
Principle of Principle of 
ManagementManagement
Principle of 
Management

AIBF





 

Principle of 

Management 
 

 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Table of Contents I 

 

Table of Contents 
CHAPTER ONE ......................................................................................................................... 1 

HISTORICAL REVIEW OF MANAGEMENT ................................................................................ 1 

1 The Importance of Past Management History ................................................................ 1 

2 Different Approaches to Management ........................................................................... 1 

2.1 Classical Management Approach ............................................................................. 1 

2.2 The Scientific Management Approach ..................................................................... 2 

3 What is Management? .................................................................................................... 2 

3.1 Relevance of Scientific Management: ...................................................................... 3 

3.2 CRITICISMS OF TAYLOR’S SCIENTIFIC MANAGEMENT: ............................................ 3 

3.3 The Functional Management Approach ................................................................... 3 

3.4 Types of Organizational Activities ............................................................................. 4 

4 The Human Relations School/Approach ......................................................................... 4 

4.1Emile Durkheim .......................................................................................................... 4 

4.2Vilfredo Pareto ........................................................................................................... 4 

4.3 Elton Mayo ................................................................................................................ 5 

4.4 Contribution of the Human relation school ............................................................. 5 

4.5 Criticism of the Human Relation School ................................................................... 5 

5 The Mathematical School of Thought ............................................................................. 5 

6 Management as a Science ............................................................................................... 5 

6.1 Science is characterized by following main features: .............................................. 5 

6.2 Management as an Art ............................................................................................. 7 

6.3 Art has the following characters: .............................................................................. 7 

7 Management as both Science and Art ............................................................................ 8 

CHAPTER TWO ........................................................................................................................ 9 

MANAGERIAL ROLES & FUNCTIONS IN AN ORGANIZATION ................................................... 9 

1 Managerial Role ............................................................................................................... 9 

1.1 Interpersonal Roles ................................................................................................... 9 

1.2 Informational Roles ................................................................................................. 10 

1.3 Decisional Roles ...................................................................................................... 10 

2 Functions of Management ............................................................................................ 11 

2.1Planning .................................................................................................................... 12 

2.2 Organizing ............................................................................................................... 12 

2.3 Staffing .................................................................................................................... 13 



II Principle of Management 

 

2.4 Directing .................................................................................................................. 13 

2.5 Controlling ............................................................................................................... 14 

3 Does a managerial function differ from a managerial role? ........................................ 14 

3.1 Features of Management ....................................................................................... 14 

4 Management as a Process ............................................................................................. 15 

4.1 Management is a social process ............................................................................. 15 

4.2 Management is an integrating process .................................................................. 15 

4.3 Management is a continuous process .................................................................... 15 

CHAPTER THREE.................................................................................................................... 16 

MANAGERIAL LEVEL AND SKILLS .......................................................................................... 16 

1 Level of Management .................................................................................................... 16 

1.1 Strategic Management level ................................................................................... 16 

1.2 Tactical Management level ..................................................................................... 17 

1.3 Operational management level: ............................................................................. 17 

2 Management skills ......................................................................................................... 18 

3 Henri Fayol’s 14 Principles of Management ................................................................. 19 

3.1 Division of Labor ...................................................................................................... 19 

3.2Party of Authority & Responsibility ......................................................................... 19 

3.3 Principle of One Boss .............................................................................................. 19 

3.4 Unity of Direction .................................................................................................... 20 

3.5 Equity ....................................................................................................................... 20 

3.6 Order ....................................................................................................................... 20 

3.6 Discipline ................................................................................................................. 21 

3.7 Initiative ................................................................................................................... 21 

3.8 Fair Remuneration .................................................................................................. 21 

3.9 Stability of Tenure ................................................................................................... 21 

3.10 Scalar Chain ........................................................................................................... 22 

3.11 Sub-Ordination of Individual Interest to General Interest ................................... 22 

3.12 Espirit De’ Corps (can be achieved through unity of command) ......................... 22 

4 Centralization & De-Centralization ............................................................................... 23 

CHAPTER FOUR ..................................................................................................................... 24 

ADMINISTRATIVE VIEW OF MANAGEMENT ......................................................................... 24 

1 Administrative Management Theory ............................................................................ 24 

1.1 Administrative Management Theorists .................................................................. 24 

2 Function/Elements of Management ............................................................................. 24 



Table of Contents III 

 

3 Behavioral Theory of Management .............................................................................. 25 

3.1 Elton Mayo's ............................................................................................................ 25 

3.2 Abraham Maslow .................................................................................................... 26 

CHAPTER FIVE ....................................................................................................................... 27 

DIFFERENT VIEWS OF MANAGEMENT .................................................................................. 27 

1 Quantitative view of Management ............................................................................... 27 

2 How Do Today's Managers use the quantitative approach? ........................................ 27 

3 Branches in the Quantitative Management Viewpoint: ............................................... 27 

3.1 Management science .............................................................................................. 27 

3.2 Operations Management ........................................................................................ 28 

3.3 Management information systems (MIS) ............................................................... 28 

3 Contemporary view points ............................................................................................ 28 

3.1Emerging views ........................................................................................................ 28 

4 System View of the Management and Organization .................................................... 29 

5 System ............................................................................................................................ 29 

5.1 Closed System ......................................................................................................... 29 

5.2 Opened System ....................................................................................................... 29 

6 System Views of Management Theory ......................................................................... 29 

CHAPTER SIX ......................................................................................................................... 30 

ANALYZING ORGANIZATIONAL ENVIRONMENT ................................................................... 30 

1 Organization Environment ............................................................................................ 30 

1.1 The environment ..................................................................................................... 30 

1.2 External Environment ............................................................................................. 31 

1.3 Types of external environments ............................................................................. 31 

1.4 The Mega Environment .......................................................................................... 32 

1.5 The Task Environment ............................................................................................ 32 

1.7 Elements of the Task Environment: ........................................................................ 32 

2 Management and Society: ............................................................................................ 33 

3 Operating in a pluralistic Society: .................................................................................. 33 

4 The Technological Environment: ................................................................................... 33 

5 The Ecological Environment: ......................................................................................... 33 

6 The Social Responsibility of Managers .......................................................................... 34 

7 Reaction or pro-action ................................................................................................... 34 

8 Ethics in Managing ......................................................................................................... 34 

8.1 Ethical Theories ....................................................................................................... 34 



IV Principle of Management 

 

8.2 Whistle blowing....................................................................................................... 34 

9 Differing ethical Standards between societies ............................................................. 35 

CHAPTER SEVEN ................................................................................................................... 36 

DECISION MAKING ................................................................................................................ 36 

1 Decision making ............................................................................................................. 36 

1.1 Definition of Decision Making ................................................................................. 37 

1.2 Steps in Decision Making ........................................................................................ 37 

1.3 Types of Decisions ................................................................................................... 37 

2 Rational and Non Rational Decision Making ................................................................. 38 

3 Assumptions of the Rational Decision-Making Model .................................................. 39 

4 The Decision‐Making Process ........................................................................................ 41 

4.1 Identify and diagnose the problem: ....................................................................... 41 

4.2 Identification of alternatives ................................................................................... 42 

4.3 Evaluation of alternatives ....................................................................................... 42 

4.4 Choice of alternative ............................................................................................... 43 

4.5 Implementation ...................................................................................................... 43 

4.6 Evaluation ................................................................................................................ 43 

5 Barriers to making good decisions ................................................................................ 44 

6 Group versus individual decision making ...................................................................... 45 

7 Improving group decision making ................................................................................. 46 

CHAPTER EIGHT .................................................................................................................... 48 

PLANNING, CONTROLLING AND DECISION MAKING ............................................................ 48 

1 Planning ......................................................................................................................... 48 

2 Importance of Planning ................................................................................................. 48 

3 Feature of Planning ....................................................................................................... 50 

4 Limitation of Planning .................................................................................................... 51 

5 Planning process ............................................................................................................ 52 

6 Types of plan .................................................................................................................. 54 

6.1 Single-use Plan ........................................................................................................ 54 

6.2 Standing Plan ........................................................................................................... 54 

6.2.2 strategy ............................................................................................................ 55 

Strategy ......................................................................................................................... 55 

7 Controlling ..................................................................................................................... 58 

8 Importance of Controlling ............................................................................................. 58 

8 Relationship between Planning and Controlling ........................................................... 59 



Table of Contents V 

 

9 Controlling Process ........................................................................................................ 60 

10 Decision Making .......................................................................................................... 62 

11 Advantages of decision making ................................................................................... 63 

CHAPTER NINE ...................................................................................................................... 64 

MANAGEMENT BY OBJECTIVE .............................................................................................. 64 

1 Introduction ................................................................................................................... 64 

2 In Practice ...................................................................................................................... 64 

CHAPTER TEN ........................................................................................................................ 67 

LEVELS OF STRATEGIES ......................................................................................................... 67 

1 Level of Strategies ......................................................................................................... 67 

2 Porter's Generic Competitive Strategies ....................................................................... 67 

2.1. Cost Leadership ...................................................................................................... 68 

2.2. Differentiation ........................................................................................................ 68 

2.3. Focus ...................................................................................................................... 68 

3 Boston Consulting Group (BCG) .................................................................................... 68 

3.1 Creating your matrix ............................................................................................... 69 

3.2 Stars ......................................................................................................................... 69 

3.3 Cash cows ................................................................................................................ 70 

3.4 Dogs ......................................................................................................................... 70 

3.5 Question marks ........................................................................................................... 70 

CHAPTER ELEVENTH ............................................................................................................. 71 

ORGANIZING, JOB DESIGN, CONTROL & AUTHORITY ........................................................... 71 

1 Organizing ...................................................................................................................... 71 

2 Job Design ...................................................................................................................... 71 

3 Departmentalization ...................................................................................................... 71 

4 Span of Control .............................................................................................................. 71 

5 Centralization and decentralization .............................................................................. 72 

6 Line and Staff authority ................................................................................................. 73 

CHAPTER TWELFTH ............................................................................................................... 74 

MASLOW’S NEEDS THEORY .................................................................................................. 74 

1 Maslow’s Needs Theory ................................................................................................ 74 

Implications ................................................................................................................... 75 

2 Cognitive Theories of Motivation .................................................................................. 75 

2.1 The Expectancy Theory ........................................................................................... 76 

3 Goal-Setting Theory ....................................................................................................... 76 



VI Principle of Management 

 

CHAPTER THIRTEEN .............................................................................................................. 78 

BEHAVIORAL AND SITUATIONAL MODELS OF LEADERSHIP .................................................. 78 

1 Behavioral and Situational Theories .............................................................................. 78 

2 Situational Leadership Model ........................................................................................ 79 

3 Behavioral theory .......................................................................................................... 79 

3.1 Task oriented leaders .............................................................................................. 80 

3.2 People oriented leaders .......................................................................................... 80 

3.3 University of Michigan (1950s) ............................................................................... 80 

CHAPTER FOURTEEN ............................................................................................................ 81 

LEADERSHIP AND MOTIVATION ............................................................................................ 81 

1 Leadership and Motivation ........................................................................................... 81 

2 Combine Work Goals with Employee Goals ................................................................. 82 

3 Group Dynamics in Organization .................................................................................. 82 

3.1 Social exchange theory ........................................................................................... 83 

3.2 Social identity theory .............................................................................................. 83 

CHAPTER FIFTEEN ................................................................................................................. 84 

CONTROLLING AS A MANAGEMENT FUNCTION .................................................................. 84 

1 The Management Process ............................................................................................. 84 

2 Controlling as a Process ................................................................................................. 84 

3 Controlling Process Explained ....................................................................................... 84 

4 Establishing Standards to Measure Performance ......................................................... 84 

5 Measuring Actual Performance .................................................................................... 85 

6 Comparing Performance with the Standard ................................................................. 85 

7 Taking Corrective Action ............................................................................................... 85 

CHAPTER SIXTEEN ................................................................................................................. 86 

CONTROLLING ORGANIZATIONAL PERFORMANCE .............................................................. 86 

1 Organizational Performance ......................................................................................... 86 

1.1 Productivity ............................................................................................................. 86 

1.2 Quality ..................................................................................................................... 86 

2 Total quality management and organizational performance ....................................... 87 

 

  

 

 



CHAPTER ONE 1 

 

CHAPTER ONE 

HISTORICAL REVIEW OF MANAGEMENT 

1 The Importance of Past Management History 

Though the systematic recording of management practice is a primarily a 20th century 
phenomenon, the history of management as a practice goes as far back as 4000BC in 
Africa. (The most significant feat of management practice and the application of 
management principles is probably the construction of Egyptian pyramid. The planning, 
organizing, leading and control were applied to the work of over 100,000 people 
constructing the great pyramid of Cheops) 
 

Knowledge of past management history is important for the following reasons: 

 Knowledge of the history helps in understanding the principles underlying the 
process of management  

 A number of contributors, approaches a practices of the past provide important 
insight, lessons and techniques to improve in quality and competitiveness  

 Many earlier ideas on management are of continuing importance to managers and 
later ideas on management tend to incorporate earlier ideas and conclusions. 

 

2 Different Approaches to Management 

 

2.1 Classical Management Approach 

he critical problem facing management of the 20th century is how to increase efficiency 
and 2productivity of the workforce. It has been labeled classical because it marks the first 
formalized approach to management. They place particular attention on planning of 
work, the technical requirements of work and common principles of organization, 
notably: 
 

 The principle of co-ordination: the need for people to act together with unity of 
action, the exercise of authority and the need for discipline 

 The scalar principle – the hierarchy of organization, the grading of duties and the 
process of delegation 

 The functional principle – i.e., specialization and the distinction between different 
kinds of duties  
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There are two main perspectives (sub-groupings) to this approach:  

 Scientific Management 

 Functional Management approach/Classical Organization Theory 

2.2 The Scientific Management Approach 

This refers to the principles and practices of management introduced by Frederick 
Winslow Taylor in his work, “The Principles of Scientific Management” of 1911. 
He underlined that management’s principal object is to secure the maximum prosperity 
for the employer and maximum prosperity of each employee. Accordingly, he set up the 
following principles to guide management: 

1) The development of a true science for each person’s work. Taylor believed that 
inefficient rules of thumb of management inevitably lead to inefficiency, low 
productivity and low quality of work. He recommended that large daily tasks be 
scientifically investigated, to establish the amount of work an individual can do 
under certain conditions.  

2) NB. By ‘science’ is meant the systematic observation and measurement of 
workers’ activities.  

3) The scientific selection, training and development of the workers as opposed to 
the apprenticeship systems. One of the key responsibilities of management is to 
develop ‘first class’ workers, by offering them opportunities for advancement.  

4) Cooperation with the workers to ensure work is carried out in the prescribed way. 
Taylor believed that cooperation would replace conflict if workers and managers 
knew what was expected and saw the positive benefits achieving mutual 
expectations. 

5) The division of work and responsibility between management and workers.  
 

3 What is Management? 

Management is a universal phenomenon. It is a very popular and widely used term. All 
organizations - business, political, cultural or social are involved in management because 
it is the management which helps and directs the various efforts towards a definite 
purpose. According to Harold Koontz, “Management is an art of getting things done 
through and with the people in formally organized groups. It is an art of creating an 
environment in which people can perform and individuals and can co-operate towards 
attainment of group goals”. According to F.W. Taylor, “Management is an art of knowing 
what to do, when to do and see that it is done in the best and cheapest way”. 
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Management is a purposive activity. It is something that directs group efforts towards the 
attainment of certain pre - determined goals. It is the process of working with and 
through others to effectively achieve the goals of the organization, by efficiently using 
limited resources in the changing world. Of course, these goals may vary from one 
enterprise to another. E.g.: For one enterprise it may be launching of new products by 
conducting market surveys and for other it may be profit maximization by minimizing 
cost. 

Management involves creating an internal environment: - It is the management which 
puts into use the various factors of production. Therefore, it is the responsibility of 
management to create such conditions which are conducive to maximum efforts so that 
people are able to perform their task efficiently and effectively. It includes ensuring 
availability of raw materials, determination of wages and salaries, formulation of rules & 
regulations etc. 

Therefore, we can say that good management includes both being effective and efficient. 
Organisation has to perform appropriate tasks to be effective, i.e., fitting the square pegs 
in square holes and round pegs in round holes. Organisation has to perform tasks 
correctly and at least possible cost with minimum wage resources. 

3.1 Relevance of Scientific Management: 

 The school’s main concern was with the efficiency of both workers and 
management  

 The adoption of an instrumental view of human behavior with the application of 
standard procedures for work  

 The viewing of workers as ‘rational’ economic agents, motivated directly by 
monetary incentives.  

3.2 CRITICISMS OF TAYLOR’S SCIENTIFIC MANAGEMENT: 

 The school failed to appreciate fully the psychological and social aspects of work. 
For example, the assumption that people are motivated to work primarily by 
money is not always true. Also the concept of a fair day’s pay for a fair day’s work 
is not primarily a technical matter. It is also a matter of social equity  

 The approach promotes more individualism than team work  

 Views the worker as a machine at the mercy of the manager.  

3.3 The Functional Management Approach 

This school of thought is also called Classical Management theory or Process approach or 
Operational-Management theory and is based on the teachings of the French industrialist 
Henry Fayol (1841-1925). 
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This school of thought views management from the perspective of the various functions, 
operations, processes and administrative activities that management entails. It asserts 
that these processes can be broken down into separate but interdependent areas of 
responsibility. 

3.4 Types of Organizational Activities 

Fayol divided administrative activities into six: 

 Technical/ production: focused on producing/manufacturing products  

 Commercial: buying & selling of raw materials and products respectively  

 Financial: search for and optimal use of capital in all other functions  

 Security: protection of property and persons  

 Accounting /statistics: recording, stocktaking and compiling accounting statistics  

 Managerial: This was the kernel of Fayol’s teachings and he held that the 
managerial activity of organizations comprises of five basic functions:  

 Planning 
 Organizing 
 Command 
 Coordination 
 Control 

4 The Human Relations School/Approach 

This approach to management is derived from various behavioral and social sciences that 
attempted to understand man and his/her behavior at the work place. The scholars that 
prepared ground for this approach and its eventual application to management include 
Emile Durkheim, Vilfredo Pareto, Elton Mayo and Abraham Maslow. 

4.1Emile Durkheim 

Durkheim, considered as the Father of Sociology, emphasized the scientific study of 
human behavior in organizations and society by understanding the values, norms, and 
cultural factors at work in any society. 

4.2Vilfredo Pareto 

Pareto considered as the founder of the “Social Systems” approach to management and 
organization, viewed society as an intricate cluster of interdependent units, that is, a 
social system with subsystems. He asserted that social systems tend to seek equilibrium 
once disturbed by outside forces. He believed that social attitudes and sentiments usually 
cause the system to seek equilibrium when disturbed. In this Pareto introduced the need 
to study social attitudes in order to understand organization functions. 
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4.3 Elton Mayo 

The growth and popularity of the Human Relations approach to management is 
attributed to Elton Mayo (1880-1949) and the Hawthorne experiments, much more than 
any of his predecessors. 

4.4 Contribution of the Human relation school 

It introduces the need for participative management style, since employees’ needs, 
contribution, and social factors had to be considered in enhancing productivity. It re-
envisioned the corporation as a human and thereby rational and moral entity. It helped in 
understanding corporations as complex realities with various dimensions to their lives.  

4.5 Criticism of the Human Relation School 

Today scholars whether it is really true that the worker is a “social man”. They think s/he 
is more “economic man” than social. 
 
There is difficulty in identifying the right sociological/psychological factors that have the 
greatest impact on workers’ motivation in productivity: is it needs, expectations, values, 
etc.  

Research results generally do not support the contention of behavior scientists that 
increased job satisfaction alone leads to higher productivity.  

5 The Mathematical School of Thought 

This is a school of management thought that believes that management problem-solving 
activity can best be enhanced using quantitative, mathematical techniques and models. 
The belief is that if managerial operations are logical activities then they can be 
expressed using logical formulas of symbols, concepts, models and relationships. These 
techniques help management by: assisting in objective analysis of available information 
to management; helping in evaluation of risks and possible results of managerial actions; 
helping balance the many diverse elements in any organization. 

