. Some are quiet, active, aggressive, passive, extrovert, introvert, intuitive etc.  

In an organization, mangers study the personality of their employees to ensure the best fit 

among personality, working environment and work. E.g. a person who is introvert cannot 

be selected for receptionist job or as sale person.  

 

Myers Briggs Type Indicators (MBIT):  MBIT is the personality assessment 

instrument used to study the personality. This instrument is based on 100-questions to 

categorize individuals’ preferences in four categories. Initially MBIT were constructed by 

two Americans, Katharine Cook Briggs and her daughter Isabel Briggs Myers. The MBTI 

is based on the conceptual theory proposed by Swiss psychiatrist Carl Jung, who had 

speculated that people experience the world using four principal psychological functions 

and that one of these four functions is dominant for a person most of the time. The four 

categories are Introversion/Extraversion, Sensing/Intuition, Thinking/Feeling, 

Judging/Perception. Each person is said to have one preferred quality from each category 

and combination of these is producing 16 unique types.  

 

 Introversion/Extraversion: Introversion means a person prefer to quiet and shy 

whereas extrovert is outgoing, social and assertive.  

 Sensing/Intuition: Individuals with sensing like routine tasks and hate new 

problems. Intuitive type of individuals like solving problems, impatient with 

routine activities and dislike routine tasks.  

 Thinking/Feeling: Thinking types of individuals use reason, logic to take decision. 

They are unemotional and put things in logical order. Feeling type of people rely 

on personal values and emotions.  

 Judging/Perception: Judging types want to control and prefer structured life. 

Whereas perceiving personality is flexible and spontaneous. They are curious, 

adaptable and tolerant.  

 

The combination of these categories turned out to be 16. These are available at 

https://adioma.com/@mark/infographic/16-personality-types.  

Students can assess their personality trait by signing in at 

https://www.16personalities.com/free-personality-test for free.  

 

The Big Five Model:  The Big Five Model is another respected model used to asses the 

personality against five personality groups, discusses as below;  

 Extraversion: the degree to which a person is sociable, talkative and comfortable 

in communication and in building relationship with others.    

 Agreeableness: the degree to which a person is agreed to cooperate and to work in 

team.  

 Conscientiousness: the degree to which a person is responsible and dutiful towards 

his tasks.   

https://en.wikipedia.org/wiki/Katharine_Cook_Briggs
https://en.wikipedia.org/wiki/Isabel_Briggs_Myers
https://en.wikipedia.org/wiki/Personality_type
https://en.wikipedia.org/wiki/Carl_Jung
https://adioma.com/@mark/infographic/16-personality-types
https://www.16personalities.com/free-personality-test
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 Emotionally Stability: the degree to which a person is emotionally stable to deal 

with deadlines, stress and other thick and thin situations at work. 

 Openness to Experience: it is the degree too which a person having a wide range 

of experience, interests and intellectual in perceiving things and situations.  

Research shows that five big model played key role and has shown significant 

relationship between these personality traits and job performance.  

 

Personality Tests and Implications for Managers:  

Organizations are now conducted when they recruit their employees and understands the 

personality to find the best fit between job and personality. Research found that managers 

likely to have high performing and satisfied employees if their personality best fit with 

their job.   

 

Secondly, understanding the personality help managers to develop more attractive reward 

system that motivates employee for greater productivity.  

 

7.1.1 Perception  
Perception is defined the way a person sees things (event, person, situation) and attached 

meaning to it. For an organization, it is very important how employee perceive their job, 

working environment and organization. This will tell about their negative or positive 

attachment to the organization.  

 

Perception is influenced by the following three factors; 

 Target: the object (event, situation, person, thing) being perceived 

 Context: the environment, in which the target is being perceived 

 Perceiver: the person who is perceiving the object. The background, attitude, 

experience, knowledge, feelings of the person play key role in attaching meaning to 

an event.  

 

Managers work on to understand how an employee perceives a situation and how does he 

react to that perception. Therefore, for managers it is very important to consider 

perception.  

 

Section 7.1 will help managers not only to find best job and personality fit but also how 

these factors help them to develop the mechanism for motivating employees. Next 

section is detail description of motivation and motivational theories.  

 

7.2 Motivation  
 

You must have heard that organizations offer bonuses on achieving more than the given 

target, launch or vocations etc. on performing well. This announcement is for all and 

pushes employees to put extra efforts to achieve the target. However, the offer wins by 

few who show willingness to put extra efforts. Here we can say that “bonuses, vocations, 

rewards etc.” are the factors that motivate the employees and the willingness to exert 

extra effort to achieve the goal is known as motivation.  
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Early research defined motivation as a force that energies behavior in a defined direction. 

The question is why bonus motivates employees? To answer this question, let’s look at 

the different motivational theories proposed at different period.  

 

7.3 Motivational Theories  
 

7.3.1 Early Motivational Theories  
The early contributors emphasized on individuals’ needs to motivate them and specify the 

needs which can motivate an employee. In this section, we discuss the three needs based 

motivational theories.  

 

Maslow’s Hierarchy of Needs  
Abraham Maslow, an American psychologist famed for introducing hierarchy of needs in 

early 1960. He classified the human needs in five hierarchical levels and stated that the 

unsatisfied needs can be used as motivators. These levels move up from very basic needs 

to highest needs which are describes below;  

 Physiological Needs, also named as biological needs consist of basic needs such as 

food, shelter and water.  

 Safety Needs, after the satisfaction of having first level needs, people demand for 

safety and security.  

 Social Needs, also named as belongingness. It includes the need of being affiliated 

and accepted by the others.  

 Esteem Needs, it is two-pronged desires, one is to have a positive self-image and 

the second is that the work and contribution to be valued and appreciated.  

 Self-Actualization Needs, it is the desire to develop capabilities to our fullest 

potential. This is the highest level of needs when people realized or attained their 

dreams and desires.  

 

 
 

It was the early theory and widely accepted. Maslow stated that until lower level of needs 

are satisfied, next level needs may not motivate employees. 

 

However, later this theory was questioned and commented that; 

 To some higher-level needs may be more important than lower level needs. 

 The order of hierarchy may not be same for all employees.  

Self-actualization  

Self-Esteem  

  Belongingness 

    Safety Needs 

        Physiological Needs  

Challenging projects, aspirations, creativity   

 Recognition, valued, appreciated 

 Good Team workers, peers and group working 

 Job security, benefits, work-place security and healthy environment  

 Basic pay, work, space,  
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 Culture also effects the people’s desires. 

 

Theory X and Theory Y 
Douglas McGregor (1906-1964) was a famous management professor at university of 

MIT Sloan School of Management. He was recognized for his theory X and Y formulated 

in 1960. McGregor studied and found two aspects of human behavior at work or two 

approaches the way individuals shows their attitude towards work. Based on these two 

behavioral aspects, he grouped individuals into two categories and named as “X” and “Y” 

and named his work as Theory Y and Theory Y. He also stated that different types of 

factors used to influence the behavior of people belong to theory X and theory Y. 

