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Preface

The Need for This Book

This book demonstrates to a student of business management, conceptually as well as practically, how to
manage people and work in an effective manner. It not only provides a sound conceptual foundation but
also describes the application of fundamental management skills in the organisational setting to enable the
evolution and growth of a professional manager. A sincere attempt has been made to develop a comprehensive
literature on management that is an optimum balance of theory and practice. This book includes descriptions
of experiences of people who actually manage other people, and presents the essence of the works of
eminent academicians in the field of management. A student can pick proven ideas from the bouquet of
thoughts and principles that have been put at work effectively and successfully in live projects. Regular
practice of these concepts can provide an understanding of the necessary professional skills required for
more complex projects, and large routine management effort, mandatory for effectively managing complex
business programmes.

Focus

The focus of the book is not just on ‘what it is’ but also ‘how to do it’. This focus has been deliberately created
to build-in a bias towards application for students who have to eventually become practising managers. It
helps a student understand how to plan, execute, communicate and control the execution of tasks, step-by-
step, and effectively, in the complex and demanding business scenario.

Organisation of the Text

The contents of the book have been divided into four distinct sections related to introduction to business,
overview of management, functions of management and applications of managerial concepts, to make it a
comprehensive book in the domain of management. Further, the content within each chapter is generally
presented in three subdivisions: the conceptual background, application perspective, and latest research in
that area. This presentation enables the student to draw whatever he/she requires for his/her purposes.

The fourth section of the book deals, in an in-depth manner, with the application of managerial concepts
to specific business situations. The key applications and managerial approaches like MBO, TQM, change
management, managing different forms of business organisations, creativity and innovation, technology
management, knowledge management and learning organisation and American, Japanese, Chinese and
Indian management practices have been dealt with in great detail in separate chapters.

Highlights of the Book
The key highlights of the book can be outlined as follows:

(a) This book is rich in latest empirical research drawn from internationally renowned journals like Harvard
Business Review, California Management Review, etc. Although it cites latest applied research, the
flow of the text is smooth, easy to read and comprehend.

(b) Most of the chapters end with an interesting case study, based on the Indian context, which can be
discussed within a single class session. This enables the teaching of all the concepts in that chapter



The McGraw-Hill companies

Viii  Preface

through the case method, or supporting of conceptual teaching with a case to make the discussion clear
to the student from an application point of view.

(c) The key areas of management like leadership, communication, motivation, power and authority, team
building, decision-making etc. have been dealt with great in-depth insight, so that they not only impart
knowledge, but also empower the students to become effective managers.

(d) Latest Indian and global examples have been provided in a good number to demonstrate to the students
how different concepts are being applied in the corporate sector, especially in the Indian context in
present times.

(e) The language of the book is very simple and its flow is student-friendly, which will help the students
during their preparation for the examinations.

This book will also serve as a desk reference for the practising manager, because it has an optimum blend
of theory as well as practice. We sincerely believe that the readers will find the information being presented
in this book useful.

Karminder Ghuman
K Aswathappa



The McGraw-Hill companies

Acknowledgements

This book delves into the extensive literature that has already been developed by eminent academicians,
practitioners and researchers. The authors acknowledge these people for their works and ideologies
incorporated in this volume. The material contained herein has been assimilated and modified to sensitise
management students to develop essential and fundamental managerial skills.

Dr. Ghuman in particular expresses his heartfelt gratitude to Ishmael Pigman, an experienced project
manager, for being a mentor and clarifying the managerial thought process. He is extremely thankful to
Ms. Bharvi Mahajan, for her valuable support, Dr. Monika Aggarwal for providing valuable inputs for the
development of some of the case studies included in this book, and Mr. Nirmal Singh for his valuable support
in typing the script.

The authors acknowledge, along with the publishers, the following reviewers for their invaluable
feedback without which this book would have not come out in its present shape:

Balijapalli Ravikanth, Sri Vasavi Engineering College, Tadepalligudem, Andhra Pradesh
Chackochan J Njavallil, Marian College, Kuttikkanam, Kerala
G. S. Venugopal, AMC Engineering College, Karnataka, Bangalore
Gayatri, PGP College of Engineering Technology, Namakkal, Tamil Nadu
J. Josephine Daisy, Mahendra Arts and Science College, Salem, Tamil Nadu
Kishore Chandra Padhy, Institute of Management and Information Science, Bhubaneswar, Orissa
Manmohan Rahul, Ansal Institute of Technology, Gurgaon, Haryana
Mrinalini Shah, Institute of Management Technology, Ghaziabad, Uttar Pradesh
Narender Singh, Venkateshwara Group of Institutions, Meerut, Uttar Pradesh
Nidhi Mathur, Institute of Management Technology, Ghaziabad, Uttar Pradesh
P K Anjani, Sona School of Management, Salem, Tamil Nadu
S F Chandra Sekhar, Siva Sivani Institute of Management, Secunderabad, Andhra Pradesh
Salil S, TKM Institute of Management, Kokam, Kerala
Sarbananda Sahoo, Asian School of Business Management, Bhubaneswar, Orissa
Sheela Bhargava, Institute of Information Technology and Technology, New Delhi
Smita Singh, Institute of Management Sciences, University of Lucknow, Lucknow, Uttar Pradesh
Sonia Singh, Amity Business School, Noida, Uttar Pradesh
Sumithra Sreenath, M. P. Birla Institute of Management, Bangalore, Karnataka
T. Thomas, Rai Business School, Hyderabad, Andhra Pradesh
Umesh Gupta, Vaish College of Engineering, Rohtak, Haryana
Vidya R, Sri Krishna College of Engineering and Technology, Coimbatore, Tamil Nadu
Vinod Kumar Yadav, Harcourt Butler Technological Institute, Kanpur, Uttar Pradesh
The authors also acknowledge the team at Tata McGraw Hill, namely Vibha Mahajan, Tapas K Maji,
Hemant K Jha, Shalini Negi, Anubha Srivastava, Sneha Kumari, Manohar Lal, Atul Gupta and Bhaskar
Bokolia for their support and cooperation during the publication process.

Karminder Ghuman
K Aswathappa



The McGraw-Hill companies

Visual

s LEARNING OBJECTIVES 5,

After studying this chapter, you should be able to:

= understand what is business

= understand the purpose and characteristics of a business organisation

= understand what makes a business organisation excellent

= understand the characteristics, advantages and disadvantages of different forms of business organisation

= understand the process of formation and winding up of a company

k. understand the most important factors to be considered while choosing a particular form of ownership )

N\

Learning Objectives
Each chapter begins with learning

objectives which outline what that
chapter aims at achieving and what the
student should know on its completion.

SGIJIMME Contents of Partnership Deed

A Partnership deed generally includes the following elements.

e Name of the partnership firm.

* Names of the partners, extent of the contribution of each partner in the partnership firm and the proportion in which
profits and losses are to be divided among the partners.

e Permanent address of the partnership.

Duration of the partnership.

Nature of the business to be carried out by the partnership firm and its aims and objectives.

¢ Rights, powers and duties of different partners.

e Names of the person(s) who have the authority to manage the partnership firm and have the authority to sign
cheques.

It should ideally include the procedure for the dissolution of the Partnership firm and an arbitration clause in case
of any dispute or disagreement among the partners.

A

Exhibits
Exhibits have been provided within

the chapters which provide additional
information on the topics discussed in
the chapter.
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Top management
President
Vice-presidents

Middle management
Plant managers,
Division managers,
Department managers

Frontline management
Foremen, supervisors,
office managers, team-leaders

Figure 5.1 Managerial Hierarchy

Figures and Tables

The figures illustrate the concepts

discussed in the chapter, while the

V

tables give out details pertaining to
these concepts.

B[] Table5.1

Interpersonal Roles of a Manager

Nature of Role Description of Actions Examples of Corresponding Roles

Figurehead Symbolic leader of the organisation, Per- | Attending ceremonies, hosting events, repre-
forms duties of social and legal character | senting the organisation at public forums

Leader Motivating subordinates, Influencing their | Subordinates have to be led for a motivated
attitude and behaviour performance most of the time.

Liaison Establishing a network of contacts within | Attending events and meetings, taking care of
and outside the organisation business correspondence, etc.




The McGraw-Hill companies

Visual

Points to Remember

(a) Management refers both to the person(s) who perform the act(s) of management as well as the process
that involves planning, organising, resourcing, leading, directing and controlling different activities for
the accomplishment of desired goals.

(b) Management is the art of getting things done through people. It the process of designing and maintain-
ing an environment in which individuals, working together in groups, efficiently accomplish selected
aims.

(c) The connotations associated with management are: It is a goal-oriented and an integrative process, an
intangible factor of production, a system of authority, a discipline, a profession and a dynamic func-
tion.

(d) Management is both science and art.

Points to Remember
Each chapter ends with points to
remember. This enables the student to
make a quick recap of the important
points covered within the chapter.

Review/Discussion Questions

Define management.

What is the nature of management?

Whether management is science or art?

Can the fundamentals of management be applied universally?

ok wh =

What are the functions of management?

/\

Review/Discussion Questions
These questions given at the end of the
chapter encourage students to think
about and discuss the concepts given in
that chapter.
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Field Exercises/Class Exercises/Group Projects

1.

Students can spend one day with a manager in an observation mode and try to figure out the routine and
practices adopted, role performed and the skill employed by him/her, throughout the day. These observations
can then form part of a class discussion facilitated by the faculty to bring forth the nature of managerial effort
undertaken by a manager in his/her day-to-day life.

Students can identify an activity the performance of which encompasses implementation of all the functions
of management. Students should submit a written assignment reflecting the application of different functions

of management while executing that activity.

N

Field Exercises/Class Exercises/

Group Projects
These exercises help a student to
understand and develop the necessary
professional skills required to effectively
manage complex business programmes.
They will be able to learn to plan, execute,
communicate and control the execution
of tasks, step-by-step, and effectively,
in the complex and demanding business
scenario.

On the Internet

1.

Visit http://elt.heinle.com/cgi-telt/course products wp.pl?fid=M691&product isbn_issn=0759398569&
chapter number=11&resource id=8&module id=25227 to learn what makes a good manager?

Log on at http://www.umass.edu/humres/library/Super.htm to learn about supervisory leadership develop-

ment

N\

On the Internet

This feature lists out addresses of some
websites which are useful for students
for gaining further knowledge—both
broader and in-depth.
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Case Study

structure of these entities.

which were shared by all shareholders.

Evolution of Indian Business Organisations in the 20th Century

Indian business organisations have gone through different phases in the nineteenth and twentieth centuries. These
phases can be broadly classified into the following phases on the basis of the nature of ownership-management

Phase I: Managing Agency Structure Prior to 1969

In India the multi-company entities have existed since the 19™ century. Earlier they used to be in the form of Eu-
ropean-controlled managing agency houses and then as the Indian business group. The business groups attempted
to secure their controls through cross-holdings. These business groups used to bring to the table the reputation of
family name as an asset. Such reputational assets reduced contracting costs and improved efficiency, the results of

N\

Case Studies
Interesting case studies, set in the Indian
context, are provided at the end of the
chapters. These enable a student to

understand the concept taught in the
chapter from an application point of view.