6 Management as a Science 

Science is a systematic body of knowledge pertaining to a specific field of study that 
contains general facts which explains a phenomenon. It establishes cause and effect 
relationship between two or more variables and underlines the principles governing their 
relationship. These principles are developed through scientific method of observation 
and verification through testing. 

6.1 Science is characterized by following main features: 

Universally acceptance principles - Scientific principles represents basic truth about a 
particular field of enquiry. These principles may be applied in all situations, at all time & 
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at all places. E.g. - law of gravitation which can be applied in all countries irrespective of 
the time. 

Management also contains some fundamental principles which can be applied universally 
like the Principle of Unity of Command i.e. one man, one boss. This principle is applicable 
to all type of organization - business or non-business. 

Experimentation & Observation - Scientific principles are derived through scientific 
investigation & researching i.e. they are based on logic. E.g. the principle that earth goes 
round the sun has been scientifically proved. 

Management principles are also based on scientific enquiry & observation and not only 
on the opinion of Henry Fayol. They have been developed through experiments & 
practical experiences of large no. of managers. E.g. it is observed that fair remuneration 
to personal helps in creating a satisfied work force. 

Cause & Effect Relationship - Principles of science lay down cause and effect relationship 
between various variables. E.g. when metals are heated, they are expanded. The cause is 
heating & result is expansion. 

The same is true for management; therefore, it also establishes cause and effect 
relationship. E.g. lack of parity (balance) between authority & responsibility will lead to 
ineffectiveness. If you know the cause i.e. lack of balance, the effect can be ascertained 
easily i.e. in effectiveness. Similarly, if workers are given bonuses, fair wages they will 
work hard but when not treated in fair and just manner, reduces productivity of 
organization. 

Test of Validity & Predictability - Validity of scientific principles can be tested at any time 
or any number of times i.e. they stand the test of time. Each time these tests will give 
same result. Moreover, future events can be predicted with reasonable accuracy by using 
scientific principles. E.g. H2 & O2 will always give H2O. 

Principles of management can also be tested for validity. E.g. principle of unity of 
command can be tested by comparing two persons - one having single boss and one 
having 2 bosses. The performance of 1st person will be better than 2nd. 

It cannot be denied that management has a systematic body of knowledge but it is not as 
exact as that of other physical sciences like biology, physics, and chemistry etc. The main 
reason for the inexactness of science of management is that it deals with human beings 
and it is very difficult to predict their behavior accurately. Since it is a social process, 
therefore it falls in the area of social sciences. It is a flexible science & that is why its 
theories and principles may produce different results at different times and therefore it is 
a behavior science. Ernest Dale has called it as a Soft Science. 
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6.2 Management as an Art 

Art implies application of knowledge & skill to trying about desired results. An art may be 
defined as personalized application of general theoretical principles for achieving best 
possible results. 

6.3 Art has the following characters: 

6.3.1 Practical Knowledge: Every art requires practical knowledge therefore learning of 
theory is not sufficient. It is very important to know practical application of theoretical 
principles. E.g. to become a good painter, the person may not only know different colour 
and brushes but different designs, dimensions, and situations etc, to use them 
appropriately. A manager can never be successful just by obtaining degree or diploma in 
management; he must have also known how to apply various principles in real situations 
by functioning in capacity of manager. 

6.3.2 Personal Skill: Although theoretical base may be same for every artist, but each one 
has his own style and approach towards his job. That is why the level of success and 
quality of performance differs from one person to another. E.g. there are several 
qualified painters but M.F. Hussain is recognized for his style. Similarly, management as 
an art is also personalized. Every manager has his own way of managing things based on 
his knowledge, experience and personality, that is why some managers are known as 
good managers (like Aditya Birla, Rahul Bajaj) whereas others as bad. 

6.3.3 Creativity: Every artist has an element of creativity in line. That is why he aims at 
producing something that has never existed before which requires combination of 
intelligence & imagination. Management is also creative in nature like any other art. It 
combines human and non-human resources in useful way so as to achieve desired 
results. It tries to produce sweet music by combining chords in an efficient manner. 

6.3.4 Perfection through practice: Practice makes a man perfect. Every artist becomes 
more and more proficient through constant practice. Similarly, managers learn through 
an art of trial and error initially but application of management principles over the years 
makes them perfect in the job of managing. 

6.3.5 Goal-Oriented: Every art is result oriented as it seeks to achieve concrete results. In 
the same manner, management is also directed towards accomplishment of pre-
determined goals. Managers use various resources like men, money, material, machinery 
& methods to promote growth of an organization. 

Thus, we can say that management is an art therefore it requires application of certain 
principles rather it is an art of highest order because it deals with molding the attitude 
and behavior of people at work towards desired goals. 
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7 Management as both Science and Art 

Management is both an art and a science. The above mentioned points clearly reveal that 
management combines features of both science as well as art. It is considered as a 
science because it has an organized body of knowledge which contains certain universal 
truth. It is called an art because managing requires certain skills which are personal 
possessions of managers. Science provides the knowledge & art deals with the 
application of knowledge and skills. 

A manager to be successful in his profession must acquire the knowledge of science & 
the art of applying it. Therefore, management is a judicious blend of science as well as an 
art because it proves the principles and the way these principles are applied is a matter 
of art. Science teaches to ’know’ and art teaches to ’do’. E.g. a person cannot become a 
good singer unless he has knowledge about various ragas & he also applies his personal 
skill in the art of singing. Same way it is not sufficient for manager to first know the 
principles but he must also apply them in solving various managerial problems that is 
why, science and art are not mutually exclusive but they are complementary to each 
other (like tea and biscuit, bread and butter etc.). 

The old saying that “Manager are Born” has been rejected in favor of “Managers are 
Made”. It has been aptly remarked that management is the oldest of art and youngest of 
science.  
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CHAPTER TWO 

MANAGERIAL ROLES & FUNCTIONS IN AN ORGANIZATION 

1 Managerial Role 

These roles can be defined as the organized sets of behaviors identified with the position. 
These roles were developed by Henry Mintzberg in the late 1960s after a careful study of 
executives at work. 
 
These ten managerial roles are divided into three categories. The first category 
of interpersonal roles arises directly from the manager’s position and the formal 
authority bestowed upon him. The second category of informational roles is played as a 
direct result of interpersonal roles and these two categories lead to the third category 
of decisional roles. 

1.1 Interpersonal Roles 

Managers spend a considerable amount of time in interacting with other people both 
within their own organizations as well as outside. These people include peers, 
subordinates, superiors, suppliers, customers, government officials and community 
leaders. All these interactions require an understanding of interpersonal relations. 
Studies show that interacting with people takes up nearly 80 per cent of a manager’s 
time. These interactions involve the following three major interpersonal roles: 
 
Figurehead: Managers act as symbolic figureheads performing social or legal obligations. 
These duties include greeting visitors, signing legal documents, taking important 
customers to lunch, attending a subordinate’s wedding or speaking at functions in 
schools and churches. All these/ primarily, are duties of a ceremonial nature but are 
important for the smooth functioning of the organization. 

1.1.1 Leader 

 The influence of the manager is most clearly seen in his role as a leader of the unit or 
organization. Since he is responsible for the activities of his subordinates, he must lead 
and coordinate their activities in meeting task-related goals and he must motivate them 
to perform better. He must be an exemplary leader so that his subordinates follow his 
directions and guidelines with respect and dedication. 
 

1.1.2 Liaison 

 In addition to their constant contact with their own subordinates, peers and superiors, 
the managers must maintain a network of outside contacts in order to assess the 
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external environment of competition, social changes or changes in governmental rules, 
regulations and laws. In this role, the managers build up their own external information 
system. 

1.2 Informational Roles 

By virtue of his interpersonal contacts, a manager emerges as a source of information 
about a variety of issues concerning the organization. In this capacity of information 
processing, a manager executes the following three roles: 

1.2.1 Monitor 

 The managers are constantly monitoring and scanning their environment, internal and 
external, collecting and studying information regarding their organization and the outside 
environment affecting their organization. This can be done by reading reports and 
periodicals, by asking their liaison contacts and through gossip, hearsay and speculation. 

1.2.2 Disseminator of Information 

 The managers must transmit their information regarding changes in policies or other 
matters to their subordinates, their peers and to other members of the 
organization.  This can be done through memorandums, phone calls, individual meetings 
and group meetings. 

1.2.3 Spokesperson 

 A manager has to be a spokesman for his unit and he represents his unit in either 
sending relevant information to people outside his unit or making some demands on 
behalf of his unit. This may be in the form of the president of the company making a 
speech to a lobby on behalf of an organizational cause or an engineer suggesting a 
product modification to a supplier. 

1.3 Decisional Roles 

On the basis of the environmental information received, a manager must make decisions 
and solve organizational problems. In that respect, a manager plays four important roles. 

1.3.1 Entrepreneur 

As entrepreneurs, managers are continuously involved in improving their units and facing 
the dynamic technological challenges. They are constantly on the lookout for new ideas 
for product improvement or products addition. 
They initiate feasibility studies, arrange for capital for new products if necessary, and ask 
for suggestions from the employees for ways to improve the organization. This can be 
achieved through suggestion boxes, holding strategy meetings with project managers 
and R & D personnel. 
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1.3.2 Conflict Handler 

The managers are constantly involved as arbitrators in solving differences among the 
subordinates or the employee’s conflicts with the central management. 
These conflicts may arise due to demands for higher pay or other benefits or these 
conflicts may involve outside forces such as vendors increasing their prices, a major 
customer going bankrupt or unwanted visits by governmental inspectors. 
 
Managers must anticipate such problems and take preventive action if possible or take 
corrective action once the problems have arisen. These problems may also involve labor 
disputes, customer complaints, employee grievances, machine breakdowns, cash flow 
shortages and interpersonal conflicts. 

1.3.3 Resource Allocator 

 The third decisional role of a manager is that of a resource allocator. The managers 
establish priorities among various projects or programs and make budgetary allocations 
to the different activities of the organization based upon these priorities. They assign 
personnel to jobs, they allocate their own time to different activities and they allocate 
funds for new equipment, advertising and pay raises. 

1.3.4 Negotiator 

The managers represent their units or organizations in negotiating deals and agreements 
within and outside of the organization. They negotiate contracts with the unions. Sale 
managers may negotiate prices with prime customers. Purchasing managers may 
negotiate prices with vendors. 
All these ten roles are important in a manager’s job and are interrelated even through 
some roles may be more influential than others, depending upon the managerial 
position. For example, sales managers may give more importance to interpersonal roles 
while the production managers may give more importance to decisional roles. 
The ability to recognize the appropriate role to play in each situation and the flexibility to 
change roles readily when necessary, are characteristics of effective managers. Most 
often, however, the managerial effectiveness is determined by how well the decisional 
roles are performed. 

2 Functions of Management 

Management has been described as a social process involving responsibility for 
economical and effective planning & regulation of operation of an enterprise in the 
fulfillment of given purposes. It is a dynamic process consisting of various elements and 
activities. These activities are different from operative functions like marketing, finance, 
purchase etc. Rather these activities are common to each and every manger irrespective 
of his level or status. 
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Different experts have classified functions of management. According to George & Jerry, 
“There are four fundamental functions of management i.e. planning, organizing, 
actuating and controlling”. 

According to Henry Fayol, “To manage is to forecast and plan, to organize, to command, 
& to control”. Whereas Luther Gullick has given a keyword ’POSDCORB’ where P stands 
for Planning, O for Organizing, S for Staffing, D for Directing, Co for Co-ordination, R for 
reporting & B for Budgeting. But the most widely accepted are functions of management 
given by KOONTZ and O’DONNEL i.e. Planning, Organizing, Staffing, Directing and 
Controlling. 
For theoretical purposes, it may be convenient to separate the function of management 
but practically these functions are overlapping in nature i.e. they are highly inseparable. 
Each function blends into the other & each affects the performance of others. 

Functions of Management 

2.1Planning 

It is the basic function of management. It deals with chalking out a future course of action 
& deciding in advance the most appropriate course of actions for achievement of pre-
determined goals. According to KOONTZ, “Planning is deciding in advance - what to do, 
when to do & how to do. It bridges the gap from where we are & where we want to be”. 
A plan is a future course of actions. It is an exercise in problem solving & decision making. 
Planning is determination of courses of action to achieve desired goals. Thus, planning is 
a systematic thinking about ways & means for accomplishment of pre-determined goals. 
Planning is necessary to ensure proper utilization of human & non-human resources. It is 
all pervasive, it is an intellectual activity and it also helps in avoiding confusion, 
uncertainties, risks, wastages etc. 

2.2 Organizing 

It is the process of bringing together physical, financial and human resources and 
developing productive relationship amongst them for achievement of organizational 
goals. According to Henry Fayol, “To organize a business is to provide it with everything 
useful or its functioning i.e. raw material, tools, capital and personnel’s”. To organize a 
business involves determining & providing human and non-human resources to the 
organizational structure. Organizing as a process involves: 

 Identification of activities 
 Classification of groups of activities 
 Assignment of duties 
 Delegation of authority and creation of responsibility 
 Coordinating authority and responsibility relationships 
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2.3 Staffing 

It is the function of managing the organization structure and keeping it staffed. Staffing 
has assumed greater importance in the recent years due to advancement of technology, 
increase in size of business, complexity of human behavior etc. The main purpose of 
staffing is to put right man on right job. According to Kootz & O’Donell, “Managerial 
function of staffing involves manning the organization structure through proper and 
effective selection, appraisal & development of personnel to fill the roles designed under 
the structure”. Staffing involves: 

 Manpower Planning (estimating man power in terms of searching, choose the 
person and giving the right place). 

 Recruitment, Selection & Placement. 

 Training & Development. 

 Remuneration. 

 Performance Appraisal. 

 Promotions & Transfer. 

2.4 Directing 

It is that part of managerial function which put into action the organizational methods to 
work efficiently for achievement of organizational purposes. It is considered life-spark of 
the enterprise which sets it in motion the action of people because planning, organizing 
and staffing are the mere preparations for doing the work. Direction is that inter-
personnel aspect of management which deals directly with influencing, guiding, 
supervising, and motivating sub-ordinate for the achievement of organizational goals. 
Direction has following elements: 

 Supervision 

 Motivation 

 Leadership 

 Communication 

Supervision- implies overseeing the work of subordinates by their superiors. It is the act 
of watching & directing work & workers. 

Motivation- means inspiring, stimulating or encouraging the sub-ordinates with 
enthusiasm to work. Positive, negative, monetary, non-monetary incentives may be used 
for this purpose. 

Leadership- may be defined as a process by which manager guides and influences the 
work of subordinates in desired direction. 
Communications- is the process of passing information, experience, opinion etc from one 
person to another. It is a bridge of understanding. 
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2.5 Controlling 

It implies measurement of accomplishment against the standards and correction of 
deviation if any to ensure achievement of organizational goals. The purpose of controlling 
is to ensure that everything occurs in conformities with the standards. An efficient 
system of control helps to predict deviations before they actually occur. According to 
Theo Haimann, “Controlling is the process of checking whether or not proper progress is 
being made towards the objectives and goals and acting if necessary, to correct any 
deviation”. According to Koontz & O’Donell, “Controlling is the measurement & 
correction of performance activities of subordinates in order to make sure that the 
enterprise objectives and plans desired to obtain them as being accomplished”. 
Therefore, controlling has following steps: 

 Establishment of standard performance. 

 Measurement of actual performance. 

 Comparison of actual performance with the standards and finding out deviation if 
any. 

 Corrective action. 

3 Does a managerial function differ from a managerial role? 

Managerial functions do differ from the roles managers play in companies. Functions are 
the responsibilities of a manager. They include some of the key duties listed in a 
manager's job description. One function is leading. Roles are the actions these 
professionals take to perform various functions. A role within leading may be training a 
new employee. Managerial functions tend to be the same in most organizations. 
However managerial roles may vary widely and are largely contingent upon the 
company's size and the required manager-subordinate relationship. 

3.1 Features of Management 

Management is an activity concerned with guiding human and physical resources such 
that organizational goals can be achieved. Nature of management can be highlighted as:  

3.1.1 Management is Goal-Oriented: The success of any management activity is assessed 
by its achievement of the predetermined goals or objective. Management is a purposeful 
activity. It is a tool which helps use of human & physical resources to fulfill the pre-
determined goals. For example, the goal of an enterprise is maximum consumer 
satisfaction by producing quality goods and at reasonable prices. This can be achieved by 
employing efficient persons and making better use of scarce resources. 

3.1.2 Management integrates Human, Physical and Financial Resources: In an organization, 
human beings work with non-human resources like machines, materials, financial assets, 
and buildings etc. Management integrates human efforts to those resources. It brings 
harmony among the human, physical and financial resources. 
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3.1.3 Management is Continuous: Management is an ongoing process. It involves 
continuous handling of problems and issues. It is concerned with identifying the problem 
and taking appropriate steps to solve it e.g. the target of a company is maximum 
production. For achieving this target various policies have to be framed but this is not the 
end. Marketing and Advertising is also to be done. For this policies have to be again 
framed. Hence this is an ongoing process. 

3.1.4 Management is all Pervasive: Management is required in all types of organizations 
whether it is political, social, cultural or business because it helps and directs various 
efforts towards a definite purpose. Thus clubs, hospitals, political parties, colleges, 
hospitals, business firms all require management. Whenever more than one person is 
engaged in working for a common goal, management is necessary. Whether it is a small 
business firm which may be engaged in trading or a large firm like Tata Iron & Steel, 
management is required everywhere irrespective of size or type of activity. 

3.1.5 Management is a Group Activity: Management is very much less concerned with 
individual’s efforts. It is more concerned with groups. It involves the use of group effort 
to achieve predetermined goal of management of ABC & Co. is good refers to a group of 
persons managing the enterprise. 

4 Management as a Process 

As a process, management refers to a series of inter-related functions. It is the process by 
which management creates, operates and directs purposive organization through 
systematic, coordinated and co-operated human efforts, according to George R. Terry, 
“Management is a distinct process consisting of planning, organizing, actuating and 
controlling, performed to determine and accomplish stated objective by the use of 
human beings and other resources”. As a process, management consists of three aspects: 

4.1 Management is a social process - Since human factor is most important among the 
other factors, therefore management is concerned with developing relationship among 
people. It is the duty of management to make interaction between people - productive 
and useful for obtaining organizational goals. 

4.2 Management is an integrating process - Management undertakes the job of 
bringing together human physical and financial resources so as to achieve organizational 
purpose. Therefore, is an important function to bring harmony between various factors? 

4.3 Management is a continuous process - It is a never ending process. It is concerned 
with constantly identifying the problem and solving them by taking adequate steps. It is 
an on-going process 
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CHAPTER THREE 

MANAGERIAL LEVEL AND SKILLS 
 

1 Level of Management 

The term “Levels of Management’ refers to a line of demarcation between various 
managerial positions in an organization. The number of levels in management increases 
when the size of the business and work force increases and vice versa. The level of 
management determines a chain of command, the amount of authority & status enjoyed 
by any managerial position. The levels of management can be classified in three broad 
categories: 

1) Strategic Management level 
2) Tactical Management level 
3) Operational management level 

1.1 Strategic Management level 

This is the level of the Board of Directors and the C.E.O who take long-term decisions that 
affect the organization’s future position. The characteristic responsibilities of this level 
include: definition of Objectives and policies for the whole organization, long-term 
planning, large-scale investment decisions and middle management appointments. This is 
also known as top level management. The role of the top management can be 
summarized as follows: 

a) Top management lays down the objectives and broad policies of the enterprise. 

b) It issues necessary instructions for preparation of department budgets, 

procedures, schedules etc. 

c) It prepares strategic plans & policies for the enterprise. 

d) It appoints the executive for middle level i.e. departmental managers. 

e) It controls & coordinates the activities of all the departments. 

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

g) It provides guidance and direction. 

h) The top management is also responsible towards the shareholders for the 

performance of the enterprise. 
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1.2 Tactical Management level 

Also called Middle management level, this is the level of all the middle management, 
departmental and functional managers (e.g. HR manager, production manager, 
marketing manager etc.) who take short-term decisions that affect the functioning of 
their departments. Their characteristic responsibilities include:  

a) Establishing & monitoring budgets. 

b) Acquisition of Resources. 

c) Developing operational policies & objectives and translating these into action 

plans. 

d) Appointing operational staff.  