Description in given in the table below;  

 
Theory X Theory Y 

 It discusses the negative aspects of human 

behavior at work. 

 People in this group assumed to be lazy, 

who dislike work, little ambitious, avoid to 

take responsibilities, duties and tasks.  

 It discusses the positive aspects of human 

behavior at work. 

 People in this group are assumed to be 

energetic, ambitious, enthusiastic, self-

motivated, love to work, happy to take 

responsibilities. 

 They want physiological needs, job, job 

security and salary to be satisfied. 

 They are the people who belong to higher 

level needs such as satisfaction of self-

esteem, self-actualization and social needs. 

 How to get the work done from them and 

what motivates them? 

 A control and close supervision.  

 Managers use “Carrot and Stick” policy to 

motivate them for work. 

 Job security as threat can be used as to 

influence their behavior.  

 How to get the work done from them and 

what motivates them? 

 Involving them in decision making process, 

their contribution being valued as 

company’s success, appreciation and 

acknowledgment.  

 

 

No research observed these two types of behaviors exists at work. There might be 

different types of behavior and needs.  

 

Herzberg-Two Factors Theory  
Frederick Herzberg, an American psychologist who is famous for his two factors 

motivational theory also named as Herzberg’s motivator hygiene theory. In view of 

above discussed need theories, he argued that not all the factors are motivators some of 

the factors which just cause dissatisfaction at work. Therefore, he stated that to minimize 

the dissatisfaction at work, such factors may be clear or hygiene from the working 

environment. Hence, he introduced following two factors;  

 Motivators: Motivators are the factors which are associated with the satisfaction of 

intrinsic needs. The needs that are related to job and satisfied higher order needs. 

(E.g. social needs, job enrichment, involvement in decision making process, 

acknowledgment, achievement, self -actualization, big projects etc.  

 Hygiene Factors: these are the factors that caused dissatisfaction at work. The 

removal or hygiene of these factors eliminate the level of dissatisfaction. These 
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factors are external to job hence named as extrinsic factors such as working 

environment, relation with supervisor, peers and subordinates, policies, strict rules 

and regulations, salary etc.  

Herzberg believed that these two factors are different and equally important to achieve 

overall satisfaction. Any of the factors if not satisfied will affect the work performance. 

There are 4 different combinations can exist at work including: 

 High hygiene and high motivation: This is the ideal situation. Employees are 

very motivated and barely have any complaints. 

 High hygiene and low motivation: Employees have few complaints, but they’re 

not really motivated, they see their work simply as a paycheck. 

 Low hygiene and high motivation: Employees are motivated, their job is 

challenging, but they have complaints about salary or work conditions. 

 Low hygiene and low motivation: This is the worst possible situation where 

employees are not motivated and have a lot of complaints with the organization. 

 

7.3.2 Contemporary Motivational Theories 
This section discusses the current motivational theories and elaborated the changing 

nature of motivational factors. Let’s have a look on each theory one by one. 

 

Three Needs Theory 
This theory was put forwarded by a psychologist David McClelland in 1960-1970. It is 

also referred as McClelland’s three needs theory, Acquired-Needs Theory or Learned 

Needs Theory. He stated that there are three type of needs, need of power, achievement 

and affiliation, which may act as a drive to motivate people.  

 

 Need of Power: two types of power a person can desire for;  

i. Personal Power: which is power to be in charge 

ii. Institutional Power: which is the power to direct the efforts to achieve 

organizational goal.  

 Need of Achievement: this is defined as the desire to achieve the organizational 

goals and to accomplish challenging tasks. Such people are proved to be good 

leaders, risk takers and want to work with high achievers.  

 Need of Affiliation: this is defined as the desire to be associated with individuals, 

groups and warmly accepted in the group. For such people work in collaboration 

with mutual understanding and trust.  

 

These all needs are desired by all individuals but are influenced by the background, 

experience and position one occupies in the organization. Therefore, the degree of desire 

for these needs may vary from high to low. Managers therefore designed a need profile of 

workers at work to know what they want. If a person found high level of desire for 

achievement, then managers designed different training, courses and tasks for them.  

 

Goal Setting Theory 
Every organization set a goal or direction to channelize all the efforts towards it. A 

SMART Goal is defined as Specific, Measurable, Achievable, Realistic and Time bond, 
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which with these characteristics motivates employees and increase their self-confidence. 

Therefore, researchers stated that setting a specific goal itself is a motivation to work.  

This theory is the outcome of the research carried out by Edwin A. Locke, a psychologist 

in 1968. The theory is developed on five reasons;  

 A clear and specific Goal: the specificity and clarity of goal itself is a stimulus.  

 Challenging Goal: if employees are given challenge and people with higher 

achievement need will accept it and perform high in the task. 

 Commitment: employees understand the goal and show high commitment to 

accomplish it.  

 Employee Participation: some of the employees prefer to be involved in the goal 

setting hence show high performance.  In some cases, employees want to be 

assigned a target to achieve.  

 Feedback: Feedback is essential to know how well employees are progressing 

towards their goal.  

 

Later research added three more components including;  

 Goal Commitment: greater the commitment towards goal greater is the 

performance. 

 Self-efficacy: this is individual believe in self-abilities to accomplish that goal. 

 National Culture: the national culture matters to implement this theory of a country 

encourage distant culture (highly bureaucratic), it means subordinates assumed to 

be assigned targets, they don’t take challenge etc.  

 

For successful implementation, if the proper environment is provided the implementation 

of this theory lead to higher performance. 

 

Reinforcement Theory  
This theory proposed by B.F Skinner, an American psychologist and social philosopher 

and his associates.  He argued that the behavior is explained by the consequences in the 

environment, it means that the results show what and how employees behave.  Following 

are the main points of this theory including.  

 The behavior which bring positive results will be most likely to be repeated. 

 This theory therefore ignores goals, expectations and needs. 

 The behavior which pay them best is most likely to be practiced again. 

 Managers are interested in behaviors which produce good results therefore they 

design different types reinforcement mechanisms to have a desired behavior from 

workers.  

 There are four types of reinforcement, managers practice including; 

i. Positive Reinforcement: a type of reinforcement in which behavior is 

modified through a pleasant reward as consequence.  Such as pay rise, praise, 

award, time off etc.  

ii. Negative Reinforcement: a type of reinforcement in which desired behavior 

is expected as result of threat, penalty, insults or yelling etc. 



103 

iii. Extinction: it is a technique in which a previously rewarded positive behavior 

is discouraged or stopped by the managers. For example, the next time they 

stopped to announce rewards which ultimately change the behavior of 

employees. 

iv. Punishment: this is a technique which is practiced to discourage the behavior. 

It includes suspension, pay cuts, withholding of resources such as new 

equipment etc.  This technique was highly criticized and not recommended 

as good model to remove the unwanted behavior.  

 

Managers are suggested to announce reward for desired behaviors and if punishment is 

needed it should not be severe.  