4-V model of ethical leadership, 406

ABC analysis, 496

American management practices, 618-619
limitations, 619

Articles of association, 25

Index

Capital expenditure budget, 492

Cash budget, 492

Centralisation, 275

Change management, 571-572
constituents, 573

Index

An index at the end of the book will aid
the readers in locating the topics in the

right context in an accurate manner.
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Chapter

Business and Forms of Business
Ownership

To open a shop is easy, to keep it open is an art.
— Chinese proverb

7 LEARNING OBJECTIVES ~

After studying this chapter, you should be able to:

m understand what is business

m understand the purpose and characteristics of a business organisation

m understand what makes a business organisation excellent

= understand the characteristics, advantages and disadvantages of different forms of business organisation

m understand the process of formation and winding up of a company

m understand the most important factors to be considered while choosing a particular form of ownership

\ 9

INTRODUCTION

With the strengthening of capitalism and unleashing of the forces of liberalisation, privatisation and
globalisation, business has emerged as a dominant global force. It is not only shaping the economic
topography of the world but also the socio-cultural and other facets of human existence.
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Large multinational organisations, whose turnover is more than the combined GDP of many small
countries, have emerged as agents of flow of capital, transfer of technology and migration of managerial
practices. This development has transformed the world into a global village, resulting in the integration
of economies and the spreading of varied cultures, languages, values, ethics, etc. among countries. The
world of business has become a lot more than the mere economic entity that it used to be once.

Business has been defined variously by management experts. Following are some definitions of busi-
ness. Business involves human activities directed towards providing or acquiring wealth through buying
and selling of goods (L.H. Haney!, 1913). It is also defined as an activity in which different persons
exchange something of value, whether goods or services, for mutual gain or profit (Peterson and Plow-
man?, 1948).

Business also refers to an institution organised and operated to provide goods and services to society
for the incentive of private gain (Wheeler?, 1962). In common parlance, all the activities which are un-
dertaken for earning profit are referred to as business.

To sum up, business is an economic activity or a system in which there is an exchange, a sale or
a transfer of goods or services on the basis of their perceived worth either for the purpose of making
profit in monetary terms or for creation of wealth. Business organisations are the economic entities that
employ resources with a motive to earn profit for their shareholders as a return on the capital invested
by them.

SCOPE OF BUSINESS

The business ecosystem comprises the following essential constituents:

¢ Investment: Every business requires some form of investment that is provided by the investor(s)
with the intent of making a profit from it.

e Operations: Business needs to establish effective and efficient operations that could be utilised to
produce and distribute products or services, which can fulfil the needs of the customers.

e Customers: Business requires a sufficient number of customers to whom its output can be sold at
profit on a consistent basis.

e Customercare: Business needs to establish an appropriate network for customercare and after-
sales service to serve various needs of its existing customers.

Activities Excluded from Business

(1) Social Service Activities: There are certain organisations which are established with the sole
objective of rendering social service to society. Making profit is not the key goal of such organisa-
tions. For example, NGOs, charitable organisations, voluntary organisations like clubs, govern-
ment agencies, etc. exist purely to render some social service to society. These are very different
from the profit-seeking business organisations and therefore are excluded from the domain of
business.

The above explanation does not imply that the social service organisations do not generate profit
or should not attempt to create surplus on account of the services they render. It only means that
profit is not their primary motive and the surplus they generate is retained to be reinvested again.
The surplus is not handed over to the shareholders or founders as dividend.
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(2) Personal Consumption Activities: Different activities, which are concerned with the produc-
tion or purchase of goods and services for personal consumption, fall outside the scope of busi-
ness. For instance, a shoemaker making a pair of shoes for personal use or a nurse nursing her own
child are not performing business activities because these do not involve an exchange, a sale or a
transfer of value or utility for a consideration.

(3) Religious and Spiritual Activities: Religious activities, not aimed at earning profit, are ex-
cluded from the domain of business.

(4) Illegal Activities: Certain illegal activities, though economic in nature, cannot be termed as
business. Smuggling is one such activity. It involves an organisation and includes production and
exchange of goods and services for earning money. But, smuggling is nowhere legally recognised
as a business. The definition of a legal and an illegal activity may vary from one country to an-
other. For example, consumption of liquor, gambling, etc. are legal in some countries and illegal
in others.

PURPOSE OF BUSINESS

All business organisations have one underlying purpose—that is to generate profit as a return on invest-
ment in a socially acceptable manner. Motivation to earn profit per se is absent in non-business organi-
sations. Therefore, ‘profit motive’ has become an established common denominator to define business
organisations and a suo-motu factor of distinction between what constitutes business and what not.

Although ‘profit’ has ceased be a dirty word, majority of management experts prefer to substitute
profit with a more holistic term, that is, ‘generation of surplus’ as purpose of the business.

But, Peter F. Drucker* (1954), renowned management guru, defined that the purpose of business is
to create and keep customers. It is based on the presumption that if there are no customers, it actually
means no business. Drucker’s approach is based on the philosophy that once a business creates a cus-
tomer, profit is likely to follow. So, he emphasised that business should focus on customers which would
ultimately lead to profit. However, if in the sole pursuit of profit, the interest of the customer is ignored
or harmed, it may prove counter-productive for the concerned business.

The goal of business in an open market system like the United States is to make money... however,
making money is not and should not be the only driving force in your business, but it must be addressed
each time you make a decision concerning its income and expense.’

There exists a great difference in the manner in which the purpose of business is defined in different
parts of the world. According to Balasubramaniam® (2000), in the Anglo-Saxon capitalist world, the
company belongs to its owners, the equity shareholders. However, in Japan and Germany, other groups
also figure among the stakeholders of the company. In Japan, the company and its employees are treated
like a family, with the shareholders often treated as their poor relations. This Japanese business trait is
based on the philosophy that an employee who devotes his or her life to a business has, morally, a bigger
stake in it than a shareholder. The two-tier board system or the eco-determination model in Germany
brings together management and labour on the same platform and ensures the involvement of employ-
ees in the governance structure of a corporation.

GE’s long-time CEQO, Ralph Corinder, preferred to call its top management a ‘Trustee’ responsible
for managing the enterprise ‘in the best balanced interest of shareholders, customers, employees,
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suppliers and plant community cities.” Similarly, the five-year vision of Wipro Corporation, the leading
IT company of India in terms of capitalisation, puts its people first. Another IT giant of India, Infosys
Technologies, also thrives on its objective of making thousands of its employees millionaires through
the company’s stock sharing programmes while retaining a top slot in the capital market and attracting
international investors.

CHARACTERISTICS OF BUSINESS

The different characteristics of business are outlined as follows:

1. Economic Activity: Business is an economic activity as it is concerned with creation of wealth
through the satisfaction of human wants by exchanging goods and services for a consideration
to earn a profit as a return on the investment. Business involves significant human element in the
performance of those economic activities which it represents. And, this human element has a con-
siderable impact on the overall output of the employees as well as their organisation.

2. System: Business is a systematic arrangement of various elements (man, machine, material and
money) that, as per an advance plan, transforms inputs into output as a solution for its customers
for the attainment of certain goals and objectives.

A business entity acts as an open system with well-defined boundaries that is engulfed by various
facets of business environment. This system acts and reacts to the various changes in the envi-
ronment surrounding it. Simultaneously, it also impacts or influences the environment in which
it exists. For example, media companies not only report what is happening in different parts of
the world but also exert an indirect influence on the value system and the thought process of the
society to which they belong.

Any business usually needs an organisation for its smooth running and successful working to
achieve its objectives. This organisation may be as small as a sole entrepreneur or as big as a trans-
national corporation present all over the globe with thousands of employees.

3. Profit Motive: The motive of business is to earn profit or generate surplus. This motive provides
an incentive for the investor to undertake a risk and invest in a business entity.

4. Risks and Uncertainty: Return on the investments made in a business depends on its perfor-
mance in the future, and the future is uncertain. Therefore, business involves risk because of the
uncertainty associated with the return on investment. Though this risk cannot be eliminated com-
pletely, efforts are made to manage it. All the planning, decision-making and implementation in
a business is strongly influenced by the risk-return trade off. The element of risk keeps the whole
business organisation vigilant to formulate and implement such strategies and policies that would
minimise or eliminate a potential risk.

5. Creation of Utility: Business exists to satisfy some human needs. It creates something as a solu-
tion to a certain need of the potential customer. This solution should be perceived to be having
some utility or value by the target customers. Creation of a utility should ideally lead to a win-
win situation for the customers, society, the business organisation and its stakeholders. Business
organisations provide either one or all of the following activities—sale, purchase, production,
service or exchange of goods and services—to meet the demand of potential customers for some
consideration.
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To survive in the market, a business organisation needs to conduct dealings and transactions on a
regular basis. In the accounting transactions, it is reflected as an ongoing concern, which assumes that
the business organisation will continue to be in existence for times to come. The present-day busi-
ness organisations not only satisfy the needs of the customers but also make an attempt to contribute
to the overall welfare of society directly or indirectly. That is why, the concept of Corporate Social
Responsibility (CSR) is gaining importance in the present-day hyper competitive business scenario.
6. Commerce: Commerce includes those business units and institutions that perform activities or
functions related to transfer, buying and selling of finished goods and commodities, from their
place of production to customers or ultimate consumers. It includes both trade and aids to trade.
(a) Trade: Trade refers to the whole process of transferring or distributing the goods produced
by different persons or industries to their customers or ultimate consumers. The system or
channel, which helps in the exchange of goods, is called trade.
(b) Aids to Trade: Aids to trade refers to all those activities which are helpful in trade. It in-
cludes services like banking, transportation, insurance, warchousing, agents, advertising,
communication, etc.

CHARACTERISTICS OF AN EXCELLENT BUSINESS ORGANISATION

Different management luminaries have identified different traits that make up an excellent business
organisation. Some of these traits have been highlighted here.

(a) According to Tom Peters’, excellence is a cultural factor. In his landmark book In Search of
Excellence, he claims that excellent companies are those, which are “brilliant on basics”. He
outlines the following eight attributes of an ‘excellent’ company in his classic work.

1. Abias for action (taking the initiative)

. Close to the customer for learning their needs

. Promote autonomy and entrepreneurship

Strive for productivity through people

. Hands-on, value-driven leadership

Stay close to the business activity that they know the best

Simple organisation structure and form, lean staff
8. Central core values combined with decentralised organisation

(b) Foster® (2001) has identified the following characteristics of an excellent business organisation.

(a) Remain in touch with customers: This can be achieved by a business organisation through
its own departments like R&D and marketing, or by employing the services of research and
consultancy organisations like AC Nielsen.

(b) Remain in touch with what is happening at the periphery of their industry: This can be
done by closely examining the small but dynamic and experimenting companies in an indus-
try. This is important because most industries today are made up of companies which were
at the periphery 10 years ago. Successful companies like Cisco and Amgen are known for
utilising this characteristic to great benefit.
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(c) Narayanamurthy® (2000), the founder CMD of Infosys, identified the following characteristics
that generally hold true for majority of well-managed companies across the globe.

e The ability of a corporation to sell its products and services and earn a market rate of return
on capital is a good indicator of its efficiency and effectiveness in the marketplace.

e The sole interest of the owners (shareholders) lies in optimising the return on their investment.

e [f the company’s performance, or lack of it, can be traced to an under-performing manage-
ment, the preferred alternative requires the owners to make way for an alternate management
and ownership.

e An organisation can achieve its vision if it is paranoid about the future. This makes it respect
and learn from its competitors. It encourages the organisation to show speed, imagination
and excellence in execution.

e Harnessing the power of youth as the future is about youth, energy and enthusiasm.
e To attract and retain high-quality professionals, the organisation must protect and enhance
the respect for professionals by taking the following actions.
(a) There must be merit, fairness and transparency in all decisions affecting the profes-
sionals.