 
Their role can be summarized as: 

a) They execute the plans of the organization in accordance with the policies and 

directives of the top management. 

b) They make plans for the sub-units of the organization. 

c) They participate in employment & training of lower level management. 

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

e) They are responsible for coordinating the activities within the division or 

department. 

f) It also sends important reports and other important data to top level 

management. 

1.3 Operational management level: 

Consisting of foremen, supervisors, chief clerks who manage the technical day-to-day 
operational activities of the organization e.g. production process, sales, accounting 
process, etc. Their major responsibilities include: the effective use of existing facilities 
and resources within budget constraints and prescribed objectives, making routine day-
to-day decisions. This is a level that requires high levels of technical skills. Their activities 
include: 

a) Assigning of jobs and tasks to various workers. 

b) Guiding and instructing workers for day to day activities. 

c) Responsible for the quality as well as quantity of production. 

d) Maintaining good relation in the organization. 

e) Act as a channel of communication between top management and lower staff. 

f) They help to solve the grievances of the workers. 

g) Supervise & guide the sub-ordinates. 
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h) Providing training to the workers. 

i) Arrangement of necessary materials, machines, tools etc for getting the things 

done. 

j) Preparation of periodical reports about the performance of the workers. 

k) Ensure discipline in the enterprise. 

l) Motivate workers. 

 

2 Management skills 

Management skills are something that you hear a lot about in the abstract; yet you may 
find you're at a loss to define what the term really means. In the broad 
sense, management skills can be nearly anything that enables you to manage others 
effectively. While some skills will vary based on your industry, there are several that 
are universal across nearly every work environment. 
 
Business management is more than simply telling employees what to do. Managers must 
understand business organization, finance, and communication, as well as have a 
thorough understanding of their particular market and relevant technologies and 
policies. Key skills required from a manager: 

 Professionalism 

 Problem Solving 

 Communication 

 Technical Skills 

 Innovation 

 Motivation 
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3 Henri Fayol’s 14 Principles of Management 

A principle refers to a fundamental truth. It establishes cause and effect relationship 

between two or more variables under given situation. They serve as a guide to thought & 

actions. Therefore, management principles are the statements of fundamental truth 

based on logic which provides guidelines for managerial decision making and actions. 

These principles are derived:  

1. On the basis of observation and analysis i.e. practical experience of managers. 

2. By conducting experimental studies. 

There are 14 Principles of Management described by Henri Fayol. 

3.1 Division of Labor 

Henri Fayol has stressed on the specialization of jobs. He recommended that work of all 

kinds must be divided & subdivided and allotted to various persons according to their 

expertise in a particular area. Subdivision of work makes it simpler and results in 

efficiency. It also helps the individual in acquiring speed, accuracy in his performance. 

Specialization leads to efficiency & economy in spheres of business.  

3.2Party of Authority & Responsibility 

Authority & responsibility are co-existing. If authority is given to a person, he should also 

be made responsible. In a same way, if anyone is made responsible for any job, he should 

also have concerned authority. Authority refers to the right of superiors to get exactness 

from their sub-ordinates whereas responsibility means obligation for the performance of 

the job assigned. There should be a balance between the two i.e. they must go hand in 

hand. Authority without responsibility leads to irresponsible behavior whereas 

responsibility without authority makes the person ineffective. 

3.3 Principle of One Boss 

A sub-ordinate should receive orders and be accountable to one and only one boss at a 

time. In other words, a sub-ordinate should not receive instructions from more than one 

person because: 

 It undermines authority 

 Weakens discipline 

 Divides loyalty 

 Creates confusion 
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 Delays and chaos 

 Escaping responsibilities 

 Duplication of work 

 Overlapping of efforts 

Therefore, dual sub-ordination should be avoided unless and until it is absolutely 

essential. Unity of command provides the enterprise a disciplined, stable & orderly 

existence. It creates harmonious relationship between superiors and sub-ordinates. 

3.4 Unity of Direction 

Fayol advocates one head one plan which means that there should be one plan for a 

group of activities having similar objectives. Related activities should be grouped 

together. There should be one plan of action for them and they should be under the 

charge of a particular manager. According to this principle, efforts of all the members of 

the organization should be directed towards common goal. Without unity of direction, 

unity of action cannot be achieved. In fact, unity of command is not possible without 

unity of direction. Therefore, it is obvious that they are different from each other but 

they are dependent on each other i.e. unity of direction is a pre-requisite for unity of 

command. But it does not automatically come from the unity of direction. 

3.5 Equity 

Equity means combination of fairness, kindness & justice. The employees should be 

treated with kindness & equity if devotion is expected of them. It implies that managers 

should be fair and impartial while dealing with the subordinates. They should give similar 

treatment to people of similar position. They should not discriminate with respect to age, 

caste, sex, religion, relation etc. Equity is essential to create and maintain cordial 

relations between the managers and sub-ordinate. But equity does not mean total 

absence of harshness. Fayol was of opinion that, “at times force and harshness might 

become necessary for the sake of equity”. 

3.6 Order 

This principle is concerned with proper & systematic arrangement of things and people. 

Arrangement of things is called material order and placement of people is called social 

order. Material order: There should be safe, appropriate and specific place for every 

article and every place to be effectively used for specific activity and commodity. Social 

order: Selection and appointment of most suitable person on the suitable job. There 
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should be a specific place for every one and everyone should have a specific place so that 

they can easily be contacted whenever need arises. 

3.6 Discipline 

According to Fayol, “Discipline means sincerity, obedience, respect of authority & 

observance of rules and regulations of the enterprise”. This principle applies that 

subordinate should respect their superiors and obey their order. It is an important 

requisite for smooth running of the enterprise. Discipline is not only required on path of 

subordinates but also on the part of management. Discipline can be enforced if: 

 There are good superiors at all levels.  

 There are clear & fair agreements with workers.  

 Sanctions (punishments) are judiciously applied. 

3.7 Initiative 

Workers should be encouraged to take initiative in the work assigned to them. It means 

eagerness to initiate actions without being asked to do so. Fayol advised that 

management should provide opportunity to its employees to suggest ideas, experiences 

& new method of work. It helps in developing an atmosphere of trust and understanding. 

People then enjoy working in the organization because it adds to their zeal and energy. 

3.8 Fair Remuneration 

The quantum and method of remuneration to be paid to the workers should be fair, 

reasonable, satisfactory & rewarding of the efforts. As far as possible it should accord 

satisfaction to both employer and the employees. Wages should be determined on the 

basis of cost of work assigned, financial position of the business, and wage rate prevailing 

etc. Logical & appropriate wage rates and methods of their payment reduce tension & 

differences between workers & management creates harmonious relationship and 

pleasing atmosphere of work. Fayol also recommended provision of other benefits such 

as free education, medical & residential facilities to workers. 

3.9 Stability of Tenure 

Fayol emphasized that employees should not be moved frequently from one job position 

to another i.e. the period of service in a job should be fixed. Therefore, employees should 

be appointed after keeping in view principles of recruitment & selection but once they 

are appointed their services should be served. According to Fayol. “Time is required for 

an employee to get used to a new work & succeed to doing it well but if he is removed 
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before that, he will not be able to render worthwhile services”. As a result, the time, 

effort and money spent on training the worker will go waste. Stability of job creates team 

spirit and a sense of belongingness among workers which ultimately increase the quality 

as well as quantity of work. 

3.10 Scalar Chain 

Fayol defines scalar chain as ’the chain of superiors ranging from the ultimate authority 

to the lowest”. Every orders, instructions, messages, requests, explanation etc has to 

pass through scalar chain. But, for the sake of convenience & urgency, this path can be 

short cut and this short cut is known as Gang Plank. A Gang Plank is a temporary 

arrangement between two different points to facilitate quick & easy communication. 

3.11 Sub-Ordination of Individual Interest to General Interest 

An organization is much bigger than the individual it constitutes therefore interest of the 

undertaking should prevail in all circumstances. As far as possible, reconciliation should 

be achieved between individual and group interests. But in case of conflict, individual 

must sacrifice for bigger interests. In order to achieve this attitude, it is essential that:  

 Employees should be honest & sincere.   

 Proper & regular supervision of work.  

 Reconciliation of mutual differences and clashes by mutual agreement, for 

example, for change of location of plant, for change of profit sharing ratio, etc. 

3.12 Espirit De’ Corps (can be achieved through unity of command) 

It refers to team spirit i.e. harmony in the work groups and mutual understanding among 

the members. Spirit De’ Corps inspires workers to work harder. Fayol cautioned the 

managers against dividing the employees into competing groups because it might 

damage the moral of the workers and interest of the undertaking in the long run. To 

inculcate Espirit De’ Corps following steps should be undertaken: 

 There should be proper co-ordination of work at all levels. 

 Subordinates should be encouraged to develop informal relations among 

themselves. 

 Efforts should be made to create enthusiasm and keenness among subordinates 

so that they can work to the maximum ability. 

 Efficient employees should be rewarded and those who are not up to the mark 

should be given a chance to improve their performance. 
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 Subordinates should be made conscious of that whatever they are doing is of 

great importance to the business & society. 

4 Centralization & De-Centralization 

Centralization means concentration of authority at the top level. In other words, 

centralization is a situation in which top management retains most of the decision 

making authority. Decentralization means disposal of decision making authority to all the 

levels of the organization. In other words, sharing authority downwards is 

decentralization. According to Fayol, “Degree of centralization or decentralization 

depends on number of factors like size of business, experience of superiors, 

dependability & ability of subordinates etc. Anything which increases the role of 

subordinate is decentralization & anything which decreases it is centralization. Fayol 

suggested that absolute centralization or decentralization is not feasible. An organization 

should strike to achieve a lot between the two.  
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CHAPTER FOUR 

ADMINISTRATIVE VIEW OF MANAGEMENT 

1 Administrative Management Theory 

It is a term used for those early-day contributors who developed and taught principles to 
be used by managers, both individually and collectively, to improve the performance of 
the overall functions of the organization. 

Administrative management theory attempts to find a rational way to design an 
organization as a whole. The theory generally calls for a formalized administrative 
structure, a clear division of labor, and delegation of power and authority to 
administrators relevant to their areas of responsibilities. 

1.1 Administrative Management Theorists 

 Henri Fayol (1841-1925): Fayol was born in France, where he worked for a coal-
mining business. He developed 14 administrative principles for organizational 
structure and management. 

 James D. Mooney (1884-1957): Mooney studied mechanical engineering and 
eventually became a key member of General Motors' top management team. In 
1931, he wrote Onward Industry! The book is considered by many scholars to be a 
significant contribution to administrative management theory. 

 Luther H. Gulick (1892-1993): Gulick is often considered the 'Dean of Public 
Administration.' He applied administrative management theory principles to the 
government. 

Through his rich experience, Fayol provided 14 principles of general management to 
guide the managers who in his time didn’t use a scientific approach of management. His 
theory is based on how the management should interact with the employees. Fayol’s 
theory provided a broad and analytical framework of the process of administration which 
overcomes the drawback of Taylor’s management theory. Henri Fayol (1841-1925) was a 
French mining engineer, managing director and an industrialist who is known for his 
contribution towards management science in his work” Administration Industrielle et 
Generale" in the year 1916 A.D. The book was later translated as “General and Industrial 
Management” in the year 1929 A.D. 
Fayol’s theory which is still considered applicable and reliable is used in managing the 
personnel in any organization. 

2 Function/Elements of Management 

According to Administrative theory of Management, the five basic elements of 
management are: 
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1) Planning: Planning is forecasting the future and making a structural plan of action 
and determining the goals and objectives of the action. Fayol considers planning 
as most essential function. 
  

2) Organizing: Organizing is the creation of an organizational structure which brings 
human resources and non-human resources together to work together. 
  

3) Commanding: The process of giving direction and orders by the superior to the 
subordinate is known as commanding. 
  

4) Coordinating: There are various divisions in an organization. So, coordinating is the 
process of bringing the action of all the divisions and departments and integrating 
their efforts for the fulfillment of organizational goals. 
  

5) Controlling: Controlling means comparing the actual performance of the 
organization with the desired performance level and checking if there is the need 
for improvement and when a deviation is found implementing the necessary 
changes to improve the performance. 

3 Behavioral Theory of Management 

The behavioral management theory is often called the human relations movement 
because it addresses the human dimension of work. Behavioral theorists believed that a 
better understanding of human behavior at work, such as motivation, conflict, 
expectations, and group dynamics, and improved productivity. 

 
The theorists who contributed to this school viewed employees as individuals, resources, 
and assets to be developed and worked with — not as machines, as in the past. Several 
individuals and experiments contributed to this theory. 

3.1 Elton Mayo's contributions came as part of the Hawthorne studies, a series of 
experiments that rigorously applied classical management theory only to reveal its 
shortcomings. The Hawthorne experiments consisted of two studies conducted at the 
Hawthorne Works of the Western Electric Company in Chicago from 1924 to 1932. The 
first study was conducted by a group of engineers seeking to determine the relationship 
of lighting levels to worker productivity.  
 
Surprisingly enough, they discovered that worker productivity increased as the lighting 
levels decreased — that is, until the employees were unable to see what they were 
doing, after which performance naturally declined. 
  
A few years later, a second group of experiments began. Harvard researchers Mayo and 
F. J. Roethlisberger supervised a group of five women in a bank wiring room. They gave 
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the women special privileges, such as the right to leave their workstations without 
permission, take rest periods, enjoy free lunches, and have variations in pay levels and 
workdays. This experiment also resulted in significantly increased rates of productivity. 

In this case, Mayo and Roethlisberger concluded that the increase in productivity 
resulted from the supervisory arrangement rather than the changes in lighting or other 
associated worker benefits. Because the experimenters became the primary supervisors 
of the employees, the intense interest they displayed for the workers was the basis for 
the increased motivation and resulting productivity. Essentially, the experimenters 
became a part of the study and influenced its outcome. This is the origin of the 
term Hawthorne effect, which describes the special attention researchers give to a 
study's subjects and the impact that attention has on the study's findings. 

The general conclusion from the Hawthorne studies was that human relations and the 
social needs of workers are crucial aspects of business management. This principle of 
human motivation helped revolutionize theories and practices of management. 

3.2 Abraham Maslow, a practicing psychologist, developed one of the most widely 
recognized need theories, a theory of motivation based upon a consideration of human 
needs. His theory of human needs had three assumptions: 

 Human needs are never completely satisfied. 

 Human behavior is purposeful and is motivated by the need for satisfaction. 

 Needs are classified according to a hierarchical structure of importance, from the 
lowest to the highest. 

Maslow broke down the needs hierarchy into five specific areas: 

 Physiological needs: Maslow grouped all physical needs necessary for maintaining 
basic human well‐being, such as food and drink, into this category. After the need 
is satisfied, however, it is no longer is a motivator. 

 Safety needs: These needs include the need for basic security, stability, protection, 
and freedom from fear. A normal state exists for an individual to have all these 
needs generally satisfied. Otherwise, they become primary motivators. 

 Belonging and love needs: After the physical and safety needs are satisfied and are 
no longer motivators, the need for belonging and love emerges as a primary 
motivator. The individual strives to establish meaningful relationships with 
significant others. 

 Esteem need: An individual must develop self‐confidence and wants to achieve 
status, reputation, fame, and glory. 

 Self‐actualization needs: Assuming that all the previous needs in the hierarchy are 
satisfied, an individual feels a need to find himself. 
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CHAPTER FIVE 

DIFFERENT VIEWS OF MANAGEMENT 
 

1 Quantitative view of Management 

The quantitative approach involves the use of quantitative techniques to improve decisio
n making. This approach has also been labeled operations research of management 
science. It includes applications of statistics, optimization models, information models 
and computer simulation.  

2 How Do Today's Managers use the quantitative approach? 

The quantitative approach has contributed directly to management decision making in 
the areas of planning and control. For instance, when managers make budgeting, 
scheduling, quality control, and similar decisions, they typically rely on quantitative 
techniques. The availability of sophisticated computer software programs to aid in 
developing models, equations, and formulas has made the use of quantitative techniques 
somewhat less intimidating for managers, although they must still be able to interpret 
the results. 
 
The quantitative approach, although important in its own way, has not influenced 
management practice as much as the next one we're going to discuss organizational 
behavior for a number of reasons. These include the fact that many managers are 
unfamiliar with and intimidated by quantitative tools, behavioral problems are more 
widespread and visible, and it is easier for most students and managers to relate to real 
day-to-day people problems than to the more abstract activity of constructing 
quantitative models. 

3 Branches in the Quantitative Management Viewpoint: 

There are three main branches in the Quantitative Management Viewpoint: management 
science, operations management, and management information systems. 
 

3.1 Management science (or operations research as it has been called) is an approach 

aimed at increasing decision effectiveness through the use of sophisticated mathematical 
models and statistical methods. This is not a term to be used synonymously with either 
the term "Scientific Management" described earlier featuring Taylor and others or "The 
Science of Management," a term that usually refers broadly, to a deliberate, rational 
approach to management issues. 
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3.2 Operations Management is the function or field of expertise that is primarily 

responsible for the production and delivery of an organization's products and services. 
Management information systems (MIS) is the name often given to the field of 
management that focuses on designing and implementing computer-based information 
systems for use by management. 
 

3.3 Management information systems (MIS) is the name often given to the field of 

management that focuses on designing and implementing computer-based information 
systems for use by management. 

3 Contemporary view points  

This school of thought or view point about management includes those major ideas 
about managing and organizations that have emerged since the 1950s. Some of the 
ideas, systems theory for example, are rooted in experiences gained during World War II. 
The systems theory approach is based on the notion that organizations can be visualized 
as systems of interrelated parts or subsystems that operate as a whole in pursuit of 
common goals. This will be discussed in more detail in the next session. Contingency 
Theory is the view that appropriate managerial action depends on the particular 
parameters of each situation. This approach is in marked contrast to the earliest universal 
approach stemming from the classical management school which suggested that there 
was one, and only one, best decision for managers to make which applied in all cases and 
to all organization, big or little, for profit, or not-for-profit, etc. The generalized corollary 
to the universal approach is that the secret to successful managing was just to keep 
looking until that one best solution was "found." "It all depends", would be the slogan of 
contingency theory. The contingency approach applies particularly well in such areas as 
environmental factors, strategy, organizational design, technology, and leadership. 

3.1Emerging views 

Now that you've got a good understanding of the evolution and past history of 
management theories and practices, what current concepts and practices are shaping 
today's management history and changing the way that managers do their job: 
 

a) Globalization: Organizational operations no longer stop at geographic borders. 
Managers in all types and sizes of organizations are faced with the opportunities 
and challenges of globalization. 

b) Entrepreneurship refers to the process whereby an individual or a group of 
individuals uses organized efforts and means to pursue opportunities to create 
value and grow by fulfilling wants and needs through innovation and uniqueness. 
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4 System View of the Management and Organization 

System views of management associates with the Management’s division of the 
organization and it assumes that all of the organizations are systems, whereas all of the 
systems are sub-systems of larger systems. Here the question is how a sub-system 
adjusts and meets the needs of the larger system. Before talking about the system views 
of management, let’s see some basic concepts of management and system. 
 
Managing System is another way to overview the job responsibilities of a manager such 
as how the manager performs certain actions for the betterment of management 
systems and the organization. 

5 System 

A set of interdependent and interconnected objects ordered as a compilation is called as 
system, a concept taken from physical science that is applied to the organizations. There 
are two basic types of system that are closed system and opened system. 

5.1 Closed System 

The system that cannot be interacted or influenced by the environment is called as the 
closed system. 
 

5.2 Opened System 

The system, which is dependent on the outer effects of atmosphere, is known as open 
system. 
 
Nowadays, open system has been widely used across a great range of organizations, 
because of its continuous interaction with the outer environment. Actually, when the 
organization is connected with the environment, then it helps in having a deep insight 
into needs, approaches, manners and new trends of the environment. At some point, 
these things help the organization build a new innovative goal that would be beneficial 
for both, i.e. the organization and the environment. 
 