 

Designing Motivating Jobs 
The term job designing is referring as the way tasks are breakdown, combined and 

arranged to form a complete job. To make a motivating job and keep employee attached 

to the job, managers apply following job designs such as job enlargement and job 

enrichment. Job designing, job enlargement and job enrichment is already discussed in 

detail in unit six. Here we will focus on the factors which should be given due importance 

while designing a job.  

 

To design job, a model was presented by the organizational psychologists J. Richard 

Hackman and Greg Oldham. This model discusses the five core dimensions to design 

motivating jobs as discussed below;  

 Skill Variety:  this the degree to which a job requires the use of multiple set of 

skills a person has.  

 Task Identity: this is the degree to which a job is important in completing whole 

and identifiable piece of work. 

 Task Significance: the degree to which a job has a significant impact on jobs of 

other people. 

 Autonomy: it is defined as the degree of freedom in handling and carrying out the 

tasks. Taking job related decision independently.  

 Feedback: to improve and to grow, employee want to know about the results of his 

job so that they can assess the effectiveness of their performance hence can 

improve if require.  

 

This model suggests that implementation of skill variety, task identity and task 

significance collectively develop a meaningful work whereas autonomy help employee to 

learn new knowledge and increase self-confidence and feedback also support in learning 

and improving towards better performance.  

 

Equity Theory  
J. Stacy Adams in 1965 proposed that in work setting, every employee is comparing his 

pay, work environment and other things with every other employee at same level. He 

stated that employee perceive he get the same out as other in relation to the effort he put 

in and compare the iput output ration with others.  
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If there found inequity, employees perceived themselves as underrated and feel 

demotivated. The referent (the objects, individuals compare themselves against in order 

to assess the equity), could be other person, systems, place and environment.  

 

This theory is based on justice if employees found to be treated inequitable, they feel 

demotivated and distort their own as well as other inputs and outcomes and it may lead to 

quit of job. To minimize the resentment of employees, managers should share the 

information to all and share the criteria of allocating extra benefits to employees.  

 

Expectancy Theory  
This theory was introduced by Victor H Vroom. He argued that three points are important 

to consider making the efforts to perform at highest level. He measured the probability 

between these three components effort, performance and valance which carries the value 

between -1 to +1. This theory is the empirical calculation of motivation. Let’s discuss the 

relationship amongst the three.  

 

 
 

Effort-performance Expectancy:  The relationship between effort and performance is 

defined as the probability that our efforts lead to desired performance standards. It means 

that a person assesses his capabilities, skills, abilities, knowledge, experience as well as 

context (resource availability, working environment etc.) can get to the desired 

performance standards or not. If the employees are confident to perform with given 

conditions are assigned +1 value, if they doubt their capabilities then assigned -1.  

 

Performance-Outcome Expectancy: this is the probability that the successful 

performance will lead to the achievement of outcome. The outcome means reward, which 

will be presented on achieving the set performance. The value will fall between +1 to -1.  

 

Valance: the outcome or reward and its attractiveness is very important to motivate 

employees for putting extra effort. Valance is defined as the attractiveness of 

reward/factors for the employees. A reward if found very attractive, Vroom asked to 

assign +1, if employee see reward as unattractive then assign value -1 and there may be a 

case when employee found insensitive towards reward.  

 

 

Effort  Outcomes/Rewards   

 

Performance   

 

E-P Expectancy 

The probability that I 

can perform the task 

  

P-O Expectancy 

The probability that my 

good perform will produce 

desire outcome 

 

Effort  

Valance 

What value is 

assigned to the 

potential outcome 

 

Components of expectancy theory 
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According to this theory Motivation  =  E-P Expectancy x P-O Expectancy x Valance 

  
E-P Expectancy P-O Expectancy Valance Motivation 

+1 +1 +1 High Motivation 

 

If any of the variable is found 0 or -1, it will lead to low motivation.  

 

7.4 Integrating Contemporary Theories of Motivation 
 

We have discussed early motivational theories and then contemporary theories of 

motivation. In this section we are discussing how to implement contemporary theories in 

current working environment. Following important points are given below on 

contemporary theories and way to integrate in current working setup. 

 

 There are external key factors that may affect the relationship of expectancy theory 

variable including a clear direction, supporting supervisor, personal aspirations, 

supporting working environment, availability of related equipment and other 

support staff.  

 For reinforcement theory, in current scenario workforce is considered as a capital 

for an organization. Organizations spend time and investment to make them 

capable, therefore negative reinforcement may make them demotivated and may 

push them to quit the organization and look for other. Employees want to be valued 

through effective training and positive reinforcement help to grow.  

 Equity in all aspects including pay, benefits, space, equipment, treatment etc. is 

very important to make environment productive. Management needs to ensure 

equitable treatment for all employees. Nothing should be kept secret all 

information, criteria and performance indicators share with the workforce.   

 Job Characteristic Model is another effective contribution made by the 

contemporary researchers which help to design jobs around five core dimensions. 

Employees are felt motivated if they are given autonomy to do their job and 

provided with constructive feedback.  

 

7.5 Current Issues in Motivation and New Factors of Motivation  
 

Motivating the employees at work requires time, skills and money. The economic 

conditions are now totally changed, competition is very high, skills are available in the 

labor markets and talent is now not restricted to one country and making a diversify 

workforce. These all factors affect the motivation and mechanism of motivation.  

 

 Motivation in tough economic conditions: overall country economic downfall or 

company’s own financial turmoil greatly affect the reward system. At that time, 

workforce is more concerned about the safety of job. During this time, 

management should keep a close contact with the employees to ensure them about 

job safety and keep them updated about the financial situation. This make them to 

work to take the company out of financial crunch.  
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 Cross-culture and workforce diversity: talent has no boundaries; countries 

encourage talent across the globe. This pose a serious challenge as a motivational 

program may not be considered as a motivator to a person belong to different 

culture or geographic location. People belong to different cultures have different 

preferences e.g. U.S.A, Canada citizen valued freedom, autonomy and 

achievement, whereas China, Iran, Peru prefers harmony, belongingness and 

consensus, Japan and Slovakia prefer material status, Sweden and Netherland 

prefer quality of life. How to manage motivation program keeping in view the 

workforce diversity needs some serious efforts. 

 Motivating different group of workforces: Professionals are highly skilled, 

experienced and expert in their specific field. To keep them motivated, 

organization need to design a challenging job because they work to satisfy their 

self-esteem needs and self-actualization, therefore hard to manage. Contingent 

workforce, the workforce which is required by the company as workload increased. 

these are not permanent employees therefore it is very crucial to engaged them. 

Lower level employees also need to be motivated. Increasing pay is not all-time 

solution especially in bad economic situations. In such case, employee recognition 

programs, training for promotions etc would be more attractive source of 

motivation.  

 

7.5.1 New Motivation Program Designs 
With the issues discussed above, organizations come up with new motivational programs. 

The most common of them are described below;  

 Employee Recognition Programs: organizations started to conduct surveys for the 

employees from supervisor, peers and subordinates to know the contribution made 

by them. So that their contribution is being valued and recognized in achieving the 

organizational goal.  

 Pay for Performance: during recession or financial turmoil, companies reward 

those with the highest performance. They set performance targets and on achieving 

the set target, employees are given extra payment. This program is highly 

appreciated and implemented in many countries.  