(b) Being transaction-based, the organisation should start every transaction on zero base
so that there are no biases and groupism in its management.

(c) The business family must not play any non-merit-based role in the operations of the
company.

The success is not permanent. What is right today might not be right tomorrow. Therefore, business
organisations need to regularly scan the environment and inculcate the necessary success factors in
their functioning. In the highly transient business environment, nothing should be treated as sacrosanct.
Organisations need to continuously evolve by following the principle of ‘Learn-Unlearn-Relearn’.

Thus, we can conclude that business has emerged as a multifaceted entity. It needs to be studied and
analysed in all its facets and not merely as an economic activity. Proper management of a business entity
may not be possible without an in-depth understanding of its different constituents. Therefore, the man-
ner in which the world will perceive the nature, scope and purpose of business will have a significant
impact not only on the world of business but also on the nature of existence of mankind.

FORMS OF BUSINESS OWNERSHIP

Business organisations are of varied types. Their classification can be based on parameters like number
of promoters, extent of contribution of capital, nature of management and control, level of associated
risk and liability, division of profits, legality with respect to its existence as an entity, etc. Each form
of business organisation has its own advantages and disadvantages, different levels of associated risk,
formation requirements, tax implications, etc.

On the basis of nature of ownership, business organisations are broadly classified into the following
categories.

1. Sole Proprietorship

2. Joint Hindu Family Business



The McGraw-Hill companies

Business and Forms of Business Ownership 9

3. Partnership
4. Joint Stock Company
5. Cooperative Society
6. Government undertakings
Forms of
business
ownership
Sole Joint Hindu . Joint stock Cooperative Government
. . . . Partnership . .
proprietorship family business company society undertakings

Figure 1.1 Forms of Business Ownership

Sole Proprietorship

Sole proprietorship is one of the oldest and simplest forms of business organisation that is owned and
controlled by a single individual. The individual makes his/her own investment in the business with
an objective of generating profit and takes the risk of bearing all the losses, arising from unlimited
liability.

According to J.L. Hanson!? (1977), sole proprietorship is a type of business unit where one person
is solely responsible for providing the capital, for bearing the risk of the enterprise and for the manage-
ment of the business.

Characteristics of Sole Proprietorship

1. Nature of Entity: A sole proprietorship cannot be viewed as a separate legal entity. In other
words, the law does not treat a sole proprietorship as an entity that is distinct from its owner. Both
the sole proprietorship and its promoters are treated as one in the eyes of law for all the implica-
tions. Hence, there is no perpetual continuity of this form of business entity as it gets dissolved
with the death of the entrepreneur.

2. Nature of Ownership and Management: Sole proprietorship is usually owned, managed, con-
trolled and financed by a single owner. The single owner invests the entire capital which may be
borrowed. Being the sole organiser of business, the entrepreneur leads his/her organisation from
the front and solely bears the risk of failure. The sole proprietor looks after almost every activity of
his/her enterprise and takes all business-related decisions. The owner may employ other persons,
but the success or failure of business generally depends on his/her decision-making ability and
intelligence. Therefore, the scope of sole proprietorship is normally very limited.

3. Formalities and Regulations: 1t is very easy to establish or wind up a sole proprietorship entity.
There are almost no legal requirements with respect to its incorporation and winding up. There are
also minimum formalities and regulations with respect to its management and record keeping as the
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law does not treat such a business organisation distinct from its owner. Even the auditing of finan-
cial statements is not necessary, but the balance sheet could be useful for seeking a bank loan.

4. Nature of Liability: The liability of the owner of a sole proprietorship is unlimited. This means

the entrepreneur is personally liable for all the debts, liabilities and obligations of the business
entity. The personal property of the owner could also be attached if the business assets are insuf-
ficient to pay off the liabilities of the sole proprietorship entity.

5. Profit and Taxation: All the profit and loss of the sole proprietorship belongs to the owner only.

The sole proprietor is taxed individually and his/her business is not taxed separately. Therefore,
the owner is responsible for paying income tax, in his personal capacity, on the income earned
from the sole proprietorship entity.

Advantages of Sole Proprietorship

1.

There is a great deal of ease in establishing a sole proprietorship business as it does not involve
any legal formality. There is no need to register the name of the organisation to start a business as
a sole proprietor. Such a business can also be terminated without any formality at the sweet will of
the owner. The ownership can also be easily transferred without much legal formality.

. There is a direct and complete control of the entrepreneur over the business; therefore, it is devoid

of complications arising due to ownership claims and clash of interests. The decision-making is
quite fast because almost all the decisions are taken by the sole owner himself/herself. Manage-
ment is also inexpensive as most of the managerial functions are personally discharged by the
entrepreneur.

. There is a flexibility in operations and the execution is also relatively fast. A sole proprietorship can

easily adapt to the changes in the business environment as compared to other business organisations.
It happens because a change can be introduced in this form of business quite fast with little effort.
All the earned profit goes to the owner directly. The auditing of financial statements is not neces-
sary. However, the auditing is desirable if the organisation intends to seek a loan from a bank or a
financial institution.

. The ownership generally passes from one generation to the other, so there is benefit of parental

goodwill.

Disadvantages of Sole Proprietorship

1. There is limitation with respect to the availability of financial resources to expand the business.

The owner may have limited managerial skills and experience to manage the business effectively.
Wrong decisions made in haste or otherwise by the owner can harm the business. The owner may
find it difficult to attract the skilled staff due to limited resources and low salaries.

. The owner has unlimited liability and his/her personal assets may be sold off to pay for the debts

and liabilities of the business.

Competition is usually strong because of existence of a large number of sole proprietors in the
same business in a particular geographical region.

The entire business revolves around the proprietor and his or her death may lead to dissolution of
the business organisation.
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Joint Hindu Family Business

This form of business organisation is prevalent only in India, mainly in Hindu families. In a joint Hindu
Family Business the head of the family, called ‘Karta’, takes care of the business and other members of
the family, who may also be involved in the business, are called the members of the Hindu Undivided
Family (HUF).

In case of the death of the ‘Karta’, the next elder or senior member of the family becomes the Karta.
Membership to this form of business organisation can be acquired only by birth in an HUF or by mar-
rying the male member of an HUF.

Partnership

As you know, a sole proprietorship business depends upon the skill and resources of a single person. A
single owner may not be able to manage a large business endeavour efficiently and effectively. So, to
overcome this limitation there might be a need for few individuals to pool their resources to own and
manage a business jointly. This form of business organisation where two or more individuals come to-
gether to undertake a business activity is termed as partnership.

In a partnership, two or more than two people (not more than twenty) enter into a legal relationship
and voluntarily combine their capital to run a lawful business with a profit motive by oral or written
agreement. They share the profits and losses of the business in mutually agreed proportions as decided
and written in the partnership deed with unlimited liability.

Partnership can be defined as an association between two or more persons who agree to carry on a
business in common with a view to private gain (L.H Haney'!, 1913). Small- and medium-sized busi-
ness activities are performed by Partnership organisations.

The Partnership Act, 1932, defines Partnership as a relationship between persons who have agreed to
share profit of a business carried on by all or any of them acting for all.

Reasons to form Partnership

e Two or more individuals may want to combine their financial resources, competencies, personal
qualities and capabilities in order to set up a business and thus increase the operational efficiency
as well as share the risk.

e The sole proprietor of a business may want to increase the capital of the business for future expan-
sion. He/she may invite other individuals to join him/her as investor(s) by providing investment.

e A relative or an employee can be integrated in a business as a partner in order to enhance his/her
interest in the business.

e Smaller organisations might decide to come together as a single business to compete with large
competitors or to ward off harmful competition.

e To retain a skilled employee, the owner may make him/her a partner by giving the employee a
stake in the business.

e In a partnership organisation, the sharing of risk, burden and responsibility among the partners
eases their stress and workload.
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Characteristics of Partnership The following points describe the main characteristics of part-
nership.

1.

Each partner contributes to the capital of the business, but not necessarily in the form of money.
There is also a restriction on the transfer of interest or share by a partner without the consent of
other partners. The partnership is dissolved if one partner dies, retires or is declared insolvent.

The business may be carried on by all persons or by one or more persons on behalf of all partners/
as agreed to by the partners. One or more partners, as decided among all partners signs on behalf
of the partnership in the capacity of an agent.

Partnership is not a distinct legal entity, separate from its partners in the eyes of law. Legally, it
stays with the partners and doesn’t pay income tax. The taxes are paid by the partners on the basis
of income earned from the partnership in their personal capacities. The liability of partners is also
unlimited and all partners are jointly responsible for all the debts of the business.

4. A partnership requires an utmost good faith among the partners.

Profits are divided among the partners as mutually agreed upon and mentioned in their agreement.

6. The auditing of financial statements is not necessary. It is not mandatory to form a balance sheet

although it is advisable to do so for financial clarity and for raising a loan.

A partnership can be formed by a written or verbal agreement, but it is wise to have a written Part-
nership agreement or deed. In case the ownership is not equally divided among the partners, it is
necessary to have a written agreement among the partners in order to establish the Partnership.

S GIJINME Contents of Partnership Deed

A Partnership deed generally includes the following elements.

Name of the partnership firm.

Names of the partners, extent of the contribution of each partner in the partnership firm and the proportion in which
profits and losses are to be divided among the partners.

Permanent address of the partnership.

Duration of the partnership.

Nature of the business to be carried out by the partnership firm and its aims and objectives.

Rights, powers and duties of different partners.

Names of the person(s) who have the authority to manage the partnership firm and have the authority to sign
cheques.

It should ideally include the procedure for the dissolution of the Partnership firm and an arbitration clause in case
of any dispute or disagreement among the partners.

Advantages of Partnership Partnership offers the following benefits to its promoters:

1.

2.

It can provide more financial and human resources than the sole proprietorship because of the
pooling of managerial/financial resources of different partners.

It is easy to form with very little formality and documentation. Apart from the legal requirement
of formulating a partnership deed, there are no complicated formalities. Even the termination of
the business is also relatively simple.
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3. The partners can introduce the changes they wish to suit the changed environment without much
difficulty.

4. There can be a strong personal interest in the partnership.

5. A partnership firm can take advantage of different skills and competencies of different partners.
Not only the workload and responsibility can be distributed among the partners according to their
capabilities, but there is also a sharing of risk by the members.

Disadvantages of Partnership The following disadvantages are associated with partnership:

1. There is a lack of stability in a partnership as it has to be dissolved when a partner dies, retires or
is declared insolvent, or when a new partner enters the business.

2. There may be a delay in decision-making because of a difference of opinion among the partners
on various business issues. Conflicts and frictions may also arise among the partners because of
their divergent opinions on how to manage the business.