6 System Views of Management Theory 

The system views of management theory is a technique based upon the idea that the 
organization are imagined as the systems of correlated parts or subsystems to be 
operated as a whole for the achievement of common and similar targets and goals. 
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CHAPTER SIX 

ANALYZING ORGANIZATIONAL ENVIRONMENT 

1 Organization Environment 

This chapter discusses the components and complexities of an organization's culture and 
the external/internal environment and how these may constrain managers. Managers are 
also responsible for improving stakeholder involvement in decisions making and actions 
taking. Managers must be aware that organizational culture and organizational 
environments will influence both the way an organization is managed as well as its 
effectiveness. How can an understanding of organizational culture and the external 
environment help the manager? 

1.1 The environment 

Organizational environment consists of both external and internal factors. Environment 
must be scanned so as to determine development and forecasts of factors that will 
influence organizational success. Environmental scanning refers to possession and 
utilization of information about occasions, patterns, trends, and relationships within an 
organization’s internal and external environment. It helps the managers to decide the 
future path of the organization. Scanning must identify the threats and opportunities 
existing in the environment. While strategy formulation, an organization must take 
advantage of the opportunities and minimize the threats. A threat for one organization 
may be an opportunity for another. 

Internal analysis of the environment is the first step of environment scanning. 
Organizations should observe the internal organizational environment. This includes 
employee interaction with other employees, employee interaction with management, 
manager interaction with other managers, and management interaction with 
shareholders, access to natural resources, brand awareness, organizational structure, 
main staff, and operational potential, etc. Also, discussions, interviews, and surveys can 
be used to assess the internal environment. Analysis of internal environment helps in 
identifying strengths and weaknesses of an organization. 

As business becomes more competitive, and there are rapid changes in the external 
environment, information from external environment adds crucial elements to the 
effectiveness of long-term plans. As environment is dynamic, it becomes essential to 
identify competitors’ moves and actions. Organizations have also to update the core 
competencies and internal environment as per external environment. Environmental 
factors are infinite, hence, organization should be agile to accept and adjust to the 
environmental changes. For instance - Monitoring might indicate that an original forecast 
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of the prices of the raw materials that are involved in the product are no more credible, 
which could imply the requirement for more focused scanning, forecasting and analysis 
to create a more trustworthy prediction about the input costs. In a similar manner, there 
can be changes in factors such as competitor’s activities, technology, market tastes and 
preferences. 

While in external analysis, three correlated environments should be studied and 
analyzed: 

 immediate / industry environment 
 national environment 
 broader socio-economic environment / macro-environment 

Examining the industry environment needs an appraisal of the competitive structure of 
the organization’s industry, including the competitive position of a particular organization 
and its main rivals. Also, an assessment of the nature, stage, dynamics and history of the 
industry is essential. It also implies evaluating the effect of globalization on competition 
within the industry. Analyzing the national environment needs an appraisal of whether 
the national framework helps in achieving competitive advantage in the globalized 
environment. Analysis of macro-environment includes exploring macro-economic, social, 
government, legal, technological and international factors that may influence the 
environment. The analysis of organization’s external environment reveals opportunities 
and threats for an organization. 

The impact of the external environment on a manager's actions and behaviors cannot be 
over emphasized. There are forces in the environment that play a major role in shaping 
managers' endeavors. The environment is defined as outside institutions and forces 
outside the organization that potentially affect an organization's performance. 
Types of Environment: 

1. External Environment 
2. Internal Environment 

1.2 External Environment 

Major forces outside the organization with potential to influence significantly a product 
or service's likely success is called its external environment. 

1.3 Types of external environments 

The insights derived from systems theory have helped to highlight the importance of a 
managed interaction between an organization and its external environment. Two major 
divisions have been made in the external environment: 

1) The Mega Environment 
2) The Task Environment 
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1.4 The Mega Environment 

The mega-environment, or general environment as it is sometimes called, is that 
segment of the external environment that reflects the broad conditions and trends in the 
societies within which an organization operates. 

Major Elements of the Mega Environment 
1) The technological element of the mega-environment reflects the current state of 

knowledge regarding the production of products and services. 
2) The economic element of the mega-environment encompasses the systems of 

producing, distributing, and consuming wealth. 
3) The legal-political element of the mega-environment includes the legal and 

governmental systems within which an organization must function. 
4) The socio-cultural element of the mega-environment includes the attitudes, 

values, norms, beliefs, behaviors, and associated demographic trends that are 
characteristic of a given geographic area. 

5) The international element of the mega-environment includes the developments in 
countries outside an organization's home country that have the potential impact 
to the organization. International factors far beyond the direct influence of a 
particular organization can have profound effects on its ability to operate 
successfully. 

1.5 The Task Environment 

The task environment is that segment of the external environment made up of specific 
outside elements (usually organizations) with which an organization interfaces in the 
course of conducting its business. The task environment depends on the products and 
services the organization offers and the locations where it conducts business. The 
organization may be more successful in affecting its task environment than it is its mega-
environment. 

1.7 Elements of the Task Environment: 

1) An organization's customers and clients are those individuals and organizations 
that purchase its products and/or services. It is becoming increasingly important 
to stay in touch with customers' needs. 

2) An organization's competitors are other organizations that either offers or have a 
high potential of offering rival products or services 

3) An organization's suppliers are those individual organizations that supply the 
resources (such as raw materials, products, or services) the organization needs to 
conduct its operations. 

4) An organization's labor supply consists of those individuals who are potentially 
employable by the organization. 
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5) Various government agencies provide services and monitor compliance with laws 
and regulations at local (e.g., consumer affairs), state or regional (e.g., health 
department), and national (e.g., CBR) levels. 

2 Management and Society: 

Every time the managers plan they take into account the needs and desires of 
members of outside the organization as well as the needs for material and human 
resources, technology and other requirements in the external environment. All 
managers whether they operate in a business, a government agency, a charitable 
foundation or a university must take into account the elements and forces of their 
external environment. Managers have no alternative but to respond them. They 
must identify, evaluate and react to the forces outside the enterprise that may 
affect its operations. 

3 Operating in a pluralistic Society:  

Pluralistic society: a society where many organized groups represent various 
interests. 
Managers operate in a pluralistic society in which many organized groups 
represent various interests. Each group has impact on other groups but no one 
group exerts an inordinate amount of power. Working in a pluralistic Society has 
several implications: 

 Various groups keep business power in balance.  

 Business interest can be expressed by joining groups such as chamber of 
commerce.  

 Business can participate in projects with other responsible groups for the 
purpose of better society.  

 There can be conflict as well as agreements among groups.  

 One group is quite aware of what other groups are doing.  

4 The Technological Environment:  

One of the most pervasive factors in the environment is technology. It is science 
that provides knowledge and it is the technology that uses it. The term technology 
refers to the sum total of the knowledge we have of ways to do things. It includes 
invention, techniques and etc. But the main influence is on how we design, 
produce, distribute and sell goods and services.  

5 The Ecological Environment:  

The relationship of people and other living things with their environment, 
managers should take into account the ecological factors in their decision making. 
Such as soil, water, land and air pollution is of great concern to all people.  



34 Principle of Management 

 

6 The Social Responsibility of Managers  

In the early 1900’s the mission of business was exclusively economic, today partly 
owing to the interdependences of the many groups in our society. The social 
involvement of the business has increased.  Social responsibility is seriously 
considering the impact of the company’s actions on society. Social responsiveness 
means the ability of a corporation to relate its operations and policies to the social 
environment.  

7 Reaction or pro-action  

To live within an environment and be responsive to it doesn’t mean that managers 
should merely react in the face of crisis, because no enterprise can be expected to 
react very quickly to unforeseen developments. An enterprise must practice ways 
of anticipating developments through forecast. E.g. a company must not wait until 
its product becomes obsolete and sales have fallen off before coming out with a 
new or improved product. Pro-action: is an essential part of planning.  

8 Ethics in Managing  

All persons whether in business, government, university or any other enterprise are 
concerned with ethics. Ethics: the discipline dealing with what are good and bad? 
Business Ethics: is concerned with truth and justice and has variety of aspects such as 
expectation of society, fair competition, advertising, public relation and social 
responsibility.  

8.1 Ethical Theories 

There are three types of Theories: 

 Utilitarian Theory suggests that plans and actions should be evaluated by their 

consequences. 

 The theory based on rights suggests that all people have basic rights. E.g. free 

speech and freedom of conscience. 

 Theory of justice demands that decision-makers be guided by fairness and equity 

as well as impartially. 

8.2 Whistle blowing 

Whistle blowing means making known to outside agencies unethical practices.  Whistle 

blower: an employee who makes alert or reports illegal or wrongful activities going on in 

the organisation to his/her employer. 
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9 Differing ethical Standards between societies 

Ethical as well as legal, standard differ, particularly between nations and societies. For 

example, certain nations permit privately owned company to make monetary 

contribution to political party’s campaigns and candidates but it is illegal and prohibited 

in USA or Payment to government official. 
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CHAPTER SEVEN 

DECISION MAKING 

1 Decision making 

Decision-making is an integral part of modern management. Essentially, Rational or 
sound decision making is taken as primary function of management. Every manager takes 
hundreds and hundreds of decisions subconsciously or consciously making it as the key 
component in the role of a manager. Decisions play important roles as they determine 
both organizational and managerial activities. A decision can be defined as a course of 
action purposely chosen from a set of alternatives to achieve organizational or 
managerial objectives or goals. Decision making process is continuous and indispensable 
component of managing any organization or business activities. Decisions are made to 
sustain the activities of all business activities and organizational functioning. 
 
Decisions are made at every level of management to ensure organizational or business 
goals are achieved. Further, the decisions make up one of core functional values that 
every organization adopts and implements to ensure optimum growth and drivability in 
terms of services and or products offered. 

Decision making refers to making choices among alternative courses of action which may 
also include inaction. While it can be argued that management is decision making, half of 
the decisions made by managers within organizations fail (Ireland & Miller, 2004; Nutt, 
2002; Nutt, 1999). Therefore, increasing effectiveness in decision making is an important 
part of maximizing your effectiveness at work. This chapter will help you understand how 
to make decisions alone or in a group while avoiding common decision-making traps. 

Individuals throughout organizations use the information they gather to make a wide 
range of decisions. These decisions may affect the lives of others and change the course 
of an organization. For example, the decisions made by executives and consulting firms 
for Enron ultimately resulted in a $60 billion loss for investors, thousands of employees 
without jobs, and the loss of all employee retirement funds. But Sherron Watkins, a 
former Enron employee and now-famous whistleblower, uncovered the accounting 
problems and tried to enact change. Similarly, the decisions made by firms to trade in 
mortgage-backed securities are having negative consequences for the entire U.S. 
economy. Each of these people made a decision, and each person, as well as others, is 
now living with the consequences of his or her decisions. 

Because many decisions involve an ethical component, one of the most important 
considerations in management is whether the decisions you are making as an employee 
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or manager are ethical. Here are some basic questions you can ask yourself to assess the 
ethics of a decision (Blanchard & Peale, 1988). 

 Is this decision fair? 

 Will I feel better or worse about myself after I make this decision? 

 Does this decision break any organizational rules? 

 Does this decision break any laws? 

 How would I feel if this decision was broadcast on the news? 

1.1 Definition of Decision Making 

According to the Oxford Advanced Learner’s Dictionary the term decision making means 
the process of deciding about something important, especially in a group of people or in 
an organization. Trewatha & Newport defines decision making process as: “Decision-
making involves the selection of a course of action from among two or more possible 
alternatives in order to arrive at a solution for a given problem”. 
 

1.2 Steps in Decision Making 

Decision making comprises a series of sequential activities that together structure the 
process and facilitate its conclusion. These steps are: 

 Establishing objectives 

 Classifying and prioritizing objectives 

 Developing selection criteria 

 Identifying alternatives 

 Evaluating alternatives against the selection criteria 

 Choosing the alternative that best satisfies the selection criteria 

 Implementing the decision 

1.3 Types of Decisions 

Despite the far-reaching nature of the decisions in the previous example, not all decisions 
have major consequences or even require a lot of thought. For example, before you 
come to class, you make simple and habitual decisions such as what to wear, what to eat, 
and which route to take as you go to and from home and school. You probably do not 
spend much time on these ordinary decisions. These types of straightforward decisions 
are termed programmed decisions; these are decisions that occur frequently enough that 
we develop an automated response to them. The automated response we use to make 
these decisions is called the decision rule. For example, many restaurants face customer 
complaints as a routine part of doing business. Because this is a recurring problem for 
restaurants, it may be regarded as a programmed decision. To deal with this problem, 
the restaurant might have a policy stating that every time they receive a valid customer 
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complaint, the customer should receive a free dessert, which represents a decision rule. 
Making strategic, tactical, and operational decisions is an integral part of the planning 
function in the P-O-L-C (planning-organizing-leading-controlling) model. 

 

However, decisions that are unique and important require conscious thinking, 
information gathering, and careful consideration of alternatives. These are called non-
programmer decisions. For example, in 2005, McDonald’s became aware of a need to 
respond to growing customer concerns regarding foods high in fat and calories. This is a 
non-programmer decision because for several decades, customers of fast-food 
restaurants were more concerned with the taste and price of the food, rather than the 
healthiness. In response, McDonald’s decided to offer healthier alternatives, such as 
substituting apple slices in Happy Meals for French fries and discontinuing the use of 
trans fats. A crisis situation also constitutes a non-programmed decision for companies. 
For example, the leadership of Nutrorim was facing a tough decision. They had recently 
introduced a new product, ChargeUp with Lipitrene, an improved version of their popular 
sports drink powder, ChargeUp. But a phone call came from a state health department to 
inform them that several cases of gastrointestinal distress had been reported after 
people consumed the new product. Nutrorim decided to recall ChargeUp with Lipitrene 
immediately. Two weeks later, it became clear that the gastrointestinal problems were 
unrelated to ChargeUp with Lipitrene. However, the damage to the brand and to the 
balance sheets was already done. This unfortunate decision caused Nutrorim to rethink 
the way decisions were made under pressure so that they now gather information to 
make informed choices even when time is of the essence (Garvin, 2006). 

Decision making can also be classified into three categories based on the level at which 
they occur. Strategic decisions set the course of organization. Tactical decisions are 
decisions about how things will get done. Finally, operational decisions are decisions that 
employees make each day to run the organization. For example, remember the 
restaurant that routinely offers a free dessert when a customer complaint is received. 
The owner of the restaurant made a strategic decision to have great customer service. 
The manager of the restaurant implemented the free dessert policy as a way to handle 
customer complaints, which is a tactical decision. And, the servers at the restaurant are 
making individual decisions each day evaluating whether each customer complaint 
received is legitimate to warrant a free dessert. 

2 Rational and Non Rational Decision Making 

The work of a manager includes making decisions (or participating in their 
making), communicating them to others, and monitoring how they are carried out. A 
manager can make rational decisions, non-rational decisions and irrational decisions. 
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The term rational (or logical) is applied to decision making that is consciously analytic, the 
term non rational to decision making that is intuitive and judgmental 

In rational decision making, goals and alternatives are made explicit, the consequences of 
pursuing different alternatives are calculated, and these consequences are evaluated in 
terms of how close they are to the goals. 
In non-rational (judgmental) decision making, the response to the need for a decision is 
usually rapid, too rapid to allow for an orderly sequential analysis of the situation, and 
the decision maker cannot usually give a veridical account of either the process by which 
the decision was reached or the grounds for judging it correct. Nevertheless, decision 
makers may have great confidence in the correctness of their intuitive decisions and are 
likely to attribute their ability to make them rapidly to their experience. 

These non-logical processes of decision making aren’t magical in any sense. On the 
contrary, they lie in physiological conditions or factors, or in the physical and social 
environment, mostly impressed upon us unconsciously or without conscious effort on our 
part. They also consist of the mass of facts, patterns, concepts, techniques, abstractions, 
and generally what we call formal knowledge or beliefs, which are impressed upon our 
minds more or less by conscious effort and study. 

Summing-up: Rational decisions are carefully considered and negative outcomes are 
weighed. Non-rational decisions are based on intuitive judgment. Now, we will discuss 
the rational decision making in more details. 

Rational decision making is a multi-step process for making choices between alternatives. 
The process of rational decision making favors logic, objectivity, and analysis over 
subjectivity and insight. The word “rational” in this context does not mean sane or clear-
headed as it does in the informal sense. 

The approach follows a sequential and formal path of activities. This path includes: 

 Formulating a goal(s) 

 Identifying the criteria for making the decision 

 Identifying alternatives 

 Performing analysis 

 Making a final decision. 

3 Assumptions of the Rational Decision-Making Model 

The rational decision-making model describes a series of steps that decision makers 
should consider if their goal is to maximize the quality of their outcomes. In other words, 
if you want to make sure you make the best choice, going through the formal steps of the 
rational decision-making model may make sense. 
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Let’s imagine that your old, clunky car has broken down and you have enough money 
saved for a substantial down payment on a new car. It is the first major purchase of your 
life, and you want to make the right choice. The first step, therefore, has already been 
completed—we know that you want to buy a new car. Next, in step 2, you’ll need to 
decide which factors are important to you. How many passengers do you want to 
accommodate? How important is fuel economy to you? Is safety a major concern? You 
only have a certain amount of money saved, and you don’t want to take on too much 
debt, so price range is an important factor as well. If you know you want to have room for 
at least five adults, get at least 20 miles per gallon, drive a car with a strong safety rating, 
not spend more than $22,000 on the purchase, and like how it looks, you’ve identified 
the decision criteria. All of the potential options for purchasing your car will be evaluated 
against these criteria. 
Before we can move too much further, you need to decide how important each factor is 
to your decision in step 3. If each is equally important, then there is no need to weight 
them, but if you know that price and gas mileage are key factors, you might weight them 
heavily and keep the other criteria with medium importance. Step 4 requires you to 
generate all alternatives about your options. Then, in step 5, you need to use this 
information to evaluate each alternative against the criteria you have established. You 
choose the best alternative (step 6) and you go out and buy your new car (step 7). 

Of course, the outcome of this decision will be related to the next decision made; that is 
where the evaluation in step 8 comes in. For example, if you purchase a car but have 
nothing but problems with it, you are unlikely to consider the same make and model in 
purchasing another car the next time! 
The rational model of decision making assumes that people will make choices that 
maximize benefits and minimize any costs. The idea of rational choice is easy to see in 
economic theory. For example, most people want to get the most useful products at the 
lowest price; because of this, they will judge the benefits of a certain object (for example, 
how useful is it or how attractive is it) compared to those of similar objects. They will 
then compare prices (or costs). In general, people will choose the object that provides 
the greatest reward at the lowest cost. 
The rational model also assumes: 

 An individual has full and perfect information on which to base a choice. 

 Measurable criteria exist for which data can be collected and analyzed. 

 An individual has the cognitive ability, time, and resources to evaluate each 
alternative against the others. 

The rational-decision-making model does not consider factors that cannot be quantified, 
such as ethical concerns or the value of altruism. It leaves out consideration of personal 
feelings, loyalties, or sense of obligation. Its objectivity creates a bias toward the 
preference for facts, data and analysis over intuition or desires. 
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4 The Decision‐Making Process 

 Organizations operate by people making decisions. A manager plans, organizes, staffs, 

leads, and controls her team by executing decisions. The effectiveness and quality of 

those decisions determine how successful a manager will be. 

Managers are constantly called upon to make decisions in order to solve problems. 

Decision making and problem solving are ongoing processes of evaluating situations or 

problems, considering alternatives, making choices, and following them up with the 

necessary actions. Sometimes the decision‐making process is extremely short, and 

mental reflection is essentially instantaneous. In other situations, the process can drag on 

for weeks or even months. The entire decision‐making process is dependent upon the 

right information being available to the right people at the right times. 

The decision‐making process involves the following steps:  

1. Identify and diagnose the problem. 
2. Identify alternative solutions. 
3. Evaluate alternatives. 
4. Choose an alternative. 
5. Implement the decision. 
6. Evaluate the decision.  