 Employee Stock Ownership Plans (ESOPs): This is an employee benefit plan that 

gives workers ownership interest in the company. For instant company sell their 

shares to their employees. The prime objectives of an ESOPs are; 

o attract, retain and motivate talented and critical employees  

o compensate employees for low salaries and relieve pressure on cash flows 

o encourage employees to align individual performance with company 

objectives  

o improve communication within the different tiers of the organization  

o increase job satisfaction and achieve work commitment 

o reward employees for their performance with ownership in proportion to 

their contribution  

o encourage employees to create share market value.  
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Public sector enterprises in Pakistan are following Employee Stock Option Schemes to 

encourage employee participation. Read for information 

(https://www.dawn.com/news/1218346). 

 

Summary  
 

Motivation is a thriving force that encourage employees to put extra efforts willingly to 

get the task done. The concept of motivation evolved over a period of time from needs 

theory to contemporary theories stating that involving employees in decision making and 

giving them share in ownership through selling shares to employees has a greater effect 

on firm and individual performance.  

 

Practice Question 
 

Q.1 Define behavior and why an individual behavior in an organization is important to 

study.  

Q.2 What are three components that define attitude? 

Q.3 Define personality and explain how MBTI help managers to measure the 

personality of their employees.  

Q.4 What is motivation and explain the early contribution of researchers in this area of 

management? 

Q.5 Compare and contrast different contemporary motivational theories.  

Q.6 What are the challenges faced by the current organizations in designing 

motivational programs? 

Q.7 Figure out few organizations and share what motivational programs they 

implemented in their organizations to motivate employees. 

Q.8 How you compare the output of early motivational theories with contemporary 

motivational theories? 

Q.9 How job characteristic model can be used to design a motivated job? 

 

https://www.dawn.com/news/1218346
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Introduction 

 

Leadership is another important pillar of the management. Once the organization set the 

goal, plan the ways to achieve the goal and organize the resource, then an important 

function needs to be activated and that is leadership. How to lead the efforts to the right 

direction and to lead people and keep them motivated to do their best for the 

organization.  

 

Objectives 
 

After Studying this unit, students will be able to: 

 to develop understanding the difference between leadership and management 

 to understand the early leadership theories 

 to understand the contribution made by the contemporary researchers 

 to understand the role of communication 
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8. Managers Vs Leaders 
 

Managers use to manage the things; under their supervision the team complete its job or 

task which are well defined and communicated best. While leader itself is a manager but 

must have the influential personality to influence others to perform the tasks. The focus 

of this unit is leadership. Let us see how leadership evolve over time.  

 

8.1 Trait Theories of Leadership 
 

At the University of Cambridge, England a research showed that men with longer ring 

finger then index finger tended to be more successful in financial trading then those 

having ring finger smaller than the index. 

 

But how the ring finger can affect this, means there are certain traits which influence the 

leaders. 

 

In 1920’s & 1930’s research conducted on leadership revealed that, there are certain traits 

that distinguish leaders from non-leaders. Such as appearance, social class, physical 

stature, fluency of speech, emotional stability and sociability. But it was quite difficult to 

make a set of traits that describes the successful leaders. The seven traits that briefly 

describe a leader is presented below.  

1. Drive: Leaders show the high degree of effort level. They are ambitious and have 

relatively high desire of achievement and high energy level. Consistent in their 

activities and initiator.  

2. Desire to lead: They have desire to influence, lead and willing to take the 

responsibility. 

3. Honesty & integrity: Develop trusting relationships with followers by consistency 

between deeds and word. 

4. Self Confidence: Leaders who are confident in their decisions, information and 

capabilities. They do not doubt their followers for the self-confidence they have. 

5. Intelligence: Leaders should be intelligent to collect, analyze & interpret the 

information, so they can solve the problems. 

6. Job relevant knowledge: Leader must be efficient regarding the changing business 

knowledge like technology etc. In fact, this gives the leader to take the decisions 

accordingly and then look for the effects of decision. 

7. Extraversion. Leaders are active, energetic, assertive, sociable, and rarely silent or 

withdrawn. 

 

Researchers came to know that only having certain traits are not necessary to define a 

person as leader. In late 1940s & mid 1960s researchers gave the preferred behavioral 

styles that possess the leader. 
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8.2 Leadership Behavior Theories 
 

Research proposed the behavioral theories which will give the answers related to the 

behavior of the leadership. Traits are hard to change or modify but the focus was given to 

find more effective leadership behaviors so that it may be learned. The four main studies 

conducted on the behavior of the leaders in different universities and concluded with 

different leadership styles. 

 

 Research at University of IOWA: Research carried at University of Iowa gave 

three most effective leadership styles. 

 The autocratic style: Describes leader as the one who dictates his followers 

or employees and limit the employee participation. 

 The democratic style: describes leader or manager as the one who involves 

employees in the decision-making process, delegates authority down to the 

employees and use feedback for improvement. 

 In the Laissez-fair style: This style defines the leader as person who let the 

employees complete their task in their own way. 

 

The research showed that the democratic style gave the good quantity or good quality of 

work. 

 

 Study at OHIO State University: Studies at the Ohio state declared two 

dimensions of leader’s behavior as most important among the 1,000 dimensions.  

 The first is initiating structure in which the leader defined his or her roles in 

attaining the target and as well as the roles of group in doing so. It had all the 

behaviors related to the organization of work, work relationships and the goals. 

 The second one is Consideration which depicts to which extent the leader has trust 

on his team members and how he or she takes the feelings or ideas of them. 

 

Researchers showed that those leaders who had high amount of both the above-

mentioned dimensions is (a high-high leader) which is about the high performance of his 

group members and high group members satisfaction, but not in all cases. 

 

 Studies At Michigan University: Research related to leadership was conducted by 

the University at the same time when Ohio state were trying to figure out the 

performance effectiveness 

 Michigan research group also gave two important dimensions which are 

employee oriented and production oriented. 

 Leaders with “Employee oriented” approach, focus on interpersonal 

relationships while production oriented focused on the task’s aspects of the 

job. While leaders who are “production oriented” are more concerned about 

performance and meeting the set targets.  

 

Unlike other research, Michigan studies revealed that leaders with “employee oriented” 

approach were able to get optimum group productivity and high group satisfaction. 
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 The Managerial Grid: This is an important outcome of the behavioral approaches. 

This model gave basis to the formation of two-dimensional grid. 

 The managerial grid is divided into two parts “concern for people” (the 

vertical part of grid) and the concern for production (the horizontal 

part).Leaders use the ranking scale from 1 (low) to 9 (high). 

 This grid comprises of 81 potential categories which measure the leader’s 

behavior. 