3. There are chances of fraud because there is no requirement for the auditing of financial state-
ments.

4. There is restriction on the transfer of interest by a partner without the consent of other partners.

Joint Stock Company

In the modern-day globalised environment, the scale required for a business to be profitable has in-
creased significantly. Consequently, the requirement of finance and manpower for business has gone up
considerably. In this context, it may not be possible for the sole proprietorship and partnership forms of
business organisations to undertake large business activities requiring significant capital investment and
managerial competency. They are also not in position to take the risks associated with managing large
businesses.

In order to overcome these problems faced by the Sole Proprictorship and Partnership entities, a
new form of business organisation, the Joint Stop Company came into being. It may also be called the
Company form of business organisation. It evolved as a voluntary association of persons who contribute
their capital as members or shareholders of the company. A Joint Stock Company can raise huge capital
with limited liability.

Joint stock company was first started in Italy in thirteenth century. In India the first Companies Act,
passed in 1850, paved the way for the formation of joint stock companies. However, the principle of
limited liability was Introduced in 1857. A comprehensive Companies Act was passed after the indepen-
dence in 1956. All undertakings incorporated and registered as per this Act are termed as ‘companies’.

The Companies Act, 1956 defines a company as an artificial person created by law, having a separate
legal entity, with perpetual succession and common seal. This means that the company and its investors
are two distinct entities and different from each other. The distinct legal citizenship of the joint stock
company has been aptly described by Chief Justice Marshall!? as: ‘A corporation is an artificial being,
invisible, intangible and existing only in contemplation of the law. Being a mere creation of law, it pos-
sesses only the properties which the charter of its creation centres upon it either expressly or as inciden-
tal to its very existence.’
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A joint stock company is a voluntary association of persons created under the law for the purpose of
some business for profit with common capital, divisible into transferable share, with a common seal.
The life and existence of the company is not dependent on the life of its members. It is created by the
process of law and can be put to an end only by a process duly established by the law.

Origin of Joint Stock Company The origin of the joint stock company can be traced to Italian
maritime states where there was the tradition of dividing ownership over tangible things into ‘shares.’
Funding the construction and operation of ships was one such activity that was undertaken by dividing
the entire capital investment and expenditure into a certain number of shares (24 and 64 were common
divisions). However, the shareholders had control only over the captain and crew of the ship. Some
characteristics of the Italian business entities were later on emulated by the Dutch and East India Com-
panies. Owning ‘shares’ in these joint stock companies constituted ownership.

The share system was also used in the mining industry of Sweden in northern Europe in the 13th
century. In this system, a mine was divided into 8 shares. In the 15th century, a wide variety of mines
were divided into ownership shares in Germany and Italy in eastern Europe. These ship and mine shares
were issued in small numbers (usually between 24 and 640) and were not typically traded on exchanges
or even at fairs. Thus, initially, the non-liquidity of shares was a rule. The number of employees was also
small, usually not more than a few dozen.

It was not until the Dutch East India Company, founded out of a merger of smaller colonial compa-
nies in 1602, that the company shares existed in large volumes requiring their trading on exchanges.
Before taking up share trading, the exchanges used to deal in state and municipal bonds and commodi-
ties. Many early English expeditions of discovery and privateering, such as Drake’s circumnavigation of
the globe, and many naval expeditions during the war of the Spanish Armada, were financed by setting
up temporary joint stock corporations.

Characteristics of Joint Stock Company The following are the main characteristics of a
joint stock company in the Indian context.

1. Registration: No single individual or a group can form a joint stock company, also called com-
pany, on their own. A joint stock compamy is formed only when it is registered and duly incorpo-
rated after completing all the legal formalities according to the Indian Companies Act, 1956. It is
obligatory for a joint stock company to file its annual report with the Registrar of Companies at
the end of every year for inspection by the office of the Registrar.

2. Artificial Person: A company is a person created by law, but without body and soul, that is why
it is called an ‘Artificial Persons’. The birth of a company takes place as per the provisions of
the Indian Companies Act 1956. Similarly, the death of the company is also regulated by law.
It performs certain functions during its lifespan in the corporate world. Since it does not behave
like a normal person, that is, physical human attributes are missing, therefore, it is called an
artificial person or body. Thus, a company cannot marry, take oath, be sent to jail and practice as a
professional. However, it pays taxes on corporate profits it earns through its operations separately
from its investors.

The entity of a company is quite distinct from the members who compose it. All the shareholders
do not manage the company themselves but they leave the management into the hands of their
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representative Board of Directors and professional managers. The promoters should only provide
direction and look after the entrepreneurial side of the business.

. Separate Legal Entity: The investors of a joint stock company and the company itself are two dif-

ferent legal entities. The company can sue others over any issue in a court of law in its own name.
Similarly, the company can be sued by others, but in this case the shareholders or the investors
cannot be held liable for the acts of the company. The investors are not the owners of the property
of the company; they receive dividends as a return on their investment. A joint stock company is
capable of purchasing, owning, enjoying and disposing of property and can run the lawful busi-
ness without interference of its shareholders.

The principle of separate entity is regarded as a curtain, a veil or a shield between the company
and its members, thus protecting the members from the full liability of the company. However, this
provision of separate legal entity can be withdrawn under special circumstances through a process
termed as ‘Lifting of Corporate Veil’. In such a situation, the shareholders lose the right conferred
by the limited liability clause and can be held accountable individually by removing the distinction
between them and the company. This provision is based on the assumption that an artificial person
that is the company, is not capable of doing anything illegal or fraudulent, and the notion of cor-
porate personality might have to be abandoned to identify the persons who are really guilty.

The corporate veil can be lifted under following conditions or circumstances if the members/direc-
tors defraud the company by their personal acts to hold them personally liable.

a. Under Statutory Provisions
e Publication of mis-statement in the prospectus (Section 62).

e [f the company works for the period of more than six months with members less than
statutory limit all will be liable for the payments to be made which are contracted for
during that period (Section 45).

o [f the directors are unable to refund the application money within 130 days the direc-
tors will be jointly or severally liable with interest [Section 65 (5)].

e Separate identity is not considered in case of laying down the accounts of group
companies.

¢ To investigate the affairs of the subsidiary or the holding company.

e [fthe evidence of oppression and mismanagement is found during investigating affairs
of the company (Section 239).

e Non-disclosure of company’s name on legal documents like: bill of exchange. A person
is personally liable if he signs the document where the company name is not clearly
mentioned.

e When a company is a mere sham and the device of incorporation is used for illegal or
improper use to do a fraud or for evading contractual and statutory obligations, or to
evade tax.

e Where the sole purpose of the new company is to use it as a device to reduce the
amount to be paid by way of bonus.
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e [f at the time of winding up of the company, it appears that the intention of the com-
pany was to defraud creditors.

b. Under Judicial Interpretations The corporate veil can be lifted on account of the follow-
ing judicial interpretations
e Protection of revenue to avoid tax evasion.
e Prevention of fraud and improper conduct.

e Determination of enemy character of the company.

4. Common Seal: A company is capable of acting in its own name. However, being an artificial
person, it cannot sign a document by itself. Therefore, the common seal of the company acts as
a substitute for its signature. The name of the company is engraved on its common seal. All the
contracts entered into by the agents of the company must be concluded under its common seal.
The responsibility and the authority of a company, which is an artificial body, lies with its officials,
which is given to them at the time of their selection. When they use the common seal in their ca-
pacity as company officials, they become responsible for their acts.

5. Capital: The capital of a joint stock company, called share capital, is formed by the individual
contributions of its members who come together on a voluntary basis. The capital is divided into
small parts known as ‘share or stock” which are easily transferable. Every person who takes up
the share of a company is called a shareholder and is part-owner of the company. The shares of a
public limited company are freely transferable and can be sold or purchased in the share market. A
joint stock company can raise large amounts of capital by issuing shares of small denominations
to perform business operations on a large scale, which entails huge risk.

6. Limited Liability: The sharcholders or the investors of a joint stock company are liable only to
pay for a sum that is equivalent to their investment in the company. The personal property of the
shareholders cannot be attached to repay the debt of the company in which they have invested
capital. This is a prominent distinctive feature of a Joint Stock Company in comparison to other
forms of business organisation.

7. Perpetual Succession: In a Joint Stock Company, members may come and go, but the company
continues its operations unless it is formally wound up through a procedure laid out by law. This
is a distinct characteristic of the company. It implies that its existence is not dependent on the fate
of its members or investors. Its operations are also not affected on account of the transfer of its
shares by one investor to the other. After the death of a shareholder, his/her shares are transferred
to their legal heirs. This characteristic gives life and stability to the company for a time period till
it fulfils the requirement of the law of the land or it is winded up legally as per the provision of the
law.

8. Independent Directors: To ensure the empowerment and effectiveness of the board of direc-
tors of a Joint Stock Company, the government has brought in amendments in the Companies
Act, 1956. Following the amendments, it has become mandatory for the companies to institute
independent directors with lot of authority and corresponding accountability. Independent Non-
executive directors are outsiders who with their unbiased judgment and logic can bring in fresh
ideas for the progress of business. They also, act as a watchdog to safeguard the interests of
stakeholders (shareholders, suppliers and customers) from an overzealous management. The trend
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towards bringing in independent non-executive directors started emerging in the mid-1980s. Thus,

Non-executive Directors help to strike a balance between wealth creation for the owners and the

interests of others whose lives are touched by the operations of the companies!>.
Classification of Joint Stock Company A joint stock company can be classified into differ-
ent types on the basis of the following parameters.
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(A) On the basis of Incorporation: The companies can be classified into three categories based on
the mode of their incorporation.

(a) Chartered Companies: These companies are incorporated under royal charter by the king
or the head of the state or the country. For example, the East India company, the Standard
Chartered Bank, etc. Such companies are not created these days.

(b) Statutory Companies: These companies are formed by a special act paned by the parlia-
ment or the state legislature. These companies may and may not use the word ‘limited’ as
suffix. Examples of such companies are the Reserve Bank of India, the State Trading Corpo-
ration of India, the Food Corporation of India, etc.

(c) Registered Companies: These companies are formed and registered under the provisions of
the Companies Act, 1956. These companies are limited by shares or by guarantee and use
the word ‘limited’ as suffix.

(B) On the basis of Liability: The companies can be classified into the following categories on the
basis of the nature of their liability.

(a) Companies Limited by Shares: A company limited by shares has the capital in the form
of share capital and the shareholders are liable only up to the extent of amount they have
invested in the company, that is the amount of shares that they have purchased. Most of the
companies fall under this category.

(b) Companies Limited by Guarantee: These companies are formed by societies for charitable
purposes and their profits cannot be distributed to the investors. A company, limited by guar-
antee, is usually the first step towards the creation of a charitable trust. In such a company,
the liability of the members is limited up to the amount which they undertake or guarantee to
contribute to offset the liability of the company in the event of its winding up. Actually the
guarantee refers to a stipulation in the Memorandum of Association to pay a certain amount
of money at the time of winding up of a company in the event of its liquidation. This amount
is also called guarantee money.

(¢) Unlimited Companies: Such companies have unlimited liability. It means that the mem-
bers of such a company have to contribute the necessary amount to pay off the creditors of
the company to overcome its liabilities. At the time of the liquidation of such companies, if
required, the personal property of the investors can also be attached because the liability of
members is not restricted. Such companies do not exist these days.