4.1 Identify and diagnose the problem: 

The first stage of the decision-making process is recognizing that a problem exists and 

that action has to be taken. A problem is a discrepancy between the current state of 

affairs and a desired state of affairs. Unless the problem is identified in precise terms, 

solutions are very difficult to find. In seeking to identify a problem, managers can use a 

variety of sources of data, including comparing organizational performance against 

historical performance, against the current performance of other 

organizations/departments or against future expected performance. Problem 

identification must be followed by a willingness to do something to rectify the situation. 

Before taking action the problem needs accurate diagnosis. Diagnosis involves assessing 

the true cause of the problem by carefully selecting all relevant material and discarding 

information which is not relevant to the problem at hand. Sometimes decisions need to 

be made when a problem does not exist: for example, a company might want to grow 

rapidly to capitalize on market opportunities and will have to decide on what route to 

take.  
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4.2 Identification of alternatives 

Having identified and diagnosed the problem, the next step for an organization is to 

identify arrange of alternatives to solve the problem. Managers should try to identify as 

many alternatives as possible in order to broaden options for the organization. In 

generating alternatives, the organization may look toward ready-made solutions that 

have been tried before, or custom-made solutions that have to be designed specifically 

for the problem at hand. In today’s business environment more and more organizations 

are applying custom-made solutions to enhance competitive advantage. Returning to the 

previous example of an organisation seeking growth opportunities, identifying all the 

alternatives is critically important when making a choice about a certain course of action. 

Some of the alternatives open to the company are: 

A. growth through acquisition 

B. growth through establishing an overseas facility 

C. using an agent to market and distribute the product abroad 

D. Growth through diversification of the existing product line. 

With such a decision the organization has to design its own individual custom-made 

solution. While the organization might be guided by previous decisions it has taken, or by 

what competitors have done, this decision is unique and therefore requires new 

solutions. 

4.3 Evaluation of alternatives 

Having identified the available alternatives, a manager needs to evaluate each alternative 

in order to choose the best one. Consideration should be given to the advantages and 

disadvantages as well as the costs and benefits associated with each option. Most 

alternatives will have positive and negative aspects and the manager will have to try to 

balance anticipated outcomes. Depending on the situation, evaluation of alternatives 

may be intuitive (based on gut feeling) or based on scientific analysis. Most organizations 

try to use a combination of both. When evaluating alternatives, managers may consider 

the potential consequences of alternatives under several different scenarios. In doing so 

they can develop contingency plans which can be implemented with possible future 

scenarios in mind. When evaluating the range of alternatives available to the organization 

to handle growth, a number of different criteria can be applied. The organization will 

consider the cost associated with each option as well as the time taken to complete each 
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alternative. The chances of success of each of the options will also have to be considered, 

as will the impact of any decision on employees, training and culture. 

4.4 Choice of alternative 

Having evaluated the various alternatives, the next step is to choose the most suitable 

one. If for some reason none of the options considered is suitable, the manager should 

revert back to Step 2 of the process and begin again. When there are suitable alternatives 

and Steps 2 and 3 have been conducted skillfully, selecting alternatives may be relatively 

easy. In practice, however, alternatives may not differ significantly in terms of their 

outcomes and therefore decisions will be a matter of judgement. In coming to a decision 

the manager will be confronted by many conflicting requirements that will have to be 

taken into account. For example, some trade-offs may involve quality versus acceptability 

of the decision, and political and resource constraints. Returning to our example, using 

the evaluative criteria in Step 3 the organization will make a decision about which 

alternative to choose for future growth. Based on an analysis of the market and the 

organization’s capabilities they decide to purchase a small company with a strong market 

presence in a geographical region presently not served by the organization. 

4.5 Implementation 

Once the decision has been made it needs to be implemented. This stage of the process 

is critical to the success of the decision and is the key to effective decision making. The 

best alternative is worth nothing if it is not implemented properly. In order to successfully 

implement a decision, managers must ensure that those who are implementing it fully 

understand why the choice was made, why it is being implemented, and are fully 

committed to its success. Decisions often fail at the implementation stage because 

managers do not ensure that people understand the rationale behind the decision and 

that they are fully committed to it. For this reason, many organizations are attempting to 

push decision making further down the organization to ensure that employees feel some 

sense of ownership in the decisions that are made. To implement the decision to acquire 

another smaller business in a different country requires good conceptual skills and could 

prove challenging. In addition to legal and competitive issues the company will have to 

deal with assimilating aspects of the new business into their current operations. 

4.6 Evaluation 

Once the decision is implemented, it needs to be evaluated to provide feedback. The 

process of evaluation should take place at all managerial levels. This step allows 
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managers to see the results of the decision and to identify any adjustments that need to 

be executed. In almost all cases some form of adjustment will be made to ensure a more 

favorable outcome. Evaluation and feedback are not one-off activities, however, and they 

should form part of an ongoing process. As conditions change, decisions should be re-

evaluated to ensure that they are still the most appropriate for the organization. This also 

helps managers to learn about making sound decisions taking past experience into 

account. Evaluation of the acquisition of a new business will be measured on the success 

and profitability of the venture. As the primary goal of the decision was to increase 

growth opportunities, the organization should carefully monitor growth rates. The 

organization, having acquired a new business, will feed back its experiences into the next 

decision-making process with which it is faced. 

5 Barriers to making good decisions  

The decision-making process discussed in the previous section is the suggested course of 

action that managers should take when making decisions. However, as managers attempt 

to make good decisions they are faced with many challenges and barriers. Decisions can 

be framed either in terms of gains or losses, or by a reference point against which the 

various options can be evaluated. A manager normally applies a decision frame to a 

decision. A decision frame refers to the perception held by the manager in terms of gains 

or losses associated with the outcome of a decision. Consequently, the same outcome 

could be viewed as a gain or a loss depending on the perception and reference point 

used. For example, if an employee received a €1,000 bonus when everyone else received 

a €2,000 bonus, should this be viewed as a gain or as a loss? The answer depends on the 

individual and whether the reference point is the employee’s original salary (gain) or a 

comparison with others (loss).  

The nature of decision framing is important because managers usually tend to avoid risky 

options, though when faced with a choice between losses, managers will tend to opt for 

a risky alternative. Choosing between losses is a choice between risky alternatives: 

between certain loss and possibly  

even greater loss. Decision framing may be responsible for many decision failures in that 

risky decisions that normally go wrong are the product of a choice between losses. The 

result is a strong preference for risk rather than perceived certain loss. This motivates 

managers to take risks in order to avoid losses. Although such behaviour might 

sometimes avoid loss, the typical result is actually to increase it. Decision making is also 



DECISION MAKING 45 

 

susceptible to psychological biases. Managers frequently allow their subjective biases to 

interfere with objective decision making. Individuals often allow their own personal 

feelings and emotions to creep into the decision-making process. Consider the example 

of a manager faced with a decision about where to relocate his/her office. One location is 

the most effective but the other alternative is in a far nicer location and is closer to 

where the manager lives. Which option will the manager choose? If subjective biases 

come into play, it will be the latter. Managers can also be affected by the ‘illusion of 

control’. This essentially means that managers develop a sense that they can influence 

outcomes even when they have no control over events. Such over-confidence can be 

very dangerous for decision making, particularly if an important strategic decision is in 

question. Managers can also pay too much attention to short-term gains at the expense 

of long-term sustainable success. This has tended to be a feature of national culture in 

Western societies. Quite often long-term strategies require short-term pain. The final 

barrier to making effective managerial decisions is the issue of time. Pressures of time 

frequently mean that decisions are rushed. If managers are under pressure to reach a 

decision quickly they may not have time to thoroughly research all of the available 

options, and the quality of the decision could suffer accordingly. Unless the decision is a 

programmed one it can be very difficult to make under pressure of time.  

6 Group versus individual decision making  

Task forces, teams and boards are all examples of where decision making occurs in a 

group setting. The basic idea behind group decision making is the notion that two heads 

are better than one. Generally, the diversity of groups facilitates better-quality decisions. 

However, a group can be inferior to the best individual in the group. In some cases, 

groups will provide the best-quality decisions and in others the individual will do better. 

In coming to a conclusion about the efficiency of groups it is necessary to cons Having 

considered the advantages and disadvantages of group decision making, it is clear that 

group decision making is well suited to certain circumstances. We can identify factors 

that favor individual and group decision making. Factors favoring individual decision 

making include: 

 Short time frame. 

 Decision is relatively unimportant to the group. 

 Manager has all the data needed to make the decision. 

 One or two members of the group are likely to dominate. 

 Conflict is likely. 
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 People attend too many meetings. 

 The data is confidential. 

 Group members are not sufficiently qualified. 

 The manager is dominant. 

 The decision does not directly affect the group. 

Factors favoring group decision making include: 

 Creativity is required. 

 Data is held by the group. 

 Acceptance of the solution by group members is important. 

 Understanding of the solution is important. 

 The problem is complex and needs a broad range of knowledge. 

 The manager wants to build commitment. 

 More risk taking is involved. 

 Better understanding of group members is needed. 

 The group is responsible for the decision. 

 The manager wants feedback on ideas.  

 The advantages and disadvantages of group decision making.  

7 Improving group decision making  

In order to avoid the disadvantages associated with group decision making and to build 

on the advantages, three main ways of improving group decision making have been 

proposed. Brainstorming, which became popular in the 1950s, was developed by 

Alexander Osborn to facilitate the development of creative solutions and alternatives. 

Brainstorming is solely concerned with idea generation rather than evaluation, choice or 

implementation. The term effectively means using the brain creatively to ‘storm’ a 

problem. It is based on the belief that when people interact in a relaxed and unrestrained 

setting they will generate creative ideas. The acceptance of new ideas is also more likely 

when the decision is made by the group involved with its implementation. In 

brainstorming the group members are normally given a summary of the problem before 

the meeting. At the meeting members come up with various ideas, which are recorded in 

full view of all other members. None of the alternatives is evaluated or criticised at this 

stage. As members produce new ideas and alternatives this serves to stimulate other 

members in the hope that a truly good solution can be identified. The Delphi technique 

was developed in the early 1960s as a means of avoiding the undesirable effects, while 
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retaining the positive aspects, of group interaction. Delphi was the seat of the Greek god 

Apollo, who was renowned for his wise decisions. The Delphi technique consists of a 

panel of experts formed to examine a problem. Rather than physically meeting, the 

various members are kept apart so that social or psychological pressures associated with 

group behaviour cannot influence them. In order to find out their views, they are asked 

to complete a questionnaire. A coordinator then summarises the findings and members 

are asked to fill out another questionnaire to re-evaluate earlier points. The technique 

assumes that, as repeated questionnaires are conducted, the range of responses will 

narrow to produce a consensus. The Delphi technique is particularly useful where experts 

are physically dispersed, anonymity is required and members have difficulty 

communicating with each other. On the negative side, however, it reduces direct 

interaction among group members. Nominal grouping was developed in the 1970s. In 

contrast to brainstorming, it does not allow a free association of ideas, tries to restrict 

verbal interaction and can be used at many other stages of the decision-making process 

apart from idea generation. In nominal grouping, members are given a problem and are 

asked to think of ideas individually with no discussion. They then present these ideas on a 

flip chart. A period of discussion follows, which builds on the ideas presented. After the 

discussion, members privately rank the ideas. Generation of ideas and discussion 

proceeds in this manner until a solution is found. The main advantage of this approach is 

that it overcomes differences in power and prestige between members and it can also be 

used at a variety of stages in the overall decision-making process. Its main disadvantages 

are that its structure may limit creativity and it is costly and time-consuming. 
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CHAPTER EIGHT 

PLANNING, CONTROLLING AND DECISION MAKING 

1 Planning 

Planning is deciding in advance what to do and how to do. It is one of the basic 

managerial functions. Before doing something, the manager must formulate an idea of 

how to work on a particular task. Thus, planning is closely connected with creativity and 

innovation. But the manager would first have to set objectives, only then will a manager 

know where he has to go. Planning seeks to bridge the gap between where we are and 

where we want to go. Planning is what managers at all levels do. It requires taking 

decisions since it involves making a choice from alternative courses of action. Planning, 

thus, involves setting objectives and developing appropriate courses of action to achieve 

these objectives. Objectives provide direction for all managerial decisions and actions. 

Planning provides a rational approach for achieving predetermined objectives. All 

members, therefore, need to work towards achieving organizational goals. These goals 

set the targets which need to be achieved and against which actual performance is 

measured. Therefore, planning means setting objectives and targets and formulating an 

action plan to achieve them. It is concerned with both ends and means i.e., what is to be 

done and how it is to be done. The plan that is developed has to have a given time frame 

but time is a limited resource. It needs to be utilized judiciously. If time factor is not taken 

into consideration, conditions in the environment may change and all business plans may 

go waste. Planning will be a futile exercise if it is not acted upon or implemented. Do you 

think from the above we can formulate a comprehensive definition? of planning? One of 

the ways to do so would be to define planning as setting objectives for a given time 

period, formulating various courses of action to achieve them, and then selecting the 

best possible alternative from among the various courses of action available. 

2 Importance of Planning 

You must have seen in films and advertisements how executives draw up plans and make 

powerful presentations in boardrooms. Do those plans actually work? Does it improve 

efficiency? After all why should we plan? These are numerous questions to which we 

would like to find solutions. Planning is certainly important as it tells us where to go, it 

provides direction and reduces the risk of uncertainty by preparing forecasts. The major 

benefits of planning are given below: 
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(i) Planning provides directions: By stating in advance how work is to be done 

planning provides direction for action. Planning ensures that the goals or 

objectives are clearly stated so that they act as a guide for deciding what action 

should be taken and in which direction. If goals are well defined, employees are 

aware of what the organization has to do and what they must do to achieve those 

goals. Departments and individuals in the organization are able to work in 

coordination. If there was no planning, employees would be working in different 

directions and the organisation would not be able to achieve its desired goals. 

(ii) Planning reduces the risks of uncertainty: Planning is an activity which enables a 

manager to look ahead and anticipate changes. By deciding in advance the tasks 

to be performed, planning shows the way to deal with changes and uncertain 

events. Changes or events cannot be eliminated but they can be anticipated and 

managerial responses to them can be developed. 

(iii) Planning reduces overlapping and wasteful activities: Planning serves as the basis 

of coordinating the activities and efforts of different divisions, departments and 

individuals. It helps in avoiding confusion and misunderstanding. Since planning 

ensures clarity in thought and action, work is carried on smoothly without 

interruptions. Useless and redundant activities are minimised or eliminated. It is 

easier to detect inefficiencies and take corrective measures to deal with them.  

(iv) Planning promotes innovative ideas: Since planning is the first function of 

management, new ideas can take the shape of concrete plans. It is the most 

challenging activity for the management as it guides all future actions leading to 

growth and prosperity of the business. 

(v) Planning facilitates decision making: Planning helps the manager to look into the 

future and make a choice from amongst various alternative courses of action. The 

manager has to evaluate each alternative and select the most viable proposition. 

Planning involves setting targets and predicting future conditions, thus helping in 

taking rational decisions. 

(vi) Planning establishes standards for controlling: Planning involves setting of goals. 

The entire managerial process is concerned with accomplishing predetermined 

goals through planning, organising, staffing, directing and controlling. Planning 

provides the goals or standards against which actual performance is measured. By 

comparing actual performance with some standard, managers can know whether 

they have actually been able to attain the goals. If there is any deviation it can be 

corrected. Therefore, we can say that planning is a prerequisite for controlling. If 
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there were no goals and standards, then finding deviations which are a part of 

controlling would not be possible. The nature of corrective action required 

depends upon the extent of deviations from the standard. Therefore, planning 

provides the basis of control. 

3 Feature of Planning 

The planning function of the management has certain special features. These features 
throw light on its nature and scope.  

(i) Planning focuses on achieving objectives: Organizations are set up with a 
general purpose in view. Specific goals are set out in the plans along with the 
activities to be undertaken to achieve the goals. Thus, planning is purposeful. 
Planning has no meaning unless it contributes to the achievement of 
predetermined organisational goals. 

(ii) Planning is a primary function of management: Planning lays down the base for 
other functions of management. All other managerial functions are performed 
within the framework of the plans drawn. Thus, planning precedes other 
functions. This is also referred to as the primacy of planning. The various 
functions of management are interrelated and equally important. However, 
planning provides the basis of all other functions.  

(iii) Planning is pervasive: Planning is required at all levels of management as well 
as in all departments of the organisation. It is not an exclusive function of top 
management nor of any Particular department. But the scope of planning 
differs at different levels and among different departments. For example, the 
top management undertakes planning for the organisation as a whole. Middle 
management does the departmental planning. At the lowest level, day-to-day 
operational planning is done by supervisors. 

(iv) Planning is continuous: Plans are prepared for a specific period of time, may be 
for a month, a quarter, or a year. At the end of that period there is need for a 
new plan to be drawn on the basis of new requirements and future conditions. 
Hence, planning is a continuous process. Continuity of planning is related with 
the planning cycle. It means that a plan is framed, it is implemented, and is 
followed by another plan, and so on.  

(v) Planning is futuristic: Planning essentially involves looking ahead and preparing 
for the future. The purpose of planning is to meet future events effectively to 
the best advantage of an organisation. It implies peeping into the future, 
analysing it and predicting it. Planning is, therefore, regarded as a forward 
looking function based on forecasting. Through forecasting, future events and 
conditions are anticipated and plans are drawn accordingly. Thus, for example, 
sales forecasting is the basis on which a business firm prepares its annual plan 
for production and sales. 
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(vi) Planning involves decision making: Planning essentially involves choice from 
among various alternatives and activities. If there is only one possible goal or a 
possible course of action, there is no need for planning because there is no 
choice. The need for planning arises only when alternatives are available. In 
actual practice, planning presupposes the existence of alternatives. Planning, 
thus, involves thorough examination and evaluation of each alternative and 
choosing the most appropriate one.  

(vii) Planning is a mental exercise: Planning requires application of the mind 
involving foresight, intelligent imagination and sound 

4 Limitation of Planning 

We have seen how planning is essential for business organizations. It is difficult to 
manage operations without formal planning. It is important for an organization to move 
towards achieving goals. But we have often seen in our daily lives also, that things do not 
always go according to plan. Unforeseen events and changes, rise in costs and prices, 
environmental changes, government interventions, legal regulations, all affect our 
business plans. Plans then need to be modified. If we cannot adhere to our plans, then 
why do we plan at all? This is what we need to analyses. The major limitations of planning 
are given below: 

(i) Planning leads to rigidity: In an organisation, a well-defined plan is drawn up 
with specific goals to be achieved within a specific time frame. These plans 
then decide the future course of action and managers may not be in a position 
to change it. This kind of rigidity in plans may create difficulty. Managers need 
to be given some flexibility to be able to cope with the changed circumstances. 
Following a predefined plan, when circumstances have changed, may not turn 
out to be in the organisations interest. 

(ii) Planning may not work in a dynamic environment: The business environment is 
dynamic, nothing is constant. The environment consists of a number of 
dimensions, economic, political, physical, legal and social dimensions. The 
organisation has to constantly adapt itself to changes. It becomes difficult to 
accurately assess future trends in the environment if economic policies are 
modified or political conditions in the country are not stable or there is a 
natural calamity. Competition in the market can also upset financial plans, 
sales targets may have to be revised and, accordingly, cash budgets also need 
to be modified since they are based on sales figures. Planning cannot foresee 
everything and thus, there may be obstacles to effective planning. 

(iii) Planning reduces creativity: Planning is an activity which is done by the top 
management. Usually the rest of the members just implements these plans. As 
a consequence, middle management and other decision makers are neither 
allowed to deviate from plans nor are they permitted to act on their own. 
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Thus, much of the initiative or creativity inherent in them also gets lost or 
reduced. Most of the time, employees do not even attempt to formulate plans. 
They only carry out orders. Thus, planning in a way reduces creativity since 
people tend to think along the same lines as others. There is nothing new or 
innovative.  