 

 

 Five styles among those are named as: 

o Task Management: Management in this quadrant is also termed as 

“Authoritarian” and they given more focus on “getting the job done”.  

o Impoverished Management: Management expecting less efforts from 

subordinates therefore showing less concern for people and their satisfaction 

as well less concerned about the task accomplishment.  

o Middle of the Road: Leadership style is a balance between these two factors 

and settles average performance.  

o Team Management: The ideal leadership style aimed to have high 

performance as well as high productivity. Leaders keep their subordinates 

satisfied and achieve maximum commitment.   

o Country club: This style of leadership is focusing more on wellbeing of the 

staff even at the expense of productivity.  

 

Research has proved that by using 9,9 style managers performed best. 
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8.3 Contingency Theories of Leadership 
 

The corporate world if full of the leader’s stories who failed to get the success for their 

organizations. Here we shall discuss the three contingency theories Fielder, Hersey-

Blanchard, and path goal. 

 

8.3.1 The Fielder Model 
It is the first contingency model on leadership, which was proposed by the Fred Fielder. 

The key of the model was: 

 

 1.  Define those leadership styles and situations.  

 2.  Find out the appropriate combinations of situation and style for effective outcomes. 

 He proposed the key factor in the leadership as “relationship oriented” or “task 

oriented”. 

 To measure the styles of the leaders, Fielder made the: Least-preferred coworker 

(LPC) questionnaire”. The questionnaire consisted of 18 sets of contrasting 

adjectives, e.g cold-warm, pleasant-

unpleasant, friendly-unfriendly or boring-

interesting. Respondents were asked to 

mention the person with whom they least 

enjoyed working with as coworker by rating 

them on scale (1-8), for each 18 sets of 

adjectives. The 8 always shows the positive 

adjective and 1 as negative. 

 If the least preferred coworker is described as relatively positive by the leader (high 

LPC score, means it score 64 or above) the respondents are relationship oriented. 

 The least preferred coworker is the one with a score of 57 or below which shows 

the task-oriented behavior of the leadership. 

 

Fielder’s research revealed three contingencies. 

 Leader-member relations: It is about the degree of trust, confidence, and respect 

a leader had by his employees, rated as “good” or “poor”. 

 Task Structure: It is about the degree to which job assignments or tasks were 

structured or formalized. It is rated as “low” or “high”. 

 Position Power: The degree to which extent a leader had influenced over activities 

such as discipline, hiring, firing, salary increment, promotions. This is rated as 

either “strong” or “weak”. 

 

Evaluation of each leadership situation was done in terms of the three contingency 

variables mentioned above. When these three variables got combined produced eight 

possible situations mentioned in the bottom of the chart in figure below ranges from 

highly favorable to highly unfavorable. 

 Situations “I, II & III” were considered as “highly favorable”, while situations 

“IV,V &VI” were “moderately favorable” & situations “VII,VIII” were considered 

as “unfavorable” for leader 

Least- Preferred Coworker 

(LPC) Questionnaire 

A questionnaire for 

measurement of the 

leadership, whether its task 

oriented or relationship 
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 Once Fielder had described the leader’s variables and situational variables, he 

studied 1200 groups to compare the “relationship oriented” versus “task-oriented” 

styles in each of the eight categories. 

 He concluded that “task-oriented leaders” performed better in favorable as well 

as unfavorable situations (Top of the Exhibit 17-3, vertical axis shows the 

performance & favorableness is shown on the horizontal axis). 

 While “relationship-oriented leaders” performed better where situations are 

moderate. 

 

Fielder treated the leadership style of an individual as fixed variable, so only two ways 

could improve leader’s effectiveness. 

 For example, the group’s situation was unfavorable, and the leader was relationship 

oriented, the group’s performance could be increased by the replacement of 

relationship oriented with task-oriented leader. 

 

Research tested and showed that this model had considerable evidence to support it, in 

the mean while this theory was not without criticism. It was not realistic to considered 

that a person cannot change his leadership style to fit in given situation. Effective leaders 

can do it. LPC was not practical and it was difficult to assess the situation variables. 

 

 
 

8.3.2 Path Goal Model: 
Robert House presented the path-goal theory, the term “path goal” is derived from the 

bases that effective leaders take away the hurdles and problems so that the subordinates 

or followers have clearer path to achieve their goal.  

 

 House identified four leadership behaviors. 

1. Directive leader: Let’s subordinates became aware of the expectations from 

them, work to be done must schedule and guide them in doing their tasks. 

2. Supportive leader: should be friendly and shows a deep concern for the 

needs of the subordinates or followers. 

3. Participative leader: Before making decisions consults the group member 

and uses their suggestions in doing so. 
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4. Achievement oriented leader: Make “challenging goals” and expects his 

followers to do at their best.  

 

Contrary to Fielder’s view House assumed that a leader could change his or her behavior 

or leadership styles depending upon the situation. 

 

 Figure below shows that “path goal theory” states two “contingency or situational 

variables” that moderates the behavior of a leader-outcome relationship. 

 Environmental factors mean the type of leadership behavior which is required if 

outcomes are to be maximized by the followers. 

 

 
 

Some of the examples of predictions that path-goal theory says are as follows: 

- Directive leadership brings to greater satisfaction when the tasks are stressful than 

when are fully structured. Subordinates need the direction as they are not aware 

what to do exactly. 

- Supportive leadership gives high performance level when the followers are 

performing structured tasks, here leader must support them not to tell them what to 

do. 

- When the relations are more bureaucratic, the leader should more show the 

supportive behavior. 
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- Directive leadership brings the high rate of employee satisfaction when there is 

conflict within the group of followers, they need a leader who can handle the 

situation. 

- As the subordinates are participating in the decision making so, with internal locus 

of control they will be more satisfied with participative style. 

 

The followers believed what happens to them is because of external environment, so need 

a leader that can direct then what to do, so with external locus of control they will be 

more satisfied with directive style. By setting challenging goals, subordinates are familiar 

with expectations, so achievement-oriented leadership will increase the subordinate’s 

expectancies.  

 

A review of the path goal theory shows mixed support, employee’s performance could be 

positive when the leader chooses a leadership style. However, if the leader waste his or 

her time in explaining the things which are already clear to the employees could be 

insulting for them as they know it already. 

 

8.3.3 Participative Leadership Model 
In participative leadership, decision making or during its execution the subordinate’s and 

follower’s ideas and their input is considered. Among the different management styles, in 

today’s world the participative leadership model is used by many of the organizations. It 

had two types or forms i.e. 

 

1. Representative participation: A certain group of employees is involved in 

decision making of the employees. 

2. Participatory Management: The followers share a degree of combine decision 

making with their supervisors. 

 

The Participative Leadership Model: Participative leadership can be different in the 

different situations depending on the organization and the purpose, but the patterns are 

common for example:  

1. Leader always motivates or facilitates the conversation. 

2. Leaders encourage the idea sharing by others. 

3. For sake of decision-making leaders share any knowledge or information. 

4. The synthesis of the information and solution given by the followers is done by the 

leader. 

5. The leader gives the best solution for the problem based on the group discussion 

and communicates the solution to the group. 

 

The types of participative decision making are:    

1. Democratic (Participative) – Final decision is my main leader in the mean while 

encourages participation of each member. 