(C) According to Transferability of Shares: On account of the transferability of shares, the joint
stock companies can be grouped into two categories described below.
(a) Private Limited Company: According to Section 3 (i) (iii) (amended in 2000) of the Com-
panies Act, a private company limited has the following characteristics:
(i) The name of the company must end with suffix ‘Pvt. Ltd’.
(i1)) The minimum number of members in a private limited company is two and the maxi-
mum number of members is fifty.

(iii) There is a restriction on the company’s right to transfer its shares. The shares of a pri-
vate limited company are not traded in the open market and are only held by its direc-
tors and members.
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(iv) No invitation can be issued to the public to subscribe to shares or debentures of a
private limited company. It also cannot accept deposits through shares and debentures
from persons other than its members, directors or their relatives.

(v) It must have a minimum paid-up capital of one lakh rupees or such higher paid-up
capital as may be prescribed by law and by its articles.

(vi) It requires Memorandum of Association, Articles of Association and Certificate of In-
corporation to commence business.
Advantages of Private Limited Company
1. There is no requirement of minimum subscription.

2. This form of business organisation is better for those businesses that require privacy
and closely held ownership.

3. Itis suitable for entrepreneurs with limited capital but inventive ideas.

Disadvantages of Private Limited Company
1. The shares of a private limited company cannot be sold to general public.
2. Itis not a good option for very large businesses.
3. The shares cannot be easily transferred by the members.
(b) Public Limited Company: According to Section 3(i) (iv) of the Companies Act (amended
in 2000), a public limited company has the following characteristics:
(i) A public limited company is not a private company. It uses the word ‘Limited’ as suf-
fix.
(i1) It has the minimum paid-up capital of five lakh rupees or such higher paid-up capital
as may be prescribed.
(ii1) It can be formed with minimum of seven members and there is no limit for maximum
number of members.
(iv) It can start business only after the issue of the certificate of commencement of business
by the Registrar of Companies.
(v) Its shares can be traded in the open market on the stock exchanges on which it is
listed.
(vi) It can raise part of its capital after issuing a prospectus (Red Herring prospectus)
through public offering of its shares and debentures.
(vii) It can be taken over by another company through the act of purchasing a controlling
interest in the overall shareholding of the company.

(D) According to Nationality: On the basis of nationality, the joint stock companies can be grouped
into the following two categories.

(a) Indian Companies: These are the companies which are incorporated in India according to
the provisions of the Indian Companies Act 1956 of India. But, they are entitled to run busi-
ness in India or abroad.

(b) Foreign Companies: According to Section 591 of the Indian Companies Act 1956, a foreign
company means a company incorporated outside India and having a place of business in India
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through their branch offices or agencies. These companies have to fill certain documents and
fulfil the requirements specified by the Registrar of Companies under the Companies Act
before the commencement of business.

(E) On the Basis of Ownership: The joint stock companies can be classified into the following cat-
egories on the basis of their ownership.

(a) Government Companies or Public Sector Companies: These are the companies in which
over 50 per cent of the paid-up capital is provided by the government. The Government
companies have been dealt with in detail later in the chapter.

(b) Private Sector Companies: These companies are managed and controlled by individual
shareholders or private sector organisations. These can be further classified as:

(i) Holding Companies: According to Section 4 of the Companies Act, a holding com-
pany controls the composition of board of directors of another company, or holds more
than half of the nominal value of equity share capital of another company. When a
company controls the management, policies and the operation of another company
through the ownership of majority of shares then the controlling company is termed as
holding company.

(ii) Subsidiary Companies: A company is said to be a subsidiary company if the forma-
tion of its board of directors is controlled by other company. This controlling company
has the majority of voting rights or the maximum number of shares for the control of
the subsidiary company.

(c) Joint Sector Undertakings: These undertakings are made with the partnership of private
individuals or the private sector organisations with the government bodies or public sector
organisations. In joint sector undertakings the management lies with the private sector and
the supervision is with the government bodies as members of Board of Directors. The invest-
ment of private sector organisations in these undertakings cannot exceed more than 25 per
cent. In case the sharing ratio has to be more than 25 per cent for a private sector organisa-
tion, the permission has to be obtained from the Central Government.

(d) One Man Company: In this type of company, one man virtually holds the whole of the
share capital with a few extra members holding the remainder. These members may be
his relations or nominees who are given a part of the share capital to fulfil the statutory
requirements.

Advantages of Joint Stock Company

1. Large Source of Capital: A Joint Stock Company is in a position to collect a large amount of capi-
tal through contributions from a large number of people at a low cost without much difficulty in
the form of shares and debentures. Since there is no maximum limit on the number of members for
a public limited company, any number of members can be invited for contribution in the capital.

2. Professional Management: The management of a Joint Stock company is in the hands of the
Board of Directors. They manage the affairs of the company and are accountable to the investors.
For efficient and professional management of the company, its investors can elect persons with
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sound financial, legal and business knowledge to the board. The offer of good salaries and stocks
can attract talented employees to these companies.

. Large-scale Production: Due to the availability of large financial resources and technical exper-

tise, a company can undertake production on a large scale. This enables the company to attain
economies of scale and produce more efficiently at a lower cost per unit.

. Limited Liability: The liability of the owners or members of the company is limited to the extent

up to which they have invested in its capital or the value of shares held by them. Private property
of the members cannot be confiscated or attached at the time of liquidation for paying the debts
of the company. This advantage attracts many people to invest their savings in a company. It also
provides confidence and ability to the company to take calculated risks.

. Research and Development: The company form of business organisation provides an impetus to

research and development. A company can invest in the research of new products and technology.
This investment benefits the company, economy and people at large. It helps in the development
of better quality products, which can enhance the satisfaction level of customers.

. Transferability of Shares: The investors of public limited companies can transfer their shares

whenever they want. They can earn high return on their investment due to the appreciation in the
value of shares on the stock market as well as from the dividend declared by the companies from
time to time.

. Contribution to Society: The companies provide employment and livelihood to a large number

of people that are involved in the production, sale and distribution of goods and services that it
produces. Due to availability of funds, they are in a position to undertake social welfare and de-
velopment activities. Apart from contributing to government income through taxes, the companies
also donate large sums and offer free services for the good of society.

. Perpetual Existence: A company continues to exist irrespective of the rise or fall in the number of

its shareholders. It is not affected even by the death of a shareholder. A company can only cease
to exist if its owners decide to dissolve it or merge it with another business in accordance with the
procedure laid out by law. Therefore, the existence of the company is not affected by the fate or
nature of its shareholders.

Disadvantages of Joint Stock Company

(a) Difficult to Form: The formation and registration of a joint stock company involves a long and

complicated procedure involving a number of legal documents and formalities. This process of
formation generally requires the services of specialists such as chartered accountants, company
secretaries, etc., which increases the cost of formation of a company.

(b) Excessive Government Control and Interference: Joint stock companies especially, the public

limited companies, are regulated by government through the Companies Act and other economic
legislations. They are required to complete various legal formalities as provided in the Companies
Act and other legislations, which sometimes affects their smooth functioning.

(c¢) Delay in Policy Decisions: Generally, policy decisions are taken at the meetings of the Board of

Directors after fulfilling certain procedural formalities. These procedures are time consuming and,
therefore, may delay taking of important decisions and their implementation.
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(d) Procedure of Winding Up: If the promoters want to wind up the company, Joint stock companies

cannot be wound up at the whims and fancies of their promoters. They have to follow the proce-
dure laid out by the Companies Act.

B[] Table1.1

Difference between Company and Partnership

Parameter Company Partnership
Existence Existence possible only after registration | Created by an agreement among partners.
Identity Distinct from the persons composing it Merely an association of individuals.

Ownership of
Property

The property belongs to the company,
not the shareholders

Partners are joint owners of the property
of the firm

Liability

The liability of the shareholders is limited
to the extent of their share capital

Creditors may even proceed against the
private property of the partners

Transferability of
shares

Freely transferable

Cannot be transferred without the consent
of other partners

Perpetual
succession

Company does not die on its own or on
the desire of shareholders; it is wound
up by a procedure laid out by law.

Death or insolvency of a partner dissolves
the firm, unless otherwise provided. Part-
ners can also mutually decide to end the
partnership.

Agency relations

Shareholder is not an agent of the
company

Partner is an agent of the firm and can
bind the firm by his acts.

Contract

Shareholder can come in contract with
the company

Partner cannot enter into the contract with
his own firm.

Process for Formation of a Joint Stock Company To form a joint stock company, the fol-
lowing steps need to be undertaken.

1. Promotion of a Company: A company comes into existence when a number of persons (promot-
ers) come together with a view to exploit some business opportunity. The promoters can enter into
pre-incorporation contracts before the incorporation of the company.

2. Incorporation: Under Section 12, seven or more persons for a Public Company (two or more in
case of a Private Company) may form an incorporated company for a lawful purpose by subscrib-
ing their names (putting their signatures) to the Memorandum of Association (MoA) and comply-
ing with the requirements in respect of registration. It means an agreement among the persons
concerned to associate themselves into a body corporate.

The application for registration of a company with the required documents has to be submitted
to the Registrar of Companies of the state in which the registered office of the company is to be
established. After registration, the registrar issues a certificate of incorporation whereby he certi-
fies that the company is incorporated. In the case of a limited company, it is also certified that
the company is limited. From the date of incorporation, the company gets the legal effects like a
separate legal identity, perpetual succession, common seal, etc.

3. Commencement of Business: A private company may commence its business immediately after
its incorporation, but a public company cannot commence business immediately after incorpora-
tion unless it has obtained a certificate of commencement from the Registrar.
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Memorandum of Association (MoA) and Articles of Association (AoA) MoA and
Ao0A are two important documents with respect to the incorporation of a company. These documents de-
fine the nature and the scope of the company. The stakeholders, like investors, creditors, suppliers, etc,
can read these documents to understand the characteristics of the company and then diligently decide
whether to associate with it or not.

(A) Memorandum of Association: Lord Macmillan has described the Memorandum of Association

(MoA) in these words: ‘The purpose of the memorandum is to enable the shareholders, creditors
and those who deal with the company to know its permitted range of enterprise.’ Thus, the MoA is
a document that can help the organisations external to the company to know the company in order
to make different decisions with respect to the company. Section 15 of the Companies Act states
that the MoA has to be a printed document divided into different paragraphs as different clauses.
It must be signed by each subscriber in the presence of at least one witness.
This document is basic and mandatory for each company and a fundamental part of the constitu-
tion of a company. It is a public document and is open for inspection by those who deal with the
company. It forms the basis of the relationship of the company with outsiders. It can be altered but
subject to certain conditions. The MoA comprises the following different clauses that define the
nature and scope of the company.

Name clause

Association
or
subscription
clause

Registered
office (RO)
clause

Memorandum
of association

Share
capital
clause

Object
clause

Liability
clause

Figure 1.3 Different Clauses of Memorandum of Association

e Name Clause: This clause specifies the name of the company and provides guidelines on how to
name a company. It states that it is mandatory to use the word ‘Ltd.” or ‘Pvt. Ltd.” with the name
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of a company, except in the case where the licence is granted by the Central Government under
Section 25. The name of the company must be published and displayed. It also places restriction
on using undesirable (identical) and inappropriate name for a company (Section 20).

o Registered Office (RO) Clause: 1t specifies the address of the registered office and the head of-
fice of the company. Legal documents and books of the company need to be kept at the RO. The
company notices should also be served from this office. It is not necessary that the RO of the
company serves as the principal place of business. In other words, it could be different from the
operational offices of the company.

e Object Clause: This clause defines the purpose for which a company has been incorporated and
informs the members how the company will use their capital. It also defines the restricted objects
for which a company cannot be formed. Such objects include immoral or illegal activities or such
activities that are opposed to public policy or which violate the provisions of the Companies Act. It
informs the creditors and outsiders about the rights of the company (in case of ultra virus acts).