(iv) Planning involves huge costs: When plans are drawn up huge costs are involved 
in their formulation. These may be in terms of time and money for example, 
checking accuracy of facts may involve lot of time. Detailed plans require 
scientific calculations to ascertain facts and figures. The costs incurred 
sometimes may not justify the benefits derived from the plans. There are a 
number of incidental costs as well, like expenses on boardroom meetings, 
discussions with professional experts and preliminary investigations to find out 
the viability of the plan. 

(v) Planning is a time-consuming process: Sometimes plans to be drawn up take so 
much of time that there is not much time left for their implementation. 

(vi) Planning does not guarantee success: The success of an enterprise is possible 
only when plans are properly drawn up and implemented. Any plan needs to 
be translated into action or it becomes meaningless. Managers have a 
tendency to rely on previously tried and tested successful plans. It is not always 
true that just because a plan has worked before it will work again. Besides, 
there are so many other unknown factors to be considered. This kind of 
complacency and false sense of security may actually lead to failure instead of 
success. However, despite its limitations, planning is not a useless exercise. It is 
a tool to be used with caution. It provides a base for analysing future courses 
of action. But, it is not a solution to all problems. 
 

5 Planning process 

Planning, as we all know is deciding in advance what to do and how to do. It is a process 
of decision making. How do we go about making a plan? Since planning is an activity 
there are certain logical steps for every manager to follow. 

(i) Setting Objectives: The first and foremost step is setting objectives. Every 
organization must have certain objectives. Objectives may be set for the entire 
organization and each department or unit within the organization. Objectives 
or goals specify what the organization wants to achieve. It could mean an 
increase in sales by 20% which could be objective of the entire organization. 
How all departments would contribute to the organizational goals is the plan 
that is to be drawn up. Objectives should be stated clearly for all departments, 
units and employees. They give direction to all departments. Departments/ 
units then need to set their own objectives within the broad framework of the 
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organization’s philosophy. Objectives have to percolate down to each unit and 
employees at all levels. At the same time, managers must contribute ideas and 
participate in the objective setting process. They must also understand how 
their actions contribute to achieving objectives. If the end result is clear it 
becomes easier to work towards the goal. 

(ii) Developing Premises: Planning is concerned with the future which is uncertain 
and every planner is using conjecture about what might happen in future. 
Therefore, the manager is required to make certain assumptions about the 
future. These assumptions are called premises. Assumptions are the base 
material upon which plans are to be drawn. The base material may be in the 
form of forecasts, existing plans or any past information about policies. The 
premises or assumptions must be the same for all and there should be total 
agreement on them. All managers involved in planning should be familiar with 
and use the same assumptions. For example, forecasting is important in 
developing premises as it is a technique of gathering information. Forecasts 
can be made about the demand for a particular product, policy change, 
interest rates, prices of capital goods, tax rates etc. Accurate forecasts, 
therefore become essential for successful plans. 

(iii) Identifying alternative courses of action: Once objectives are set, assumptions 
are made. Then the next step would be to act upon them. There may be many 
ways to act and achieve objectives. All the alternative courses of action should 
be identified. The course of action which may be taken could be either routine 
or innovative. An innovative course may be adopted by involving more people 
and sharing their ideas. If the project is important, then more alternatives 
should be generated and thoroughly discussed amongst the members of the 
organisation.  

(iv) Evaluating alternative courses: The next step is to weigh the pros and cons of 
each alternative. Each course will have many variables which have to be 
weighed against each other. The positive and negative aspects of each 
proposal need to be evaluated in the light of the objective to be achieved. In 
financial plans, for example, the risk-return trade-off is very common. The 
riskier the investment, the higher the returns it is likely to give. To evaluate 
such proposals detailed calculations of earnings, earnings per share, interest, 
taxes, dividends are made and decisions taken. Accurate forecasts in 
conditions of certainty/uncertainty then become vital assumptions for these 
proposals. Alternatives are evaluated in the light of their feasibility and 
consequences. 

(v) Selecting an alternative: This is the real point of decision making. The best plan 
has to be adopted and implemented. The ideal plan, of course, would be the 
most feasible, profitable and with least negative consequences. Most plans 
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may not always be subjected to a mathematical analysis. In such cases, 
subjectivity and the manager’s experience, judgement and at times, intuition 
play an important part in selecting the most viable alternative. Sometimes, a 
combination of plans may be selected instead of one best course. The manager 
will have to apply permutations and combinations and select the best possible 
course of action.  

(vi) Implementing the plan: This is the step where other managerial functions also 
come into the picture. The step is concerned with putting the plan into action, 
i.e., doing what is required. For example, if there is a plan to increase 
production then more labour, more machinery will be required. This step 
would also involve organising for labour and purchase of machinery. 

(vii) Follow-up action: To see whether plans are being implemented and activities 
are performed according to schedule is also part of the planning process. 
Monitoring the plans is equally important to ensure that objectives are 
achieved. 

6 Types of plan 

Single-use and standing plans: An organization has to prepare a plan before making any 
decision related to business operation, or undertaking any project. Plans can be classified 
into several types depending on the use and the length of the planning period. Certain 
plans have a short-term horizon and help to achieve operational goals. These plans can 
be classified into single-use plans and standing plans.  

6.1 Single-use Plan 

A single-use plan is developed for a one-time event or project. Such a course of action is 
not likely to be repeated in future, i.e., they are for non-recurring situations. The duration 
of this plan may depend upon the type of the project. It may span a week or a month. A 
project may sometimes be of only one day, such as, organizing an event or a seminar or 
conference. These plans include budgets, programs and projects. They consist of details, 
including the names of employees who are responsible for doing the work and 
contributing to the single-use plan. For example, a programme may consist of identifying 
steps, procedures required for opening a new department to deal with other minor work. 
Projects are similar to programmes but differ in scope and complexity. A budget is a 
statement of expenses, revenue and income for a specified period. 

6.2 Standing Plan 

A standing plan is used for activities that occur regularly over a period of time. It is 
designed to ensure that internal operations of an organization run smoothly. Such a plan 
greatly enhances efficiency in routine decision-making. It is usually developed once but is 
modified from time to time to meet business needs as required. Standing plans include 
policies, procedures, methods and rules. Policies are general forms of standing plans that 
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specifies the organizations response to a certain situation like the admission policy of an 
educational institution. Procedures describe steps to be followed in particular 
circumstances like the procedure for reporting progress in production. Methods provide 
the manner in which a task has to be performed. Rules are very clearly stated as to 
exactly what has to be done like reporting for work at a particular time. Single-use and 
standing plans are part of the operational planning process. There are other types of 
plans which usually are not classified as single use or standing plans. A strategy, for 
example, is part of strategic planning or management. It is a general plan prepared by top 
management outlining resource allocation, priorities and takes into consideration the 
business environment and competition. Objectives are usually set by the top 
management and serve as a guide for overall planning. Each unit then formulates their 
own objectives keeping in view the overall organizational goals. Based on what the plans 
seek to achieve, plans can be classified as Objectives, Strategy, Policy, Procedure, 
Method, Rule, Programme, Budget. 

6.2.1 Objectives 

The first step in planning is setting objectives. Objectives, therefore, can be said to be the 
desired future position that the management would like to reach. Objectives are very 
basic to the organisation and they are defined as ends which the management seeks to 
achieve by its operations. Therefore, an objective simply stated is what you would like to 
achieve, i.e., the end result of activities. For example, an organisation may have an 
objective of increasing sales by 10% or earning a reasonable rate of return on 
investment, earn a 20% profit from business. They represent the end point of planning. 
All other managerial activities are also directed towards achieving these objectives. They 
are usually set by top management of the organisation and focus on broad, general 
issues. They define the future state of affairs which the organisation strives to realise. 
They serve as a guide for overall business planning. Different departments or units in the 
organisation may have their own objectives. Objectives need to be expressed in specific 
terms i.e., they should be measurable in quantitative terms, in the form of a written 
statement of desired results to be achieved within a given time period. 

Strategy A strategy provides the broad contours of an organisation’s business. It will also 
refer to future decisions defining the organisations direction and scope in the long run. 
Thus, we can say a  

6.2.2 strategy 

Strategy is a comprehensive plan for accomplishing an organisation objectives. This 
comprehensive plan will include three dimensions: 

 determining long term objectives 

 adopting a particular course of action 
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 allocating resources necessary to achieve the objective. Whenever a strategy is 
formulated, the business environment needs to be taken into consideration. The 
changes in the economic, political, social, legal and technological environment will 
affect an organisation’s strategy. Strategies usually take the course of forming the 
organisation’s identity in the business environment. Major strategic decisions will 
include decisions like whether the organisation will continue to be in the same line 
of business, or combine new lines of activity with the existing business or seek to 
acquire a dominant position in the same market. For example, a company’s 
marketing strategy has to address certain questions i.e., who are the customers? 
what is the demand for the product? which channel of distribution to use? what is 
the pricing policy? and how do we advertise the product. These and many more 
issues need to be resolved while formulating a marketing strategy for any 
organisation. 

6.2.3  Policy 

Policies are general statements that guide thinking or channelize energies towards a 
particular direction. Policies provide a basis for interpreting strategy which is usually 
stated in general terms. They are guides to managerial action and decisions in the 
implementation of strategy. For example, the company may have a recruitment policy, 
pricing policy within which objectives are set and decisions are made. If there is an 
established policy, it becomes easier to resolve problems or issues. As such, a policy is 
the general response to a particular problem or situation. There are policies for all levels 
and departments in the organization ranging from major company policies to minor 
policies. Major company policies are for all to know i.e., customers, clients, competitors 
etc., whereas minor polices are applicable to insiders and contain minute details of 
information vital to the employees of an organization. But there has to be some basis for 
divulging information to others. Policies define the broad parameters within which a 
manager may function. The manager may use his/her discretion to interpret and apply a 
policy. For example, the decisions taken under a Purchase Policy would be in the nature 
of manufacturing or buying decisions. Should a company make or buy its requirements of 
packages, transport services, printing of stationery, water and power supply and other 
items? How vendors should be selected for procuring supplies? How many suppliers 
should a company make purchases from? What is the criteria for choosing suppliers? All 
these queries would be addressed by the Purchase Policy. 

6.2.4 Procedure 

Procedures are routine steps on how to carry out activities. They detail the exact manner 
in which any work is to be performed. They are specified in a chronological order. For 
example, there may be a procedure for requisitioning supplies before production. 
Procedures are specified steps to be followed in particular circumstances. They are 
generally meant for insiders to follow. The sequence of steps or actions to be taken are 
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generally to enforce a policy and to attain pre-determined objectives. Policies and 
procedures are interlinked with each other. Procedures are steps to be carried out within 
a broad policy framework.  

6.2.5 Method 

Methods provide the prescribed ways or manner in which a task has to be performed 
considering the objective. It deals with a task comprising one step of a procedure and 
specifies how this step is to be performed. The method may vary from task to task. 
Selection of proper method saves time, money and effort and increases efficiency. For 
imparting training to employees at various level from top management to supervisory, 
different methods can be adopted. For example, for higher level management 
orientation programmes, lectures and seminars can be organized whereas at the 
supervisory level, on the job training methods and work oriented methods are 
appropriate. 

6.2.6 Rule 

Rules are specific statements that inform what is to be done. They do not allow for any 
flexibility or discretion. It reflects a managerial decision that a certain action must or 
must not be taken. They are usually the simplest type of plans because there is no 
compromise or change unless a policy decision is taken. 

6.2.7 Program 

Program are detailed statements about a project which outlines the objectives, policies, 
procedures, rules, tasks, human and physical resources required and the budget to 
implement any course of action. Programmes will include the entire gamut of activities as 
well as the organisation’s policy and how it will contribute to the overall business plan. 
The minutest details are worked out i.e., procedures, rules, budgets, within the broad 
policy framework.  

6.2.8 Budget 

A budget is a statement of expected results expressed in numerical terms. It is a plan 
which quantifies future facts and figures. For example, a sales budget may forecast the 
sales of different products in each area for a particular month. A budget may also be 
prepared to show the number of workers required in the factory at peak production 
times. Since budget represents all items in numbers, it becomes easier to compare actual 
figures with expected figures and take corrective action subsequently. Thus, a budget is 
also a control device from which deviations can be taken care of. But making a budget 
involves forecasting, therefore, it clearly comes under planning. It is a fundamental 
planning instrument in many organisations. Let us take an example of Cash Budget. The 
cash budget is a basic tool in the management of cash. It is a device to help the 
management to plan and control the use of cash. It is a statement showing the estimated 
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cash inflows and cash outflows over a given period. Cash inflows would generally come 
from cash sales and the cash outflows would generally be the costs and expenses 
associated with the operations of the business. The net cash position is determined by 
the cash budget i.e., inflows minus (–) outflows = surplus or deficiency. The management 
has to hold adequate cash balances for various purposes. But at the same time, it should 
avoid excess balance of cash since it gives little or no return. The business has to assess 
and plan its need for cash with a degree of caution. 

7 Controlling 

Controlling is one of the important functions of a manager. In order to seek planned 
results from the subordinates, a manager needs to exercise effective control over the 
activities of the subordinates. In other words, controlling means ensuring that activities in 
an organisation are performed as per the plans. Controlling also ensures that an 
organisation’s resources are being used effectively and efficiently for the achievement of 
predetermined goals. Controlling is, thus, a goal-oriented function. Controlling function 
of a manager is a pervasive function. It is a primary function of every manager. Managers 
at all levels of management- top, middle and lower-need to perform controlling functions 
to keep a control over activities in their areas. Moreover, controlling is as much required 
in an educational institution, military, hospital, and a club as in any business organisation. 
Controlling should not be misunderstood as the last function of management. It is a 
function that brings back the management cycle back to the planning function. The 
controlling function finds out how far actual performance deviates from standards, 
analyses the causes of such deviations and attempts to take corrective actions based on 
the same. This process helps in formulation of future plans in the light of the problems 
that were identified and, thus, helps in better planning in the future periods. Thus, 
controlling only completes one cycle of management process and improves planning in 
the next cycle. 

8 Importance of Controlling 

Control is an indispensable function of management. Without control the best of plans 
can go awry. A good control system helps an organisation in the following ways: 

I. Accomplishing organisational goals: The controlling function measures progress 
towards the organisational goals and brings to light the deviations, if any, and 
indicates corrective action. It, thus, guides the organisation and keeps it on the 
right track so that organisational goals might be achieved. 

II. Judging accuracy of standards: A good control system enables management to 
verify whether the standards set are accurate and objective. An efficient control 
system keeps a careful check on the changes taking place in the organisation and 
in the environment and helps to review and revise the standards in light of such 
changes.  
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III. Making efficient use of resources: By exercising control, a manager seeks to reduce 
wastage and spoilage of resources. Each activity is performed in accordance with 
predetermined standards and norms. This ensures that resources are used in the 
most effective and efficient manner. 

IV. Improving employee motivation: A good control system ensures that employees 
know well in advance what they are expected to do and what are the standards of 
performance on the basis of which they will be appraised. It, thus, motivates them 
and helps them to give better performance. 

V. Ensuring order and discipline: Controlling creates an atmosphere of order and 
discipline in the organisation. It helps to minimise dishonest behaviour on the part 
of the employees by keeping a close check on their activities. The box explains 
how an import export company was able to track dishonest employees by using 
computer monitoring as a part of their control system. 

VI. Facilitating coordination in action: Controlling provides direction to all activities 
and efforts for achieving organisational goals. Each department and employee is 
governed by predetermined standards which are well coordinated with one 
another. This ensures that overall organisational objectives are accomplished. 

8 Relationship between Planning and Controlling 

Planning and controlling are inseparable twins of management. A system of control 
presupposes the existence of certain standards. These standards of performance which 
serve as the basis of controlling are provided by planning. Once a plan becomes 
operational, controlling is necessary to monitor the progress, measure it, discover 
deviations and initiate corrective measures to ensure that events conform to plans. Thus, 
planning without controlling is meaningless. Similarly, controlling is blind without 
planning. If the standards are not set in advance, managers have nothing to control. 
When there is no plan, there is no basis of controlling. Planning is clearly a prerequisite 
for controlling. It is utterly foolish to think that controlling could be accomplished without 
planning. Without planning there is no predetermined understanding of the desired 
performance. Planning seeks consistent, integrated and articulated programmes while 
controlling seeks to compel events to conform to plans. Planning is basically an 
intellectual process involving thinking, articulation and analysis to discover and prescribe 
an appropriate course of action for achieving objectives. Controlling, on the other hand, 
checks whether decisions have been translated into desired action. Planning is thus, 
prescriptive whereas, controlling is evaluative. It is often said that planning is looking 
ahead while controlling is looking back. However, the statement is only partially correct. 
Plans are prepared for future and are based on forecasts about future conditions. 
Therefore, planning involves looking ahead and is called a forward-looking function. On 
the contrary, controlling is like a postmortem of past activities to find out deviations from 
the standards. In that sense, controlling is a backward-looking function. However, it 
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should be understood that planning is guided by past experiences and the corrective 
action initiated by control function aims to improve future performance. Thus, planning 
and controlling are both backward-looking as well as a forward-looking function. Thus, 
planning and controlling are interrelated and, in fact, reinforce each other in the sense 
that: 

1. Planning based on facts makes controlling easier and effective. 
2. Controlling improves future planning by providing information derived from 

past experience. 

9 Controlling Process 

Controlling is a systematic process involving the following steps: 

1. Setting Performance Standards: The first step in the controlling process is setting 
up of performance standards. Standards are the criteria against which actual 
performance would be measured. Thus, standards serve as benchmarks towards 
which an organisation strives to work. Standards can be set in both quantitative as 
well as qualitative terms. For instance, standards set in terms of cost to be 
incurred, revenue to be earned, product units to be produced and sold, time to be 
spent in performing a task, all represents quantitative standards. Sometimes 
standards may also be set in qualitative terms. Improving goodwill and motivation 
level of employees are examples of qualitative standards. The table in the next 
page gives a glimpse of standards used in different functional areas of business to 
gauge performance. At the time of setting standards, a manager should try to set 
standards in precise quantitative terms as this would make their comparison with 
actual performance much easier. For instance, reduction of defects from 10 in 
every 1,000 pieces produced to 5 in every 1,000 pieces produced by the end of 
the quarter. However, whenever qualitative standards are set, an effort must be 
made to define them in a manner that would make their measurement easier. For 
instance, for improving customer satisfaction in a fast food chain having self-
service, standards can be set in terms of time taken by a customer to wait for a 
table, time taken by him to place the order and time taken to collect the order. It 
is important that standards should be flexible enough to be modified whenever 
required. Due to changes taking place in the internal and external business 
environment, standards may need some modification to be realistic in the 
changed business environment. 
 

2. Measurement of Actual Performance: Once performance standards are set, the 
next step is measurement of actual performance. Performance should be 
measured in an objective and reliable manner. There are several techniques for 
measurement of performance. These include personal observation, sample 
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checking, performance reports, etc. As far as possible, performance should be 
measured in the same units in which standards are set as this would make their 
comparison easier. It is generally believed that measurement should be done after 
the task is completed. However, wherever possible, measurement of work should 
be done during the performance. For instance, in case of assembling task, each 
part produced should be checked before assembling. Similarly, in a manufacturing 
plant, levels of gas particles in the air could be continuously monitored for safety. 
Measurement of performance of an employee may require preparation of 
performance report by his superior. Measurement of a company’s performance 
may involve calculation of certain ratios like gross profit ratio, net profit ratio, 
return on investment, etc., at periodic intervals. Progress of work in certain 
operating areas like marketing may be measured by considering the number of 
units sold, increase in market share etc., whereas, efficiency of production may be 
measured by counting the number of pieces produced and number of defective 
pieces in a batch. In small organisations, each piece produced may be checked to 
ensure that it conforms to quality specifications laid down for the product. 
However, this might not be possible in a large organisation. Thus, in large 
organisations, certain pieces are checked at random for quality. This is known as 
sample checking. 
 

3. Comparing Actual Performance with Standards: This step involves comparison of 
actual performance with the standard. Such comparison will reveal the deviation 
between actual and desired results. Comparison becomes easier when standards 
are set in quantitative terms. For instance, performance of a worker in terms of 
units produced in a week can be easily measured against the standard output for 
the week. 
 