2. Collective – All the decisions as well as the responsibility of the decisions is taking 

by the group. 
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3. Autocratic – Goal oriented, possible solutions are brainstormed at the end leaders 

are responsible for final solutions. 

4. Consensus – Decision making, and responsibility is given to the group by the 

leader.  

 

Participative leadership style used in many organizations. It is not good for quick 

responses but applicable for the creativity.  

 

8.4 Emerging Approaches to Leadership 
 

We shall discuss four of the latest views of leadership in this context: transformational-

transactional leadership, charismatic visionary leadership, and attribution theory of 

leadership. 

 

8.4.1 Transformational-Transactional Leadership 

- Many of the leadership theories viewed leaders as transactional leaders i.e the 

leader, led by social exchanges. 

- The leaders motivate the followers to do work (productivity) by exchanging 

rewards. 

- Another type of leader who transforms the followers for extraordinary results 

(Transformational Leader). 

- For example, Jim Goodnight of SAS Institute and at Avon, Andrea Jung paid 

attention to the needs of the individual followers, by looking the old problems in 

new ways and change or transform the followers by inspiring them. 

- Transactional or transformational approaches are not actually opposite of each 

other. 

- Transformational leadership comes from transactional. 

- Transformational approach produces degree of employee effort and performance. 

- Studies have revealed that managers with transformational leadership are more 

effective with higher performance than transactional leaders. 

- Transformational leadership indicates lower turnover rates and higher level of 

productivity. 

 

8.4.2 Charismatic -Visionary Leadership 
An enthusiastic, confident leader whose personality influence the people is a charismatic 

leader. Several authors depicted five characteristics of a charismatic leader 

- Have vision 

- Ability to articulate that vision 

- Willing to take risks to get his vision 

- Sensitive to environment as well as followers needs 

- Extraordinary behavior  

 

One of the studied found that Charismatic leadership has nothing to do with 

organizational performance. 

- Charismatic leaders have their qualities by birth? 
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- A small group believed that charisma cannot be learned but a big group said that 

charisma can be learned by training. 

- Researchers taught the undergraduate students to be charismatic and got succeeded 

but   how? 

- By articulation of a far-reaching goal, high performance was communicated, 

showed confidence to the followers regarding the achievement of goal, full filled 

the needs of the followers and by engaging voice tone. 

- The groups having these charismatic leaders, members had higher rate of task 

performance and higher adjustment for the task then those groups led by non-

charismatic leaders. 

 

8.4.3 Attribution Leadership Theory 
Attribution theory states how individuals do the interpretation of events and how this 

reflects their thinking pattern and behavior. It assumes that people want to find out why 

people do, what they do, means the behavior reflects the attribute. Factors that influence 

attribution are: 

1. Distinctiveness:  How consistent the behavior of an individual among different 

situations in the organization. 

2. Consensus: The likelihood of all those confronting the same situation will show 

similar responses towards it. 

3. Consistency: The measurement of an individual’s same response across time. 

 

The basic attribution error is the tendency to give attribution to the other people’s 

behavior to those internal factors like feelings, personality traits and abilities. 

 

8.5 Contemporary Issues in Leadership 
 

In today’s 21
st
 Century leadership is not as easy task as the technology is changing 

rapidly, business costs are increasing daily, leading effectively in this situation is so 

difficult. In this section we shall discuss: 

 Leaders and power 

 Leading through empowerment  

 Gender and leadership  

 Leadership styles and different cultures 

 Sometimes leadership is irrelevant  

 

8.5.1 Leadership and Power: 

 There are five sources of leader’s power, has been discussed those are: 

1. Legitimate Power and authority come under same tree, it is the power the 

leader has because of his authority. 

2. Coercive Power is that power which is of punish or control, e.g manager has 

the power to demote or fire any employee. 

3. Reward Power: This is related to positive rewards like money, interesting 

work assignments, preferred work shifts and sales territories. 
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4. Expert Power: It is the power based on expertise, knowledge, or special 

skills. 

5. Referent Power: it is the power that arises because of a person’s personal 

traits or desirable resources. 

 

8.5.2 Leading through Empowerment 
One of the leading programs is by empowering some of the employees. In Uberaba, 

Brazil at Dupont’s facility, they celebrated their 10
th
 anniversary by tree’s plantation. 

Although the organization had many things to celebrate, it was the most important fact 

that, since the production began, no safety violations and environmental incidents had 

been recorded. It was just because of the company’s STOP (Safety Training Observation 

Program) in which the empowering employees were responsible for observing one 

another. 

 Empowerment involves increasing the decision-making discretion of workers.  

 

8.5.3 Gender and Leadership 
There was an issue under debate “Do the leadership of males and females are different?” 

Relationship between gender and leadership can affect hiring, promotion, performance 

evaluation and decision making. 

 If there is difference in the leadership because of the gender, does it encourage 

stereotyping. 

 The researchers showed that women mostly use the more democratic or 

participative style and less autocratic or directive style as men do.  

 Though many researchers say that males and females are same in leadership style. 

 

8.5.4 Leadership Styles and Different Cultures 
Leadership demands to mold according to the situation and culture in the organization. 

One research showed that Asian managers preferred leaders who were effective 

communicators, competent decision makers and supporting employees. 

 The national culture of any country has great impact on the leadership style. 

 Leaders cannot just select their style without any random thinking. 

 

Below table shows some culture related examples. 

 

 

 

 Arab leaders who show generosity and kindness without being asked, are considered 

as weak by other Arabs  

 Japanese leaders speak frequently and expected to be humble 

 Dutch and Scandinavian leaders who figure out the individuals with public praise, 

not motivate those individuals 

 German leaders are characterized by high participation, low self-protection and team 

orientation 

 Malaysian leaders are more autocratic than participative in style 
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8.6 Sometimes Leadership is Irrelevant 

 

 Some of the leadership styles are very effective though if the situation is not good. 

 Research shows that in some of the situation, the leadership is not relevant. 

 Certain individuals, organizational variables and job, can be the substitutes for 

leadership. 

 Subordinates characteristics like training, experience, professional orientation, or 

need of independence can neutralize the leadership style. 

 Such characteristics can replace the need of the employee for a leader’s support to 

reduce the task ambiguity. 

 Jobs that are unambiguous is intrinsically satisfying, so may the leaders have fewer 

demands. 

 

8.7 Role of Communication in Effective Leadership  
 

Communication is a two-way process of exchanging messages between people to 

understand a common meaning of the message. Best policies failed due to lack of 

effective communication and increased the level of risk. This section mainly discusses 

the effective communication systems within an organization.  

 

8.7.1 Communication Channels in Organizations 
The pattern in which communication happens within an organization is defined as 

communication channel. Types of patterns are very much affected by the nature of 

organizations’ way of working, structure and culture. The brief description of different 

types of communication channels is provided below;  

 Vertical Communication: In this communication pattern, the message flow in one 

direction either upward or downward.  

o Downward Communication: in this pattern communication flow from top to 

bottom. This type of pattern exists in bureaucratic and formal organizations.  

o Upward Communication: in this pattern, communication flow from 

downward to upward. (for example, one to one meeting, staff meeting, 

feedback, reports etc.) higher level management take information flow 

upward from lower level seriously as they are directly involve in operations 

and customers.  