The Object Clause is divided into two parts: Main object and Incidental or Ancillary objects. The
Main object defines the basic purpose for which a company is created. The Incidental or Ancillary
objects are the allied activities that it has to undertake to perform the activities listed in the Object
Clause. If the object mentioned in the MoA is to deal in rice, then taking land on lease for rice crop
is the object incidental to it.

e Liability Clause: This provision in the memorandum of a company defines the nature and quan-
tum of liability of the company.

e Share Capital Clause: 1t specifies the composition of the authorised capital of the company with
its division into fixed denomination shares. For example, 1,000,000 shares of Rs. 10 each. Autho-
rised capital is the maximum limit up to which a company can issue shares.

e Association or Subscription Clause: This clause of the MoA specifies the declaration of associa-
tion by the signatories of the company. It declares the desire of the promoters to form the company
and subscribe to its shares with due attestation by the witness.

Importance of MoA The MoA is an extremely vital document due to the following reasons.

e This document is also referred to as the charter/principal document of the company. Therefore, no
company (private as well as public limited) can be registered without MoA.

o [t helps all stakeholders to recall or memorise the purpose for which the company has been
formed.

e Every person, dealing with the company in any form, is presumed to know about the provisions of
the MoA, for which the company was formed. If any outside entity interacts or enters into a con-
tract with the company beyond the activities listed in the Object Clause of the MoA, it is treated
as ultra vires, that is, it is not legally enforceable against the company. Hence, all those individu-
als and organisations who want to deal with the company are supposed to have knowledge of the
contents of its MoA. So, they should make an attempt to study it.

(B) Articles of Association (AoA): The Articles of Association (AoA) include the rules, regulations
and guidelines for the internal working of a company. These contain the following provisions:
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e Information about shares, certificates and variations of rights of the shareholders.

e Procedure and frequency of the meetings of the board of the company.

e Guidelines about the accounting records of a company.

e List of Directors of the company and appointment of management of the company.

e Policy with respect to issue of dividends and maintenance of reserves by the company.
e Postal and physical addresses of the company.

e Registration fee receipts and payment of annual duty.

e Written undertaking of the directors to take shares of the company.

Winding up of a Company There is a legally laid down procedure for putting an end to the life
of a company. Given below are different modes of winding up a company.

(a) Voluntary Winding Up: It is initiated by a resolution moved in the general meeting of the com-
pany. It can be of two types:

e Members’ voluntary winding up
e Creditors’ voluntary winding up

(b) Winding up under the supervision of the court: Here the company is wound up under the super-
vision of any authority appointed by the court of law.

(c) Compulsory winding up by the court initiated on a petition to the Court: A company may be
wound up by an order of the court. Section 433 lays down the following grounds where a company
may be wound up by the court.

1. Special resolution by the board at AGM [Sec. 433 (a)];

2. Default in filing statutory report or in holding statutory meeting [Sec. 433 (6)];
3. Failure to commence business within specified time [Sec. 433 (¢)];

4. Reduction of membership below the stated minimum number [Sec. 433 (d)];
5. Inability of the company to repay its debts [Sec. 433 (e)]

Cooperative Societies

In all forms of business organisation cited above, the primary motive is to generate profit and maximise
the wealth of shareholders. Serving the society is not their main objective. However, cooperative societ-
ies are the only form of business organisation where different people combine their capital in order to
serve the members of society rather than earn profit. The cooperatives are run by the members from a
common background for protecting or enhancing their interest through a cooperative effort. Individu-
ally, these members do not have enough capital to start their own business, So, they decide to come
together under the banner of a single organisation to protect their commercial interests.

Through a cooperative society, its members try to overcome the lack of scale, competencies and re-
sources. And, they are likely to share the benefits like limited liability and perpetual succession under a
cooperative.

According to the Indian Cooperative Societies Act 1912, ‘Cooperative Society is an association of
people, which has its objective the promotion of economic interest of its members in accordance with
cooperative principles’.
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Cooperatives are religiously neutral organisations and their membership is easy to obtain and vol-
untary in nature. As they require relatively less capital for their formation, these cooperative societies
have been started to promote the welfare of the weaker classes of society. They employ their profit for
the welfare of their members as well as the society. The Government also tries to contribute to the de-
velopment of the people at the bottom of the pyramid through cooperatives. Therefore, the cooperative
societies or undertakings generally have some form of governmental control.

Advantages of Cooperatives

1. The membership of a cooperative society is open to all persons with a similar background.
2. Its main motto is to serve the society.

3. It supplies the goods and raw materials to its members at a cheaper rate.

4

. It provides a platform to its members to jointly market their goods in an effective and efficient
manner.

5. The cost of management is low in a cooperative.
6. Surplus if any is shared by its members.

Disadvantages of Cooperatives In spite of the lofty ideals that constitute the philosophy and
spirit of the cooperative form of business organisation, it is beset with the following limitations:

1. Cooperation among large number of members of a cooperative is something which is quite dif-
ficult to attain.

2. There is lot of political and governmental interference in the functioning of cooperatives.

3. Cooperatives face a general lack of professional management.

4. Over a period of time, they become dependent on government aid and assistance which takes away
their autonomy.

5. There are numerous examples of cooperative failure and a limited number of successes like
Amul.

Government Business Entities

The Government also gets involved into business activities due to several reasons. It establishes differ-
ent forms of business organisations to conduct business-related activities. In India, the Central and State
governments can establish the following forms of business organisation.

(a) Departmental Organisations: This type of organisation is set up for a specific business unit
such as post, telephone, airways, radio, etc. Its management lies in the hands of civil servants or
employees.

(b) Public Organisations: A public organisation is formed by the Central or state Government for
a specific purpose the legislature passes an act for the establishment and management of public
organisation. Some of these organisations are Reserve Bank of India, Food Corporation of India
(FCI) and Industrial Finance Corporation of India (IFCI), etc.
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Government Companies: These companies are owned by the central or state government with
majority of shares in their hand. No special statute is required to form a government company
which could be registered as a public limited or private limited company. Its management lies
with the government. Section 617 of the Companies Act, defines a government company as “A
company in which not less than fifty one per cent of the paid-up share capital is held by the Central
Government, or by any State Government or Governments, or partly by the Central Government
and partly by one or more State Governments. A subsidiary of a government company is also a
government company”. Some of the examples of government companies are: Steel Authority of
India Limited, Bharat Heavy Electricals Ltd., etc.

As each form of business organisation has its own advantages and disadvantages, it is for the own-
ers and entrepreneurs to decide that which form would best meets their requirements. While choosing a
form of business, the following important factors need to be considered:

Potential risks and liabilities of the business.
Growth prospects of the business.
Likely rate of return on the investment.

A comparison of formalities and expenses involved in establishing and maintaining the various
business structures.

Income tax situation with respect to the business organisation.
Investment needs of the business organisation over a period of time.

It must be understood that the different forms of business entities do not exist in isolation. They con-
sist of internal subsystems and are surrounded by different constituents of external systems. The success
of a business organisations depend on the fact that how effectively its management aligns it with the
internal and external environments.

Points to Remember

(a)

(b)

(©)

(d)

The different characteristics of business are: economic activity, profit motive, risks and uncertainty,
capital, organisation, creation of utility, provision of goods or services, regular transaction, commerce,
human element, and social welfare. The following activities are excluded from business: social service
activities, personal consumption activities, religious and spiritual activities, and illegal activities.

All business organisations have one underlying purpose—to generate profit or surplus as a return
on investment in a socially acceptable manner. Other purposes are: to create and keep customers, to
maximise shareholder-value a legal and ethical manner, and obtain optimum balance in the interest of
shareholders, customers, employees, suppliers, and plant community cities.

The business organisations are classified as Sole Proprietorship, Joint Hindu Family Business,
Partnership, Joint Stock Company, Cooperative Society and Government undertaking.

A sole proprietorship is not a separate legal entity. It is small business owned, managed, controlled and
financed by a single owner who has unlimited liability. Other characteristies are: easy to establish and
wind up, minimum formalities and regulations with respect to its management and record keeping, and
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(e)

®

(@

(h)
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(k)
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no perpetual continuity. Profit and loss belong to the owner only. Business is not taxed separately from
its owner.

Partnership is an association between two or more persons (not more than twenty) to carry on a business.
It is not a distinct legal entity. It has unlimited liability, but no perpetual continuity. If one partner dies,
retires or is declared insolvent, the partnership is dissolved. Other characteristics are: restriction on
transfer of share by a partner without the consent of other partners, auditing of financial statements not
necessary; partnership can be formed by a written or verbal agreement, written agreement is necessary
if the ownership is not equally divided among the partners; business may be carried on by all partners
or one or more partners but profits shared by all partners as per their agreement.

A joint stock company is an incorporated voluntary association of its members. It is an artificial person
created by law, that is, different from its investors who have limited liability. The company enjoys
perpetual succession until it is dissolved through a procedure laid out by law. Other characteristics are:
signs with a common seal; can raise a large amount of capital by issuing shares of small denominations;
capable of owning, enjoying and disposing of property in its own name; pays taxes on corporate profits
separately from its investors; files annual reports with the Registrar of Companies.

The joint stock companies can be classified into different types on the basis of following parameters:
e On the basis of incorporation: Chartered Companies, Statutory Companies, Registered Compa-
nies.
e According to liability: Companies Limited by Shares, Companies Limited by Guarantee and
Unlimited Companies.

e According to transferability of shares: Private Limited Company, Public Limited Company.

e According to nationality: Indian Companies, Foreign Companies.

e On the basis of ownership: Government Companies or Public Sector Companies, Private Sector
Companies (Holding Companies, Subsidiary Companies), Joint Sector Undertakings, One Man
Company.

Formation of a company requires coming together of promoters, going through the process of
incorporation, grant of the certificate of incorporation, and commencement of business.

Memorandum of Association (MoA) is a document that provides people essential information about a
company. Its constituents are: Name Clause, Registered Office Clause, Object Clause, Liability Clause,
Share Capital Clause, Association or Subscription Clause.

Articles of Association (AoA) include the rules, regulations and guidelines for the internal working of
a company. These contain information about shares, procedure and frequency of the board meetings,
guidelines about the accounting records, list of directors, policy with respect to issue of dividends and
maintenance of reserves by the company, etc.

A company can be wound up only by adopting the procedure laid out by the law. The different modes of
winding up a company are: voluntary winding up initiated by resolution of the company in its general
meeting, winding up under the supervision of the court, and compulsory winding up by the court
initiated by a petition to the court.

Due to the lifting or piercing of the corporate veil under certain conditions, the shareholders lose the
right conferred by the Limited Liability Clause. They can be held accountable personally for paying the
debts of the company at the time of its liquidation.
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(m)

(n)

The cooperative form of business organisation is an association of people from a common background
for protecting or enhancing their interest through a cooperative effort. Individually, these people are
able to protect their commercial interests because of lack of scale, competencies and resources. There-
fore, they join hands to form a cooperative society.