4. Analyzing Deviations: Some deviation in performance can be expected in all 
activities. It is, therefore, important to determine the acceptable range of 
deviations. Also, deviations in key areas of business need to be attended more 
urgently as compared to deviations in certain insignificant areas. Critical point 
control and management by exception should be used by a manager in this 
regard. 
 

 Critical Point Control: It is neither economical nor easy to keep a check on 
each and every activity in an organisation. Control should, therefore, focus 
on key result areas (KRAs) which are critical to the success of an 
organisation. These KRAs are set as the critical points. If anything goes 
wrong at the critical points, the entire organisation suffers. For instance, in 
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a manufacturing organisation, an increase of 5 per cent in the labour cost 
may be more troublesome than a 15 per cent increase in postal charges. 

 Management by Exception: Management by exception, which is often 
referred to as control by exception, is an important principle of 
management control based on the belief that an attempt to control 
everything results in controlling nothing. Thus, only significant deviations 
which go beyond the permissible limit should be brought to the notice of 
management. Thus, if the plans lay down 2 per cent increase in labour cost 
as an acceptable range of deviation in a manufacturing organization, only 
increase in labour cost beyond 2 per cent should be brought to the notice 
of the management. However, in case of major deviation from the standard 
(say, 5 per cent), the matter has to receive immediate action of 
management on a priority basis. The box below highlights the advantages 
of critical point control and management by exception. After identifying the 
deviations that demand managerial attention, these deviations need to be 
analysed for their causes. Deviations may have multiple causes for their 
origin. These include unrealistic standards, defective process, and 
inadequacy of resources, structural drawbacks, organizational constraints 
and environmental factors beyond the control of the organization. 

It is necessary to identify the exact cause(s) of deviations, failing which, an 
appropriate corrective action might not be possible. The deviations and their 
causes are then reported and corrective action taken at appropriate level. 

5. Taking Corrective Action: The final step in the controlling process is taking 
corrective action. No corrective action is required when the deviations are within 
acceptable limits. However, when the deviations go beyond the acceptable range, 
especially in the important areas, it demands immediate managerial attention so 
that deviations do not occur again and standards are accomplished. Corrective 
action might involve training of employees if the production target could not be 
met. Similarly, if an important project is running behind schedule, corrective 
action might involve assigning of additional workers and equipment to the project 
and permission for overtime work. In 
 

10 Decision Making 

Decision making is a process to choose the best solution among many alternatives. This 
managerial function is collaboration between planning and controlling. The quality of 
decision can be improved if all alternatives information can be collected and presented to 
manager. One of the important roles of Accounting Information System is to supply the 
information to simplify the decision making process.  
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Using a step-by-step decision-making process can help you make more deliberate, 
thoughtful decisions by organizing relevant information and defining alternatives. This 
approach increases the chances that you will choose the most satisfying alternative 
possible. 
 
Step 1: Identify the decision 
Step 2: Gather relevant information 
Step 3: Identify the alternatives 
Step 4: Weigh the evidence 
Step 5: Choose among alternatives 
Step 6: Take action 
Step 7: Review your decision & its consequences 
 

11 Advantages of decision making 

 Without decisions, actions will not be possible and the resources will not be put to 
use. 

 Is necessary for planning, organizing, staffing, coordinating and communicating. 

 Follow-up actions are not possible unless decisions are taken. 

 To face new problems and challenges. 

 Correct decisions provide opportunities of growth while wrong decisions lead to 
loss and instability.  
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CHAPTER NINE 

MANAGEMENT BY OBJECTIVE 
 

1 Introduction 

Management by objectives (MBO), also known as management by results (MBR), was 
first popularized by Peter Drucker in his 1954 book The Practice of 
Management. Management by objectives is the process of defining specific objectives 
within an organization that management can convey to organization members, then 
deciding on how to achieve each objective in sequence. This process allows managers to 
take work that needs to be done one step at a time to allow for a calm, yet productive 
work environment.   
 
This process also helps organization members to see their accomplishments as they 
achieve each objective, which reinforces a positive work environment and a sense of 
achievement. An important part of MBO is the measurement and comparison of 
an employee’s actual performance with the standards set. Ideally, when employees 
themselves have been involved with the goal-setting and choosing the course of action to 
be followed by them, they are more likely to fulfill their responsibilities. According 
to George S. Odiorne, the system of management by objectives can be described as a 
process whereby the superior and subordinate jointly identify common goals, define each 
individual's major areas of responsibility in terms of the results expected of him or her, 
and use these measures as guides for operating the unit and assessing the contribution 
of each of its members. 

2 In Practice 

Peter Drucker has developed five steps to put Management by Objectives into practice: 
Determine or revise the organizational objectives: Strategic organizational objectives are 

the starting points of management by objectives. These objectives stem from the mission 

and vision of an organization. If an organization has not formulated these yet, it does not 

make sense to carry out the next steps. 

 Translating the organizational objectives to employees: In order to make 

organizational objectives organization-wide, it is important that these are 

translated to employee level. For efficiency reasons, Peter Drucker used the 

acronym SMART (Specific, Measurable, Acceptable, Realistic and Time-bound). 

The element Acceptable is crucial in management by objectives as this is about 
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agreement on the objectives between the employees and the organization. The 

management by objectives principle does not allow management to determine 

the objectives by themselves. According to management by objectives, objectives 

should be clearly recognizable at all levels and everyone should know what their 

responsibilities are in this. Communication is also an important item for 

consideration when it comes to expectations, feedback and to giving rewards for 

objectives that have been achieved. 

 Stimulate the participation of employees in the determining of the objectives: The 

starting point is to have each employee participate in the determining of personal 

objectives that are in line with the objectives of the organization. This works best 

when the objectives of the organization are discussed and shared throughout all 

levels of the organization so that everyone will understand why certain things are 

expected of them. In this way, everyone can make their own translation of what 

their contribution can be to the objectives. This approach increases the 

involvement and commitment of the objectives. Instead of simply following 

expectations of managers and executives, everyone in a management by 

objectives approach will know what is expected of them. By broadening the 

decision making process and responsibility throughout the organization, people 

are motivated to solve the problems they are faced with in an intelligent manner 

and they are given the information they need so that they can be flexible in the 

changing circumstances. This participatory process ensures that personal 

objectives with respect to general team objectives, department objectives, 

business unit objectives and ultimately organizational objectives are made clear. 

 Monitoring of progress: Because the goals and objectives are SMART, they are 

measurable. If they cannot be measured, a system will have to be set up in which 

a monitoring function is activated when the objectives are deviated from. 

Detection must be timely so that large problems can be prevented. On the other 

hand, it is important that the agreed objectives do not cause abnormal behaviour 

of employees for example. For instance, when a service call must be handled 

within seven minutes and as a result employees finish these calls after 6 minutes 

and 59 seconds to meet this requirement. There are always exceptions to a rule 

and these situations should always be supervised. 

In Management by Objectives, employees are not supported by their management 

through annual performance reviews. Management by Objectives is about growth and 

development. Each objective comprises mini objectives and it is about supporting these 
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in small steps in the form of coaching by managers or executives. Create a clear path with 

sufficient evaluation moments so that growth and development can be monitored 

accurately. 

 Evaluate and reward achievements: Management by Objectives has been designed 

to improve performance at all levels within an organization. A comprehensive 

evaluation system is therefore essential. As goals and objectives have been SMART 

formulated, they make the evaluation of processes very easy. Employees are 

evaluated and rewarded for their achievements in relation to the set goals and 

objectives. This also includes accurate feedback. Management by Objectives is 

about why, when and how objectives can be achieved. 
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CHAPTER TEN 

LEVELS OF STRATEGIES 
 

1 Level of Strategies 

Strategy is at the heart of business. All businesses have competition, and it is strategy 
that allows one business to rise above the others to become successful. Even if you have 
a great idea for a business, and you have a great product, you are unlikely to go 
anywhere without strategy. 

 

 

2 Porter's Generic Competitive Strategies 

A firm's relative position within its industry determines whether a firm's profitability is 
above or below the industry average. The fundamental basis of above average 
profitability in the long run is sustainable competitive advantage. There are two basic 
types of competitive advantage a firm can possess: low cost or differentiation. The two 
basic types of competitive advantage combined with the scope of activities for which a 
firm seeks to achieve them, lead to three generic strategies for achieving above average 
performance in an industry: cost leadership, differentiation, and focus. The focus strategy 
has two variants, cost focus and differentiation focus.  
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2.1. Cost Leadership 

In cost leadership, a firm set out to become the low cost producer in its industry. The 
sources of cost advantage are varied and depend on the structure of the industry. They 
may include the pursuit of economies of scale, proprietary technology, preferential 
access to raw materials and other factors. A low cost producer must find and exploit all 
sources of cost advantage. if a firm can achieve and sustain overall cost leadership, then 
it will be an above average performer in its industry, provided it can command prices at 
or near the industry average. 

2.2. Differentiation 

In a differentiation strategy a firm seeks to be unique in its industry along some 
dimensions that are widely valued by buyers. It selects one or more attributes that many 
buyers in an industry perceive as important, and uniquely positions itself to meet those 
needs. It is rewarded for its uniqueness with a premium price. 

2.3. Focus 

The generic strategy of focus rests on the choice of a narrow competitive scope within an 
industry. The focuser selects a segment or group of segments in the industry and tailors 
its strategy to serving them to the exclusion of others. 

3 Boston Consulting Group (BCG) 

Created by the Boston Consulting Group, the BCG matrix – also known as the Boston or 
growth-share matrix – provides a framework for analyzing products according to growth 
and market share. The BCG matrix has been used since 1968 to help companies gain 
insights on what products best help them capitalize on market-share growth 
opportunities. 
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3.1 Creating your matrix 

First, you'll need data on the market share and growth rate of your products or 
services. When examining market growth, you need to objectively compare yourself to 
your largest competitor and think in terms of growth over the next three years. If your 
market is extremely fragmented, however, you can use absolute market share instead, 
according to the Strategic Thinker blog. 

Next, you can either draw a matrix or find a BCG chart program online. (There are several 
that are free, available for subscription or part of another charting program.) In this four-
quadrant chart, market share is shown on the horizontal line (low left, high right) and 
growth rate along the vertical line (low bottom, high top). The four quadrants are 
designated "stars" (upper left), "question marks" (upper right), "cash cows" (lower left) 
and "dogs" (lower right). 

 

Place each of your products into the appropriate box based on where they rank in market 
share and growth. Where you choose to set the dividing line between each quadrant 
depends in part on how your company compares to the competition. Here is a 
breakdown of each quadrant: 

3.2 Stars 

The business units or products that have the best market share and generate the most 
cash are considered stars. Monopolies and first-to-market products are frequently 
termed stars. However, because of their high growth rate, stars also consume large 
amounts of cash. This generally results in the same amount of money coming in that is 
going out. Stars can eventually become cash cows if they sustain their success until a 
time when the market growth rate declines. Companies are advised to invest in stars. 
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3.3 Cash cows 

Cash cows are the leaders in the marketplace and generate more cash than they 
consume. These are business units or products that have a high market share but low 
growth prospects. According to NetMBA, cash cows provide the cash required to turn 
question marks into market leaders, cover the administrative costs of the company, fund 
research and development, service the corporate debt, and pay dividends to 
shareholders. Companies are advised to invest in cash cows to maintain the current level 
of productivity, or to "milk" the gains passively. 

3.4 Dogs 

Also known as pets, dogs are units or products that have both a low market share and a 
low growth rate. They frequently break even, neither earning nor consuming a great deal 
of cash. Dogs are generally considered cash traps because businesses have money tied up 
in them, even though they are bringing back basically nothing in return. These business 
units are prime candidates for divestiture. 

3.5 Question marks 

These parts of a business have high growth prospects but a low market share. They 
consume a lot of cash but bring little in return. In the end, question marks, also known as 
problem children, lose money. However, since these business units are growing rapidly, 
they do have the potential to turn into stars. Companies are advised to invest in question 
marks if the product has potential for growth, or to sell if it does not.  
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CHAPTER ELEVENTH 

ORGANIZING, JOB DESIGN, CONTROL & AUTHORITY 
 

1 Organizing 

Organizing is the function of management which follows planning. It is a function in 
which the synchronization and combination of human, physical and financial resources 
take place. All the three resources are important to get results. Therefore, organizational 
function helps in achievement of results which in fact is important for the functioning of a 
concern. According to Chester Barnard, “Organizing is a function by which the concern is 
able to define the role positions, the jobs related and the co-ordination between 
authority and responsibility. Hence, a manager always has to organize in order to get 
results. 

A manager performs organizing function with the help of following steps: - 

 Identification of activities 

 Departmentally organizing the activities 

 Classifying the authority  

 Co-ordination between authority and responsibility 

2 Job Design 

Job design (also referred to as work design or task design) is a core function of human 
resource management and it is related to the specification of contents, methods and 
relationship of jobs in order to satisfy technological and organizational requirements as 
well as the social and personal requirements of the job holder.[1]Its principles are geared 
towards how the nature of a person's job affects their attitudes and behavior at work, 
particularly relating to characteristics such as skill variety and autonomy.[2] The aim of a 
job design is to improve job satisfaction, to improve through-put, to improve quality and 
to reduce employee problems (e.g., grievances, absenteeism). 

3 Departmentalization 

Departmentalization (or departmentalization) refers to the process of grouping activities 
into departments. Division of labour creates specialists who need coordination. This 
coordination is facilitated by grouping specialists together in departments. 

4 Span of Control 

Span of control is simply the number of staff that report to a manager. Some companies 
also have an ideal span of control, which is the number of reports they feel a manager 

https://en.wikipedia.org/wiki/Job_design#cite_note-1
https://en.wikipedia.org/wiki/Job_design#cite_note-2
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can effectively manage. In this case, if a manager has fewer reports than the ideal, they 
may feel he or she is not being effectively used, while if he or she is handling more they 
may feel that the manager is over-stretched and the reports will not receive enough 
direction. 

5 Centralization and decentralization 

Centralization is said to be a process where the concentration of decision making is in a 
few hands. All the important decision and actions at the lower level, all subjects and 
actions at the lower level are subject to the approval of top management. According to 
Allen, “Centralization” is the systematic and consistent reservation of authority at central 
points in the organization. The implication of centralization can be: 

 Reservation of decision making power at top level. 

 Reservation of operating authority with the middle level managers. 

 Reservation of operation at lower level at the directions of the top level. 
 

Under centralization, the important and key decisions are taken by the top management 
and the other levels are into implementations as per the directions of top level. For 
example, in a business concern, the father & son being the owners decide about the 
important matters and all the rest of functions like product, finance, marketing, 
personnel, are carried out by the department heads and they have to act as per 
instruction and orders of the two people. Therefore, in this case, decision making power 
remain in the hands of father & son.  
 
On the other hand, Decentralization is a systematic delegation of authority at all levels of 
management and in all of the organization. In a decentralization concern, authority in 
retained by the top management for taking major decisions and framing policies 
concerning the whole concern. Rest of the authority may be delegated to the middle 
level and lower level of management. 
 
The degree of centralization and decentralization will depend upon the amount of 
authority delegated to the lowest level. According to Allen, “Decentralization refers to 
the systematic effort to delegate to the lowest level of authority except that which can 
be controlled and exercised at central points. 
 
Decentralization is not the same as delegation. In fact, decentralization is all extension of 
delegation. Decentralization pattern is wider is scope and the authorities are diffused to 
the lowest most level of management. Delegation of authority is a complete process and 
takes place from one person to another. While decentralization is complete only when 
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fullest possible delegation has taken place. For example, the general manager of a 
company is responsible for receiving the leave application for the whole of the concern. 
The general manager delegates this work to the personnel manager who is now 
responsible for receiving the leave applicants. In this situation delegation of authority has 
taken place. On the other hand, on the request of the personnel manager, if the general 
manager delegates this power to all the departmental heads at all level, in this situation 
decentralization has taken place. There is a saying that “Everything that increasing the 
role of subordinates is decentralization and that decreases the role is centralization”. 
Decentralization is wider in scope and the subordinate’s responsibility increase in this 
case. On the other hand, in delegation the managers remain answerable even for the acts 
of subordinates to their superiors. 

6 Line and Staff authority 

The key difference between line authority and staff authority is that line authority 
reflects superior-subordinate relationships characterized by the power of decision 
making whereas staff authority refers to the right to advice on improving the 
effectiveness for line employees in performing their duties. Authority is related to 
decision–making power, which is a key aspect in any type of organization. Line authority 
and staff authority conforms to two types of employees; line staff and staff personnel. 
The role of line staff and staff personnel are different from one another; thus, 
the authority levels vary as well. 
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CHAPTER TWELFTH 

MASLOW’S NEEDS THEORY 
 

1 Maslow’s Needs Theory 

Abraham Maslow is well renowned for proposing the Hierarchy of Needs Theory in 1943. 
This theory is a classical depiction of human motivation. This theory is based on the 
assumption that there is a hierarchy of five needs within each individual. The urgency of 
these needs varies. These five needs are as follows: 

1) Physiological needs- These are the basic needs of air, water, food, clothing and 
shelter. In other words, physiological needs are the needs for basic amenities of 
life. 

2) Safety needs- Safety needs include physical, environmental and emotional safety 
and protection. For instance- Job security, financial security, protection from 
animals, family security, health security, etc. 

3) Social needs- Social needs include the need for love, affection, care, 
belongingness, and friendship. 

4) Esteem needs- Esteem needs are of two types: internal esteem needs (self- 
respect, confidence, competence, achievement and freedom) and external 
esteem needs (recognition, power, status, attention and admiration). 

5) Self-actualization need- This include the urge to become what you are capable of 
becoming / what you have the potential to become. It includes the need for 
growth and self-contentment. It also includes desire for gaining more knowledge, 
social- service, creativity and being aesthetic. The self- actualization needs are 
never fully satiable. As an individual grows psychologically, opportunities keep 
cropping up to continue growing. 

 



MASLOW’S NEEDS THEORY 75 

 

According to Maslow, individuals are motivated by unsatisfied needs. As each of these 
needs is significantly satisfied, it drives and forces the next need to emerge. Maslow 
grouped the five needs into two categories - Higher-order needs and Lower-order needs. 
The physiological and the safety needs constituted the lower-order needs. These lower-
order needs are mainly satisfied externally. The social, esteem, and self-actualization 
needs constituted the higher-order needs. These higher-order needs are generally 
satisfied internally, i.e., within an individual. Thus, we can conclude that during boom 
period, the employees lower-order needs are significantly met. 

Implications  

As far as the physiological needs are concerned, the managers should give employees 
appropriate salaries to purchase the basic necessities of life. Breaks and eating 
opportunities should be given to employees.    
 
As far as the safety needs are concerned, the managers should provide the employees 
job security, safe and hygienic work environment, and retirement benefits so as to retain 
them. 
As far as social needs are concerned, the management should encourage teamwork and 
organize social events. 
 
As far as esteem needs are concerned, the managers can appreciate and reward 
employees on accomplishing and exceeding their targets. The management can give the 
deserved employee higher job rank / position in the organization. 
 
As far as self-actualization needs are concerned, the managers can give the employees 
challenging jobs in which the employees’ skills and competencies are fully utilized. 
Moreover, growth opportunities can be given to them so that they can reach the peak. 

2 Cognitive Theories of Motivation 

Cognitive Theories of Motivation raise a different perspective of understanding the 
primary needs of an individual in order to keep the individual motivated and satisfied that 
will probably lead to greater efficiency and productivity. Certainly, the entire scenario of 
a job depends on how much an employee is motivated and satisfied with the aim to 
benefit the company in return. It is the fact that a job is need of both parties, i.e. the 
employee and the organization. At one point, the organization requires a professional to 
help achieve the target and put efforts for the growth of the organization. While on the 
other hand, the employee also seeks any source to satisfy the basic needs of the life with 
the aim to keep surviving with professional standards. 
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Cognitive Theories of Motivation consist of two ultimate theories that are the Expectancy 
Theory and the Goal Setting Theory. The Expectancy Theory explains about how and why 
an individual makes a certain decision of picking the best behavioral option from many. 
On the other side, the Goal-Setting Theory offers the importance of creating goals and 
how goals, make a person to be motivated and satisfied enough.  