 Horizontal Communication: In this pattern of communication, information and 

messages flow across departments at same managerial level. (Director Finance 

conduct a meeting with director marketing to discuss the cost in new advertising 

campaign etc.). 

 Diagonal Communication: In this pattern of communication, information and 

messages flow across departments at different managerial level. (e.g. the director 

marketing asked sales manager to present monthly sales report to check the impact 

of marketing campaign). 
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 Informal Communication: This type of communication does not follow any 

pattern. As require, the information may flow upward, downward, horizontal and 

diagonal. It is also known as grapevine.  

 

The above discussed communication patterns suit to different types of organizational 

structures. The most speedy and quick communication patterns are upward and 

downward. Which are unidirectional and help in quick decision making. Whereas, 

horizontal and diagonal are time taking as it requires the availability of the 

representatives across the departments. Such meetings may take time to agree on one 

decision therefore the decision-making process may not be quick.  

 

The above discussed communication patterns are types of formal communicant channels. 

There are some informal channels in the organization including; 

 Grapevine: it is the most common and 

practiced informal communication 

channel. It is the way in which flow of 

information do not follow any pattern or 

direction or hierarchy. Through this 

pattern employees receive much 

information then formal channels.   

 Rumors: it is based on speculations or 

assumptions about organizations.  

 

8.7.2 Barriers to Effective Communication 
 In downward flow of communication, it involves multilayers, therefore the absence 

of direct communication and feedback may lead to low motivation. 

 In upward communication, the feedback given by the subordinates may not be 

welcomed by the upper management. Subordinates may be pressurized to avoid 

negative feedback.  

 In Horizontal and diagonal communication, different perspective, objectives and 

purpose may hinder the process of quick decision making.  

 

8.7.3 Overcoming the Barriers  
 Organization should try to manage direct contact with employees down in the 

hierarchy for effective communication. 

 Use multiple mechanisms of communication such as face to face meetings, group 

discussion, feedback and comments in group to ensure participation of everyone 

directly.  

 Organizations should practice open door policy that encourage their subordinates to 

give their feedback, to discuss their problems directly to the concerned people.  

 To overcome the barriers faced during lateral and diagonal communication, 

departments should try to understand goal and objective and timeframe to avoid 

conflict of interests and delays.  

 

 

Grapevine communication 
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Summary 

 
Leading people and organizations is science as well as an art. Over the years, researchers 

looked for different successful leadership styles. Most common of all are Authoritarian, 

Team and democratic. However, contingency approach concludes that the best leadership 

style is the one which gives you maximum output. To lead successfully, effective 

communication play key role.  

 

Practice Questions 
 

Q.1 Explain trait leadership model and how it is different from behavioral approach to 

leadership. 

Q.2 Describe the leadership styles identified by research carried out at different 

universities to support behavioral approach. 

Q.3 Explain Fiedler leadership style. 

Q.4 What are the emerging leadership styles? Explain. 

Q.5 Discuss how empowering staff lead to effective leadership.  

Q.6 Explain different types of communication channels in an organization.  

Q.7 What communication channel is best in your view and why? 
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Introduction 

 

In previous units we have discussed management functions including planning, 

organizing and leading. The fourth function a manager perform is controlling. This is the 

critical function perform to follow the organizational performance and organizational 

goals. This requires a complete set of process where managers set standards, criteria and 

indicators against which the performance of organization is being measured.  

 

Objectives 
 
After Studying this unit, students will be able to: 

 understand what is controlling and why it is important? 

 know about the role of controls and management responsibility 

 understand what are the different types of control function? 

 know what are the key features of effective control system? 

 outline the effective control process 
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1. What is Controlling? 
 

Controlling is the fourth function of management. It is defined as a process of setting 

standards, monitoring, comparing and correcting the work performance.  In an 

organization, managers set some standards such as profit percentage, annual sales, 

customer base, budget, unit production, expenses etc. which vary from medium to longer 

period of time. The performance of the organization is measured against these set 

standards to ensure that; 

 We are on the right track 

 We would able to achieve our targets 

 There is no errors or mistake 

 If we need to make changes or not 

 

Why Control is an important function of management? Organization start with setting 

goal then design plans, organize resources and lead the workforce. To assure that we are 

getting as we planed or not?  Controlling is the process that check out on all efforts to 

ensure alignment with the goal. Control provide information and feedback on employee’s 

performance and effective use of assets. Timely information help managers to take 

corrective actions and make changes if require. Implementing controls on regular basis 

help to cope with any uncertainty, detecting irregularities and figure out new 

opportunities as well. In organization the control activities greatly vary at each 

managerial level e.g. at operational level, control activities may practice on daily basis 

whereas at strategic level, managers focus on long term plan quarterly, annually etc.  

 

9.1 The Control Process 
 

As we defined control as a process which consists of four steps. 

  

1. Determine the areas to control: Implementation of control system in any 

organization involves cost, time and experts. Therefore, it is very important to 

figure out which area needs a strict control. Managers make selection of areas 

based the contribution towards goal achievement.   

2. Establish Standards: to check on performance, it is very important to set the 

standards first e.g. business set the targets as 500 units production, an increase in 

annual sale by 15%, an increase in profit by 30%, an increase in market share by 

30%. These standards vary from one managerial layer to other.  

3. Measuring performance and compare with the set standards: once the 

standards are set, it is easy to measure the performance against those targets.  After 

measuring performance, management set acceptable or unacceptable criteria. This 

criteria is based on already established standards.  

4. Taking managerial action: after measuring performance and matching with the 

set standards, the next step is to take actions. Management takes following actions; 

 Positive Actions: if the performance is achieved as per set standards, 

management should recognize and reward it. 
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 Corrective Action: if management identified problems, errors, mistakes then 

management must take corrective actions. Corrective actions may involve 

training, development, disciplinary actions etc. Any action taken to get 

performance on track is corrective action. 

 Revise Standards: it is possible that management set standards that might be 

too high and too low. In such situation target needs to change not 

performance. 

 

9.2 Tools to Measure Organizational Performance 
 

Performance is defined as the end results of all activities, efforts and resources used. 

Organizational performance measured in terms of profit, customer base, market share, 

sales volume etc.  Different types of controls are used to measure the organizational 

performance which are discussed in the section below.  

 

  Feedforward Controls: Controls that apply before execution of activities. Such 

programs are designed to prevent problem before it occurs. To ensure the use of 

high-quality raw material in finished goods.  

 Concurrent Control: Controls that apply during the implementation of activities, 

so that the actions may be taken right on time. E.g. direct supervision  

 Feedback Control: this is the most practiced type of controls. Such controls are 

implemented at the end of activities. If the errors are identified corrective actions 

are taken by the management.  

 Financial Controls: to keep an eye on financial aspects, management keep on 

reviewing the financial goals(profit), sales, expenses and tax etc. and check 

financial statements. Ratio analysis and budgeting are very common practices use 

as controls.  