The important factors to be considered while choosing a form of business ownership are: potential risks
and liabilities of the business, growth prospects of the business, likely rate of return on the investment,
formalities and expenses involved in establishing and maintaining the various business structures, in-
come tax liability, and investment needs over a period of time.

Review/Discussion Questions

e AR o .

e i e
wn A WD = O

16.
17.
18.

Define business.

What constitutes the scope of business?

What is the purpose of a business organisation?

What are the characteristics of a business organisation?

What makes a business organisation excellent?

What are the different forms of business organisation?

Enumerate the characteristics, advantages and disadvantages of sole proprietorship.
What are the characteristics, advantages and disadvantages of partnership?

What are the advantages and disadvantages of sole proprietorship over partnership?
Enumerate the characteristics, advantages and disadvantages of joint stock company.

. How can we classify companies on the basis of different parameters?

. What are the advantages and disadvantages of different types of companies?

. Compare and contrast the advantages and disadvantages of different forms of business organisation.
. Elucidate the process of formation of a company.

Describe the role of Memorandum of Association and Articles of Association in the formation of a
company.

What is the process for winding up a company?

What are the characteristics, advantages and disadvantages of cooperative society?

What are the factors that must be taken into consideration while choosing a form of business
ownership?

Field Exercises/Class Exercises/Group Projects

L.

Ask students to visit business organisations in their vicinity and try to procure their ‘Partnership Deed’ or
‘Memorandum of Association’ or ‘Articles of Association’ and discuss them in the class.

Ask students to interview the heads of different forms of business like sole proprietorship, partnership,
joint stock company and cooperative society and try to identify the following elements with respect to
them: Reasons to select a particular form of ownership, advantages, disadvantages, problems faced, future
aspirations, etc.



The McGraw-Hill companies

30 Management

®

On the Internet

1.

2.

3.

4.

Visit http://www.moneyinstructor.com/lesson/businessownership.asp to undertake some paractical exercises
with respect to different forms of business ownership.

Visit http://www.entrepreneur.com/startingabusiness/youngentrepreneurscolumnistscottgerber article203254.
html to know 10 Tips for the First-Time Business Owners.

Log on to http://www.nenonline.org/isp/resources/teaching stories.jsp to read interesting success stories
about different leading entreprencurs.

Visit www.ayf.de/documents/Orock.doc to learn how to promote good governance in the NGOs.
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Case Study

Evolution of Indian Business Organisations in the 20th Century

Indian business organisations have gone through different phases in the nineteenth and twentieth centuries. These
phases can be broadly classified into the following phases on the basis of the nature of ownership-management
structure of these entities.

Phase I: Managing Agency Structure Prior to 1969

In India the multi-company entities have existed since the 19" century. Earlier they used to be in the form of Eu-
ropean-controlled managing agency houses and then as the Indian business group. The business groups attempted
to secure their controls through cross-holdings. These business groups used to bring to the table the reputation of
family name as an asset. Such reputational assets reduced contracting costs and improved efficiency, the results of
which were shared by all shareholders.

Managing agency structure was widely prevalent in India before the second half of twentieth century. During
that time practically every industrial firm in India was organised as a managing agency concern under tight family
control with very little delegation of power to the managers. In the times of managing agencies there was virtually
no separation of ownership, management and control. In this structure, the Birlas and the Goenkas were directors in
almost every type of industrial undertaking, from small jute and cotton textile factories to the biggest automobiles
and engineering concerns'#. Established in 1945, Tata Industries Ltd. was the managing agency for the Tata Group
until 1970.

There was lot of criticism against the misuse of power and privilege by Indian managing agents after the last
quarter of the nineteenth century. A series of newspaper articles bemoaned the behaviour of the captains of Indian
industry.

Phase II: 1969-1990

The Government decided to put an end to the managing agency structure and replace it with the board-managed
corporation in 1969. But, only superficial changes were made in the ownership and management structure of the
companies. The boards of family businesses were usually comprised of promoter-directors drawn from the family;
a few managers with long and deep relationships with the family; friends of the family camouflaging as profession-
als, non-executive directors; and institutional directors. The maze of multi-layered companies with cross-holdings
and intermediate level investment companies still persisted to ensure the centrally-controlled structure of the entire
group'®. In order to retain its influence, the family usually becomes a high-stake investor, who exerts pressure on
the management for performance without getting embroiled in day-to-day operations.

Such a pattern is prevalent not only in India but also in many parts of Asia and other parts of the world where
major family groups own and manage business empires and retain significant control over decision-making!®.

During this phase some new business groups, like the Ambanis, grew steadily in the 1980s but the industrial
scene in India was largely dominated by the old business houses like Tatas, Birlas, Singhanias, Walchand, etc.
because of the existence of the Licence-Permit Raj and prevalence of closed economy, which virtually eliminated
the existence of international business organisations.
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Phase III: Post-1991

The shackles of the Licence-Permit Raj were largely removed and opportunity was there for the Indian business
organisations for the first time to grow in accordance with their potential and the market demand.

Multinational companies entered the Indian business scenario and a large number of new family groups
emerged on the corporate landscape in the 1990s. Many of them are competing with the old business houses for a
leadership position. Most of these new groups grew steadily in the 1980s but came into prominence in the 1990s.
They include business families like the Ambanis (Reliance), the Guptas (Lloyds Steel), the Jindals (Jindal Group),
the Oswals (OWM and Vardhman), the Singhs (Fortis), the Shiras (Ruchi Soya), the Mehtas (Torrent), the Lohias
(Indo Rama), the Dhoots (Videocon), and the Premjis (Wipro). They have significantly outsmarted the former stal-
warts such as the Dalmias, the Modis and the Walchands. Of the top 100 companies in the private sector in 1997,
67 were family-run and 24 were transnational affiliates. The robustness of the new family groups and the vitality in
at least a dozen of the older established family businesses make it evident that family business in India is not just
alive but kicking!”.

BT-Gallup MBA study (1997) identified that the two biggest strengths of the business families of India are:
their understanding of the Indian environment, and the image that they have built in the society over the years.
The CEOs and senior managers who participated in the survey perceived that the understanding of Indian business
environment and political savvyness was the biggest strength of the Indian business families. The survey indicated
the following five threats to the Indian business: splits, succession-planning, takeovers, transnational competition,
and lack of focus. Transnational companies pose the biggest danger followed by splits in the family!8.

But, parallel to it some professionally managed companies with powerful board have also come into existence.
The Tata Group has acquired a considerable size by maintaining an ideal balance between a professionally man-
aged group and a family-run one. The group has a federal structure that reveres its head, the chairman of the Tata
Sons’ board, but provides considerable powers to the heads of group companies. Similarly, in 1997, Vikram Lal set
a precedent by renouncing all executive posts at the Rs. 916-crore Eicher group despite holding 60.53 per cent of
its equity. Lal opted to head a supervisory board to guide, but not control, the six companies in the group.

Opportunities for Business Houses in Post-Liberalisation Scenario

Rapid growth and economic development is presenting vast opportunities for Indian companies to scale up and
build global brands and organisations. Some of the organisations have grown leaps and bounds in this context.
Companies like Suzlon Energy have purchased 86 per cent stake in RE Power in Germany; the Tatas have acquired
Tetley, Daewoo’s truck operations, Ritz Carlton, Corus steel and Jaguar and Land Rover, etc. Many other Indian
brands like Mahindra, Wipro, Infosys, Ranbaxy and Dr. Reddys have become well known and respected in interna-
tional markets for their quality products and service excellence. As Thomas A. Stewart (Fortune, March 15,1999)
put it: “The world is your oyster. Do you have the right fork?”

Challenges for Indian Business Houses in Post-Liberalisation Scenario

In 1997, 32 of the country’s 50 largest corporations in 1969 were no longer among the Top Fifty. Some of them
have faded into oblivion as well. Many large and successful Indian companies have begun to realise that educated,
hardworking professionals usually outperform lazy, uneducated relatives. But thousands of small and medium
enterprises, which form the core of the private economy, are still struggling with this issue.
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On one hand, there is increasing pressure to assign the managing of businesses to professional managers; on the
other, the Indian business families can scarcely afford to recede completely to the background, leaving the manag-
ing of the business entirely to the professionally appointed managers.

Questions for Discussion and Analysis
1. Which factors contributed to sustenance and growth of certain traditional business houses in post-liberalisa-
tion scenario?

2. Which factors contributed to the demise or fading away of certain traditional business houses in post-liber-
alisation scenario?

3. Which factors led to the emergence of new business houses in post-liberalisation scenario?

4. What should be the right approach for business organisations that were originally promoted by business
families to survive, compete and grow in the post-liberalised business scenario?
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Chapter

Management of Business
Environment

The business world is an extension of the kindergarten sand box — but with quicksand.
Richard F Stiegele, Banker

7 LEARNING OBJECTIVES %

After studying this chapter, you should be able to:

m understand what is business environment

m realise the importance of business environment

m comprehend the characteristics and different components of business environment

= understand the way to manage business environment and the steps to be followed to develop a strategy to align
business with its environment

- A

INTRODUCTION

A business organisation is greatly influenced by the happenings in its environment. These happenings
create new challenges as well as opportunities for the organisation. The business environment strongly
influences the achievement of intended objectives, implementation of strategies, internal functioning
and even the existence of business organisations.
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An environment can be defined as anything which surrounds a system. The environment of business
is the aggregate of all conditions, events and influences that surround and affect it. Therefore, the busi-
ness environment includes surroundings, external objects, influences and circumstances under which a
business organisation exists.

The business environment constitutes factors or constraints that form the circumstances under which
business organisations and their managements must operate in a particular country. It is largely, if not
totally, external and beyond the control of individual enterprises and their managements (Richman and
Copen', 1972). It represents anything which influences and determines the decisions, strategies, pro-
cesses operations and performance of a business organisation.

Business environment creates threats and opportunities for different business entities over a period of
time. A business organisation must continuously monitor and adapt to its environment if it is to survive
and prosper. The successful organisation is the one which is in a position to timely identify, appraise
and respond to the various opportunities and threats in its environment. This enables the organisation
to make best use of the available opportunities and develop strategies to ward off the threats in a timely
manner. To be successful, a manager needs to make the sense of the business environment in which he/
she has to operate. He/she is expected to constantly analyse the complex and ever-changing business
environment and then accordingly align the objectives, strategies and operations of his/her business
with the requirements of the business environment.

CHARACTERISTICS OF BUSINESS ENVIRONMENT

The characteristics that determine the nature of the business environment are described below.

1. Environment is Complex: The business environment is a complex phenomenon, which might be
easy to understand in parts but very difficult to comprehend in its totality. It consists of a number
of factors, events, conditions and influences arising from different sources. All these do not exist in
isolation but interact with each other to create new sets of influences. Present-day managers have
simulation tools, like ‘Crystal Ball’, that enable them to understand the complexity of the business
environment.