2.1 The Expectancy Theory 

The Expectancy theory was proposed by Victor H. Vroom in 1964. It elaborates such a 
behavioral process in which an individual chooses one specific and necessary option over 
the others and what is the role of the decision in the process of achieving the career 
goals. The theory consists of three variables that were introduced by Vroom in order to 
clearly explain the given behavioral process. The variables are as follows: 

 “E” for Expectancy 

 “V” for Valence 

 “I” for Instrumentality 

The Expectancy variable explains such a belief where the efforts of an employee are the 
result of a need to accomplish desired performance goals. There are three factors that 
comprise much impact on the expectancy perception of an individual. 
 
Valence pertains to such price/value that an individual set on the basis of rewards or 
reinforcements. Usually, the process of setting value depends on intrinsic/extrinsic 
sources of motivation, goals, needs and values of the individual. There are three terms 
that represent different forms of an individual’s values. The term -1 shows that the 
individual is not happy with the result and tries to avoid it, term 0 tells that the individual 
is feeling indifferent or strange regarding the results, and term +1 explains that the 
individual warmly welcome the result. 
 
The instrumentality refers to the belief that an individual will receive a reward certainly 
based on the satisfaction of required performance. The rewards can be of many forms 
such as extrinsic, intrinsic, non-monetary, non-monetary and more. Instrumentality level 
will be low when a person receives the reward for a set of activities that must be 
performed as a job duty. While on the other hand, there are three factors involved in the 
instrumentality, which are, control, policies and trust. 

3 Goal-Setting Theory 

The second or other cognitive theory of motivation is the Goal-Setting Theory. In the 
1960s, the theory was introduced by Edwin Locke. The primary factor explained by the 
theory is that the goal-setting comprises direct and enough impact on the task 
performance. A set of specific and hard to achieve goals will surely lead to a greater 

https://en.wikipedia.org/wiki/Victor_Vroom
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accomplishment of tasks and possibly, will motivate an individual additionally. Aside from 
it, easy to achieve goals may result in poor or very low task performance. Therefore, the 
set goals must be SMART. The full form of SMART is: 

 “S” for Specific 
 “M” for Measurable 
 “A” for Attainable 
 “R” for Realistic 
 “T” for Time-Bound 
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CHAPTER THIRTEEN 

BEHAVIORAL AND SITUATIONAL MODELS OF LEADERSHIP 

1 Behavioral and Situational Theories 

There are many different kinds of leadership theories that over the course of time have 
defined what leadership is. The situational and behavioral theories were two completely 
different theories. These theories were pretty close together in time periods; however, 
the behavioral which came first stated there is one best way to lead, whereas the 
situational theory said there was not. Situational theories believed that there were many 
ways to lead that are effective. You can see how these theories when looked at side by 
side clash and conflict with each other, and make different light of different leaders. In 
this essay you will see two sides and a middle ground between the lenses or explanations 
of the two different theories of leadership.  
 
The style of the situational theory is based on why we use the style of leadership we use. 
This focuses mainly on why we need a certain leader for a certain situation, and how we 
decide what leader we use for the people who call on that leader. One example of where 
the situational leadership came in play was during WWII. In that time Germany was 
facing a tough economic struggle with its last leader, who drove Germany into an 
economic struggle with the previous war. It was because of this that Adolf Hitler became 
an effective leader for Germany. This is a good example of situational leadership. Even 
though WWII was a couple years out of the time frame for the situational theory it still 
applies. Prior to this idea was the behavioral theory. 
 
Behavioral leadership states that leaders are trained and gain the experience over 
time; one example of the behavioral theory was President John F. Kennedy. Kennedy was 
an effective leader because he has had war time experience which is one of the traits or 
qualifications they ask for you to become president. Kennedy served in the navy during 
WWII in Pearl Harbor this experience launched him into politics. This training led to him 
being a senator and eventually the president of the United States. His many decisions as 
president showed that there really was only one best way to lead. 
 
The two leadership theories are lenses or explanations of why certain leaders make 
certain decisions. A situational leader can look at Kennedy’s decision to go to the moon 
and argue, that he took us there because of the competition we had going against the 
soviet nation, where as a behavioral theorist might say that he was obligated or trained 
to move this country forward in knowledge. You could look at Kennedy from both stand 
points, and as long as you have logic or reasoning to back that idea you wouldn’t be 
wrong either way. 
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2 Situational Leadership Model 

The Situational Leadership Model is a model by Paul Hersey and Ken Blanchard, while 
working on Management of Organizational Behavior. The theory was first introduced as 
"Life Cycle Theory of Leadership”. During the mid-1970s, "Life Cycle Theory of 
Leadership" was renamed "Situational Leadership Model." 
 
The fundamental underpinning of the Situational Leadership Model is that there is no 
single "best" style of leadership. Effective leadership is task-relevant, and the most 
successful leaders are those who adapt their leadership style to the Performance 
Readiness (ability and willingness) of the individual or group they are attempting to lead 
or influence. Effective leadership varies, not only with the person or group that is being 
influenced, but it also depends on the task, job or function that needs to be 
accomplished. 
 
The Situational Leadership Model rests on two fundamental concepts; leadership 
style and the individual or group's Performance Readiness level. 

3 Behavioral theory 

Behavioral theories of leadership are classified as such because they focus on the study 
of specific behaviors of a leader. For behavioral theorists, a leader behavior is the best 
predictor of his leadership influences and as a result, is the best determinant of his or her 
leadership success. 
 
There are two important Behavioral studies: 

Ohio State University (1940s) 

As leadership studies that were aimed at identifying the appropriate traits didn't yield any 
conclusive results, a group of people from Ohio State University developed a list of 150 
statements from their generated responses that included 1,800 hundred statements. The 
list was designed to measure nine different behavioral leadership dimensions. The 
resulting questionnaire is now well-known as the LBDQ or the Leaders Behavior 
Description Questionnaire. 

As part of the study, the LBDQ was administered to various groups of individuals ranging 
from college students and their administrators, private companies including military 
personnel. One of the primary purposes of the study was to identify common leadership 
behaviors. After compiling and analyzing the results, the study led to the conclusion that 
there were two groups of behaviors that were strongly correlated. These were defined as 
Consideration (People Oriented Behavioural Leaders) and Initiating Structure (Task 
Oriented Leaders). 
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3.1 Task oriented leaders 

The task concerned leaders are focusing their behaviors on the organizational structure, 
the operating procedures (S.O.P.) and they like to keep control. Task-oriented leaders are 
still concern with their staff motivation; however, it's not their main concern. They will 
favor behaviors that are in line with: 

 Initiating 

 Organizing 

 Clarifying 

 Information Gathering 

3.2 People oriented leaders 

The people oriented leaders are focusing their behaviors on ensuring that the inner 
needs of the people are satisfied. Thus they will seek to motivate their staff through 
emphasizing the human relation. People oriented leaders still focus on the task and the 
results; they just achieve them through different means. Leaders with a people focus will 
have behaviors that are in line with: 

 Encouraging 

 Observing 

 Listening 

 Coaching and Mentoring 

3.3 University of Michigan (1950s) 

Lead by the famous organizational psychologist, Dr. Rensis Likert, the leadership studies 
at the University of Michigan identified three characteristics of effective leadership; two 
of which were previously observed in studies that had been conducted at Ohio State 
University. The study showed that task and relationship-oriented behaviors weren't of 
major significance within the world of organizational psychology. However it was the 
third observation that introduced a new concept, one of participative leadership! 
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CHAPTER FOURTEEN 

LEADERSHIP AND MOTIVATION 

1 Leadership and Motivation 

Motivation is a goal-oriented characteristic that helps a person achieve his objectives. It 
pushes an individual to work hard at achieving his or her goals. An executive must have 
the right leadership traits to influence motivation. However, there is no specific blueprint 
for motivation.  
 
As a leader, one should keep an open perspective on human nature. Knowing different 
needs of subordinates will certainly make the decision-making process easier. 
 
Both an employee as well as manager must possess leadership and motivational traits. An 
effective leader must have a thorough knowledge of motivational factors for others. He 
must understand the basic needs of employees, peers and his superiors. Leadership is 
used as a means of motivating others. 
 
Given below are important guidelines that outline the basic view of motivation: 

 Harmonize and match the subordinate needs with the organizational needs. As a 
leader, the executive must ensure that the business has the same morals and 
ethics that he seeks in his employees. He should make sure that his subordinates 
are encouraged and trained in a manner that meets the needs of the business. 

 Appreciation and rewards are key motivators that influence a person to achieve a 
desired goal. Rewarding good/ exceptional behavior with a small token of 
appreciation, certificate or letter can be a great motivator. If a certificate is 
awarded to a person, it should mention the particular act or the quality for which 
the individual is being rewarded. 

 Being a role model is also a key motivator that influences people in reaching their 
goals. A leader should set a good example to ensure his people to grow and 
achieve their goals effectively 

 Encouraging individuals to get involved in planning and important issues resolution 
procedure not only motivates them, but also teaches the intricacies of these key 
decision-making factors. Moreover, it will help everyone to get better 
understanding of their role in the organization. The communication will be 
unambiguous and will certainly attract acknowledgement and appreciation from 
the leader. 
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 Developing moral and team spirit certainly has a key impact on the well-being of 
an organization. The metal or emotional state of a person constitutes his or her 
moral fabric. A leader’s actions and decisions affect the morale of his 
subordinates. Hence, he should always be aware of his decisions and activities. 
Team spirit is the soul of the organization. The leader should always make sure his 
subordinates enjoy performing their duties as a team and make themselves a part 
of the organization’s plans. 

 A leader should step into the shoes of the subordinates and view things from 
subordinate’s angle. He should empathize with them during difficult times. 
Empathizing with their personal problems makes them stronger-mentally and 
emotionally. 

 A meaningful and challenging job accomplished inculcates a sense of achievement 
among employees. The executive must make their employees feel they are 
performing an important work that is necessary for the organization’s well-being 
and success. This motivational aspect drives them to fulfill goals. 

Remember, “To become an efficient leader, you must be self-motivated”. You must know 
your identity, your needs and you must have a strong urge to do anything to achieve your 
goals. Once you are self-motivated, only then you can motivate others to achieve their 
goals and to harmonize their personal goals with the common goals of the organization. 

2 Combine Work Goals with Employee Goals 

As a manager, you can motivate your employees by making sure your work goals align 
with their work goals. This requires strategic planning and communication because you 
must let your employees know exactly what you expect from them. If they do not have 
standards and goals to meet, you will feel frustrated by their lack of efficiency and they 
will feel frustrated by their failed efforts to please you. Misunderstanding of goals leads 
to disappointment and failure--the opposite of the motivating forces you are striving to 
create. 

3 Group Dynamics in Organization 

A group is defined as a number of individuals who come together to achieve a particular 
task or goal. Group dynamics refers to the attitudinal and behavioral characteristics of a 
group. Group dynamics concerns organizational success because it consists of various 
groups and a lot depends on how group form, how they configuration and process, and 
most importantly how they function. Group dynamics are pertinent in both formal and 
informal groups of all types. In an organizational setting, groups are a very common 
organizational entity and the study of groups and group dynamics is an important area of 
study in organizational behavior. 
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There are several theories on why groups develop. The classic theory, developed by 
George Homans, advocates that group development is based on activities, interactions, 
and feelings. What it means is when individuals share common activities; they will have 
more interaction and will develop attitudes which could be positive or negative toward 
each other. The major element in this theory is what kinds of interaction are shared by 
the individuals involved in the group. 

3.1 Social exchange theory  

It offers an alternative explanation for group development. According to this theory, 
individuals form relationships based on the implied expectation of mutually beneficial 
exchanges based on trust and felt obligation towards each other. Thus, an insight that in 
relationships exchange of thoughts and ideas is positive and essential if individuals are to 
be attracted to and affiliate with a group. 

3.2 Social identity theory  

It suggests that individuals get a sense of identity and self-esteem based upon their 
membership in outstanding groups. The nature of the group may be demographically 
based, culturally suitable, or organizationally based. Individuals are motivated to belong 
to and contribute to identical as their character groups because of the sense of 
belongingness and self-worth membership in the group imparts. 

Do you know that the study of group dynamics is dated back to 1960s by Bruce 
Tuckman? He said that groups do not usually perform at maximum effectiveness when 
they are first established. They come across several stages of development as they 
struggle to become productive and effectual. Often, groups experience similar 
developmental stages while they encounter conflicts and resolutions. According to 
Tuckman’s theory, there are five stages of group development: forming, storming, 
norming, performing, and adjourning. During these stages group members go through lot 
of pains as they need to address several issues and the way in which these issues are 
resolved decides whether the group will succeed in accomplishing its tasks or the group 
will break up. 
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CHAPTER FIFTEEN 

CONTROLLING AS A MANAGEMENT FUNCTION 
 

1 The Management Process 

Controlling is the fourth step in the management process. Let's review the process as a 
whole to better understand how controlling fits.  
 
The first step, planning, involves developing short- and long-term goals for the 
organization. The next step, organizing, involves performing all of the tasks needed to get 
the job done. The next step, directing, involves actually executing the plan - putting all of 
the resources to work to achieve the short- and long-term goals set forth in the planning 
stage.  
 
The final step, and the main focus of our lesson, is controlling. It involves comparing 
actual performance to expected performance. 

2 Controlling as a Process 

The controlling process involves: 

1) Establishing standards to measure performance 
2) Measuring actual performance 
3) Comparing performance with the standard 
4) Taking corrective action 

3 Controlling Process Explained 

The controlling process is simply a set of steps a manager uses to determine whether 
organizational goals have been met. Let's explore each step of the process and apply 
examples to demonstrate its function for management. Let's use the example of TQM 
Auto Repair Shop to understand the controlling process. 
 

4 Establishing Standards to Measure Performance 

This involves making decisions about the goals an organization wants to focus on during a 
period of time. These can be financial, customer satisfaction, production or employee 
performance-related goals. 
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5 Measuring Actual Performance 

This involves creating measuring tools to collect data. The tool should be able to report 
on performance as it relates to the standards set, or 'measures,' developed in the first 
step of the controlling process. These tools can be a balance sheet, a sales report, data 
collected from a customer satisfaction survey or even an employee performance 
appraisal. 

6 Comparing Performance with the Standard 

This involves comparing 'actual' performance to performance standards based on data 
collected in the second step of the controlling process. Using the measuring tools created 
in the second step, managers are able to compare current performance and productivity 
to the standards set. A manager may want to compare sales performance from last year 
to this year by comparing the actual sales from the previous year to the sales of the 
current year. This comparison tells a manager whether the sales team is below, meeting 
or exceeding goals. These are called variances, or differences between what was 
expected and what actually occurred. 
 

7 Taking Corrective Action 

This involves determining whether changes need to be made, what changes need to be 
made and devising a plan for making changes. Managers will use comparisons to 
determine what needs to be investigated. If sales are lower than expected, managers will 
look at various things. 
Perhaps the salespeople are not making as many client calls as they did last year. In this 
case, corrective action may be taken against the employees for non-performance. A 
manager may look at the work itself. Maybe there are too many clients and not enough 
staff. In this case, a manager may have to hire more staff. The price of the product or 
service may be too high, and it may affect demand. In this case, a manager may have to 
look at ways to add value to a product or service or lower prices. 
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CHAPTER SIXTEEN 

CONTROLLING ORGANIZATIONAL PERFORMANCE 
 

1 Organizational Performance 

What is organizational performance? 
Performance is the end result of an activity. Managers are concerned with organizational 
performance--the accumulated end results of all the organization's work processes and 
activities. 

1.1 Productivity 

Productivity describes various measures of the efficiency of production. A productivity 
measure is expressed as the ratio of output to inputs used in a production process, i.e. 
output per unit of input. Productivity is a crucial factor in production performance of 
firms and nations. Increasing national productivity can raise living standards because 
more real income improves people's ability to purchase goods and services, enjoy leisure, 
improve housing and education and contribute to social and environmental programs. 
Productivity growth also helps businesses to be more profitable. There are many 
different definitions of productivity and the choice among them depends on the purpose 
of the productivity measurement and/or data availability. 

1.2 Quality 

In business, engineering, and manufacturing, quality has a pragmatic interpretation as 
the non-inferiority or superiority of something; it's also defined as being suitable for its 
intended purpose (fitness for purpose) while satisfying customer expectations. Quality is 
a perceptual, conditional, and somewhat subjective attribute and may be understood 
differently by different people. Consumers may focus on the specification quality of a 
product/service, or how it compares to competitors in the marketplace. Producers might 
measure the conformance quality, or degree to which the product/service was produced 
correctly. Support personnel may measure quality in the degree that a product 
is reliable, maintainable, or sustainable.  
 
Total quality management (TQM) is considered a very important factor for the long-term 
success of an organization. TQM implementation has been an important aspect for 
improving organisational efficiency. The links between TQM and performance have been 
investigated by numerous scholars. While examining the relationship between TQM and 
performance scholars have used different performance types such as financial, 
innovative, operational and quality performance. Recent research on total quality 
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management has examined the relationships between the Total quality management and 
organizational performance. TQM focuses on continuous process improvement within 
organizations to provide superior customer value and meet customer needs. TQM a 
popular guideline for organizational management is adopted for developing strategic info 
maps and info charts for an information organization. 
 
Total quality management (TQM) is a systematic quality improvement approach for firm-
wide management for the purpose of improving performance in terms of quality, 
productivity, customer satisfaction, and profitability. Since TQM practices have been 
embraced by many firms around the world for decades, they have earned the attention 
of many researchers from diverse areas. 
 
TQM is a management philosophy that is intended to empower every member of the 
organization. It is intended to promote continuous, sustained, and long term 
improvement in quality and productivity and to eliminate employees' fear of change. Its 
basic principle is that the cost of prevention is less than the cost of correction. Bellis-
Jones et. al.  suggests that TQM is not just another management fad; it is capable of 
delivering real competitive advantage. The TQM approach integrates the fundamental 
techniques and principles of quality function deployment, statistical control, and existing 
management tools in a structured manner. 

2 Total quality management and organizational performance 

Performance measurement is an integral part of all management processes and 
traditionally has involved management accountants through the use of budgetary control 
and the development of financial indicators such as return on investment. However, it 
has been claimed that conventional aggregate financial accounting indicators are 
inappropriate in TQM settings. Several authors have claimed that an important part of 
ensuring that TQM leads to sustained improvements in organizational profitability is that 
direct quantitative measures of manufacturing are used to assess the effectiveness of 
managers’ efforts to manage the development and implementation of TQM 
programmes. With the growing awareness that quality of final products and services is a 
strategic competitive variable, companies have recognized also that the concept of high 
quality must be applied to production processes to generate quality products and 
minimize costs. TQM has evolved as a philosophy that emphasizes the need to provide 
customers with highly valued products and to do so by improvements in efficiency by 
way of eliminating waste, reducing lead times at all stages of the production process, 
reducing costs, developing people, and improving continuously. 
 
While TQM provides a potential for organizations to enhance their competitiveness there 
is evidence that many organizations have been disappointed in the extent to which TQM 
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has been associated with sustained improvements in organizational profitability [35]. 
Performance management systems are a cornerstone of human resource (HR) 
management practices and are the basis for developing a systems approach to 
organization management. In theory, a performance management system links 
organizational and employee goals through a goal-setting process, and subsequently links 
employee goal achievements to a variety of HR management decisions through a 
performance measurement process. 
 
Shank and Govindarajan and others argued some time ago that quality practices had 
become so important that management accounting could no longer ignore TQM. 
Traditional accounting supports cost and production analysis, but not quality analysis. 
The thrust of the TQM philosophy is that quality and its management have to be built in 
from the beginning and that the accomplishment of quality standards and improvement 
is the responsibility of everyone. Waldman and Gopalakrishnan claim that quality is, in 
fact, largely a customer perception based on how well the product or service meets the 
customers’ needs and expectations. Poor quality occurs when these needs are not met. 
Satisfying the customer is an important aspect of the manufacturing process and this 
requires the customer’s input at all stages of manufacturing. 

http://pubs.sciepub.com/ajie/1/3/2/#Reference35