 Balanced Scorecard: this is an approach to assess the organizational performance 

form different perspectives including financial, customers, internal process, people 

growth, innovation and social performance.  

 Information Controls: in today’s world, where businesses use information 

technology. Therefore, ratio of cyber crimes is also increased such as data stealing 

etc. Management use computer software to prevent from data theft.  

 Inventory Controls: Inventory is the material stocked by the firm. Controls that 

are applied by the organizations to ensure the availability of inventory for 

processes. E.g. just-in-time inventory control etc.  

 

9.3 Effective Control System 
 

To define a control system an effective control system, following characteristics are 

needed to be ensure, 

 Future Oriented: control system that ensure the future goal achievement.  

 Multidimensional: an effective control system which covers multiple aspects of 

performance. 
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 Cost-effective: cost is very important to setup controls systems. Managers ensure 

that benefits of the control systems should more than its cost.  

 Realistic: set up realistic controls to achieve realistic goals. 

 Timely: the systems must give information timely to take corrective actions timely.  

 Flexible: the system is adjustable to the set goals. 

 Accurate: An accurate control system provides accurate data to make effective 

decisions.  

 

9.4 Total Quality Management 
 

The ultimate objective to apply controls is to maintain firm’s quality, quality of services 

or goods. Businesses now exercise control from the beginning till the end to ensure 

quality. One of the major managerial control systems is termed as “Total Quality 

Management (TQM)”. It is defined as a system aimed to improve quality continually to 

achieve customer’s satisfaction and customer’s loyalty.  This system was introduced on 

the following assumptions;  

 Good Quality costs a firm less than poor work quality: the basis assumption was 

that the poor-quality cost (scrap rate, customer lost etc.) become high then the high-

quality outputs. 

 Employees try to improve quality: this assumption is based on the fact that 

employees want to improve quality if they are provided proper equipment and 

training. 

 Quality Improvement Needs and cross functional efforts: this assumption is based 

on the fact that quality problem is not the part of one department. To produce 

quality output, all departments are given equal importance to apply quality 

controls. 

 Top management commitment: an assumption to introduce TQM was the strong 

commitment from top management who designs and creates the control 

organizational system. Employees high-quality work flows directly proportional to 

quality of systems that managers create.  

 

9.5 Operation Management  
 

Another type of managerial control system is “operation management”. It is mainly 

focused on all those operations and productive processes involve in converting inputs to 

outputs. It is also called production-operation management. Nature of operations varies 

from industry to industry e.g. In service industry, housekeeping, food, customer services 

and beverage are common operations whereas manufacturing or production units, 

supervision, inventory management etc. are common to manufacturing firm.  

 

9.5.1 Productivity and Operation Management 
Productivity is a concept of efficiency defined as the ratio of outputs to inputs. 

Productivity help managers to track the optimal use of input resources in production of 

finished goods and services.  Productivity is measured through using following formula; 
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The above stated formula is the approach to total-factor productivity, which includes all 

input resources to produce outputs.  

Whereas operation management is concerned about the input resources, materials and 

processes.  

 

9.5.2 Operation Management Process 
As in start of this unit, we have defined operation management as a process of converting 

input to output. This is a three steps process; 

i. Inputs: what inputs are required to produce the defined output 

ii. Transformation Process: the set processes, activities and systems involve in 

converting and processing the inputs 

iii. Output: the end results of processing the input is output (services or goods) to 

satisfy the customer’s needs.   

 

9.5.3 Operations Controls 
To minimize the loss of input resources, different controls are used to manage the 

operations. Most of the organizations used forecasting, budgeting, scheduling as 

operation controls. These types of controls are already discussed in unit 6. In this section 

we will introducing  some more  operations controls. Let’s have a look. 

 Capacity Building: It is about deciding the people, machines and other physical 

resources important to meet the production objectives.  

 Aggregate-production planning: it is important to keep in view that some of the 

assets involves in production cannot be changed too quickly such as building, 

facility, capacity, major equipment etc. whereas the demand of the products may 

change quickly due the uncertainty in the environment. Hence, the aggregate 

production planning is the process to plan and match the supply with demand for a 

specific time period.  

 Material-requirement planning: this type of operation controls is applied to 

inventory to ensure non-stop processing and meeting demands of customers 

without any break. It is computer-based controls that projects material needed for 

goods and services.  

 Manufacturing-resource planning: this type of operation control integrates the 

material requirement planning and control activities with financial, accounting, 

personal, marketing etc. information to form a holistic system of control.  

 

9.6 Management Information System 
 

Information for any organization is very important to make right decisions. Timely 

information help management to take timely and effective decision. Therefore, 

availability of right, accurate, complete, relevant and timely information is very crucial 

for successful organization. The scope of required information for decision making varies 
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from one managerial layer to other e.g. operational managers needs completely internal 

information about processes and operations whereas top management needs information 

external to organization they assess external environment and collect information to take 

long term business decision. The table given below is the description of information 

required at different managerial levels. 

 
Title Managerial Hierarchy Information type 

Top Management  Top/Strategic layer Long term sales trends, operating plans, 

forecasting, budgets, resource planning etc.  

Middle 

Management 

Tactical layer Regional sales, production scheduling, 

annual budgeting, forecasting, HR  

planning etc.  

Frontline Managers Operational Management Order tracking, order processing, material 

required, cash management, employee  

record etc. 

 

9.6.1 Types of Information System  
Based on the type, nature and scope of the information required at different managerial 

layers, there are different information systems to serve the needs of each managerial 

layer. To control or check on the available information, different types of information 

systems are introduced within organization which are described briefly. 

 

 Transaction Processing System: A computer-based information system used at 

operational level to record the day to day traction in a business.  

 Office Automation System: this is another computer-based system that supports 

effective communication between managers and employees to enhance the 

productivity. It includes email, voicemail, teleconferencing, fax etc. 

 Knowledge-work System: a computer-based information system that help 

managers to process the data and generates meaningful reports for them. This can 

be used at any level. 

 Management-Information System: this is a type of information systems that 

support middle and operational managers through producing routine reports with 

past information and future projections.   

 Decision-Support System: to support the effective decision making in unstructured 

or uncertain conditions, mangers used decision support system. As this system used 

most of the external information hence used by top and middle managers.  

 Executive-support system: as the name suggests, this information system serves the 

need of top/strategic or executive management. This system use the external 

information and present to the executive management to take long-term decisions. 
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Summary 
 

Controlling is the last and one of the crucial functions of management. This function 

performs at the end of management process as it ensures the achievement of goals and 

targets. Different techniques are used as controlling mechanisms to detect the delays, 

problems and issues so that the corrective actions may be taken.  

 

Practice Questions 
 

Q.1 Define control and explain it as an important component of management. 

Q.2 Explain in detail the controlling process. 

Q.3 Compare and contrast different techniques used to measure organizational 

performance.  

Q.4 Explain total quality management, operation management, productivity and 

operation management linkage, information systems. 

Q.5 This unit discussed different types of information systems, identify which of the 

information system/s use at strategic, middle and operational management layer.  
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