2. Environment is Dynamic: The business environment is constantly changing due to varied influ-
ences of its different constituents. Hence, it is dynamic. According to Khanna? (1996), post-glo-
balisation, major changes in the business world are impacting business enterprises. These changes
are:

e Globalisation is creating one all-important quality standard for all business organisations oper-
ating in different parts of the globe. Therefore, the organisations need to be vigilant about prod-
uct innovation and quality not only in their country but also in different parts of the globe.

e Free movement of capital is making it easily accessible. Business organisations need to
analyse from which sources should they raise the capital if need be.

e Technology is no longer the preserve of a few multinational companies and is widely avail-
able from different parts of the globe.

e There is unrestricted flow of information to one and all through the Internet at a very low
cost. Customers can easily get comparative information about a large number of manufactur-
ers and suppliers at the click of mouse. Therefore, the competition among business organisa-
tion to attract customers has become more tough.
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According to Nasser® (2000), three major elements of change that are shaping business world are:

1. Falling trade barriers in the international market leading to creation of new markets and
competitors.

2. Rising importance and integration of technology in business, which is accelerated by the use of the
Internet.

3. Emergence of the information—savvy consumer who is benefiting from the above two
developments.

3. Environment is seen as an Opportunity or a Threat: Business observers have different
perceptions about the shape the business environment will assume in the future. A particular
change or a new development in the business environment may be viewed differently by different
observers. For example, same development may be welcomed as an opportunity by one company
while another company may perceive it as a threat.

4. Far-reaching Impact: The environment in which a business organisation exists has a far-reaching
impact on it. The growth and profitability of the organisation depends critically on its environment.

CLASSIFICATION OF BUSINESS ENVIRONMENT

The environment in which an organisation operates can be broadly classified into two categories: inter-
nal environment and external environment.

Internal Environment

The internal environment consists of the elements that are within the business organisation and largely under
its control. The elements constituting the internal environment are: employees, board of directors, etc.
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Figure 2.1 Constituents of Business Environment

External Environment
The external environment comprises all the institutions and forces outside the business organisation that have
an actual or potential interest or impact on the organisation’s ability to achieve its objectives. The elements
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of the external environment are not within the direct control of the organisation. Therefore, the organisation
success depends upon how well it adapts to its external environment. In other words, the organisation’s
success is determined by its ability to design and adjust its internal environment variables to take advantage
of the opportunities offered by the external environment and to control the threats posed by it.

CLASSIFICATION OF EXTERNAL ENVIRONMENT

The external environment can be further classified into two categories: micro environment and macro
environment.

Micro Environment

The micro environment consists of different types of stakeholders outside the organisation. The
constituents or stakeholders of the micro environment include customers, suppliers, creditors,
distributors, dealers, etc. Although these constituents are not under the direct control of the organisation,
still they can be influenced by the organisation through its policies and strategies. Any change in the
micro environment affects and impinges on the organisations activities directly. That is why it is also
termed as Specific (Task) Environment.

Macro Environment

The macro environment consists of constituents that are beyond the control of a business organisation.
These constitutents are socio-cultural, technological, economical and political (STEP) factors which
constitute their own individual environments. The effect of changes in the macro environment on the
business is indirect. Therefore, it is also termed as General (Societal) Environment. An example of a
change in the macro environment is the passing of a legislation, which bans smoking in public places.
This legislation indirectly affects the business of pubs and restaurants.

CONSTITUENTS OF MACRO ENVIRONMENT

The main constituents of the macro environment are: global business environment, socio-cultural
environment, technological environment, economic environment, political environment, demographic
environment, legal environment and environmental concerns. These constituents are described in detail
in the following sections.

Global Business Environment

The global business environment consists of the policy framework, business sentiment and economic
indicators that are prevailing in different sovereign countries. There elements influence the decision-
making with respect to demand assessment, resource allocation and profit probability. The global
environment has become important for business organisations because the economies of countries are
getting highly integrated and becoming increasingly interdependent. With the increasing liberalisation
of economies, the government—imposed restrictions on business are gradually diminishing between and
within the countries. This change in the global business environment has created huge opportunities as
well as threats for business organisations.

The ecological phenomena do not always respect national boundaries. In other words, the
environmental problems having origin in one country or region often have impacts beyond national
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borders; sometimes globally. For example, the impact of global warming and climate change caused by
carbon emission in countries, like the US, China and India, can threaten the existence of island states
like Maldives.

Influence of Global Business Environment on Business Strategies

(a) Taking a decision whether to go global or not; and if yes, then to what extent.
(b) Deciding upon which markets to enter and which ones to avoid.

(c) Choosing a right strategy and methodology to enter the global market by examining the prevailing
business environment in the target countries. For example, if exporting could be a good strategy
for one country then setting up a joint venture could be right in the other and a fully owned sub-
sidiary yet in another country.

(d) Developing a strategy to handle the various types of political, cultural, technological and economic
differences across different countries and continents.

(e) Deciding upon the various adjustments that are needed in the management process and managerial
approach according to the business environment of different countries.

(f) Deciding an appropriate organisation structure for different regions, trading blocks and
countries.

Socio-Cultural Environment

The socio-cultural or social environment consists of factors related with the nature of human relation-
ships within a society and the learnt and shared behaviour of different groups of human beings. The
social environment is all about the culture in which individuals of that region are educated and/or live
in, and the values of the people and institutions with whom an individual interacts.

Members of the same social environment with greater degree of mutual dependence are more likely
to stay together. They have mutual trust and do help one another. They will often think in similar styles
and patterns even if their conclusions differ. The vice versa could be true for an individualistic social
environment. The social environment greatly influences the nature of consumer demand, the consumer
decision-making, etc. Thus, this component of the business environment strongly influences the be-
haviour of the individuals of a group, which further has an impact on the practices adopted by business
organisations.

An important aspect of the social environment is related to the values that consumers hold. These
values revolve around a number of fundamental concerns like time, quality, health, environment, home,
personal finance and diversity. Any shift in the values of a society directly or indirectly influences busi-
ness.

The success of a business entity significantly depends on its social relevance. Therefore, it is important
for the entrepreneur or the strategic planner of a business organisation to be familiar with the prevalent
and emerging social trends and concerns. The entrepreneur should be able to assess their likely impact
or his/her business.

Impact of Social Environment on People and Business The following points highlight
the significance of the social environment in moulding people’s behaviour and its impact on business
organisations.
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Social environment creates or influences the attitude, personality, thought process and behaviour
of the people who are part of it.

It determines or influences consumption patterns and demand for goods and services in a society.
People’s attitude towards business and work is also strongly influenced by the culture in which
they are born and brought up.

The extent of collectivism and individualism in the thinking and behaviour of people is strongly
influenced by their culture. This further affects the behaviour of individuals as consumers.
Concern for environmental pollution, attitude towards consumerism, use of mass media and the
role of business in society are strongly influenced by the culture of a society.

Demonstration of ethical behaviour in business decisions, corporate governance practices, attitudes
and actions towards social responsibility are also strongly influenced by the socio-cultural ethos of
society. For example, the high level of consciousness in some societies about global warming and
climate change has forced businesses to develop green products and services for those societies.
The social responsibility of environment-friendly businesses is likely to help them flourish in
such societies, which are more environment conscious. However, they will have little impact in a
society where people are not aware about the impact of their lifestyle on the environment.
Awareness about the rights and the work ethics of the members of society are strongly affected by
its socio-cultural milieu.

Parameters of social division, like the caste system, too have an impact on the attitudes and thinking
of people as consumers of goods and services.

Although different regions, countries and states, have their own distinct cultures, yet some elements
of particular cultures are getting globalised with the increased movement of people and the global
spread of the media due to the use of communication technologies.

Technological Environment

The technological environment comprises factors related to the type of materials and levels of machines
that are used in manufacturing goods and services in a given market. It also represents the degree of
advancement of goods and services that are prevalent in a country or a region.

Receptivity and adoption of a new technology by consumers strongly influences the decision-making
of business organisations. It also has an impact on the level of investment made by business organisa-
tions in the domain of technology.

Impact of Technological Environment
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The technological environment depicts the state of advancement and acceptance of technology in
a given region or a country.

The dynamic changes that frequently occur in the technology of a particular industry can give
competitive advantage to those business organisations who are quick to adopt the latest technology.
Incorporation of technology influences an organisation’s productivity.

Changes in the technological environment influence a business organisation in the form of techno-
logical innovations, new product development, rise and decline of products and services offered
by the organisation and the amount of money it spends on research and development.
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Some of the factors related with the technological environment that influence managerial decision-
making are stated below.

1. Source of a technology like company source, country of its origin, cost of technology acquisition,
nature of collaboration in technology transfer.

2. Impact of technology on human beings, the man-machine system, and the environmental effects
of technology.

3. Stage of development of a country or a region, rate of change of technology, technology life cycle
and investment in research and development.

4. Communication and infrastructural technology in management.

As it is evident from data presented in Table 2.1, major technological innovations had a significant
impact on different industries like Information Technology or Health Care as well as on a sector of an
economy like manufacturing.

. |:| . Table 2.1 Major Innovations in the Technological Environment of three Sectors

Manufacturing Information Technology | Health Care
Lean manufacturing Television Antibiotics
Supply chain management | Microprocessors Heart Surgery
Automation of machines Fibre Optics and Lasers Transplants
CNC Internet Biotechnology
Robotics Cell phones Tele-medicine

Exhibit 2.1 cited below makes it evidently clear that how a technology can shape, influence or transform
the entire industry dynamics.

S'Gll.JI”R Il How Technology can Transform Banking

Rising rentals and staff costs are pushing Indian banks to go for ‘Lobby Banking’, which represents a bundle of sophis-
ticated automated consoles and next-generation software, which enable customers to carry out most banking transac-
tions themselves without the assistance or requirement of bankers.

“Lobby banking is a concept where almost all banking services could be offered at a single point through interactive
machines,” said Sunil Udupa, President and CEO of AGS Infotech Pvt. Ltd., which launched these machines in India in
collaboration with Wincor Nixdorf of Germany.

A customer can deposit or withdraw cash (including coins), or cheques, which are automatically ‘truncated’ electronically
and processed for clearance. Cash is instantly credited, while cheques are scanned front and back, signatures electroni-
cally verified and the data transmitted to the Reserve Bank of India’s electronic cheque clearance system.

Smaller players like Yes Bank and ING Vysaya are already testing them, while the RBI is testing the back-end of the
cheque truncation process.

“Lobby banking provides clients with a very easy way to do basic transactions. It helps banks reduce traffic for cash and
basic enquiries and serve customers beyond banking hours. Electronic banking can produce real-time information for
clients at a much lower cost per customer interaction,” says Yes Bank’s Ravishankar.

Source: Reddy, B.S.S. (2007). “Banks without Bankers”, Hindustan Times, Chandigarh, November 30, 2007, pp.
16.
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Thus, it is evident from Exhibit 2.1 that almost all facets of bank functioning—Ilike customer service,
requirement of employees, cost of operation, delivery process, efficiency and effectiveness of the entire
system of depositing and withdrawing cash—would be affected with the implementation of this technol-
ogy. As few banks would implement this technology ahead of others, the entire competitive dynamics
for other banks would get considerably affected, creating a requirement for them to change or transform
the manner in which their banking is done.

Various issues relating to Technology Management are discussed in detail in the chapter on Technol-
ogy Management.

Economic Environment

The economic environment consists of macro-level factors related to means of production and distribu-
tion of wealth in a country or region. These factors have a significant impact on the demand and supply
of a business of an organisation. These also determine the feasibility of a country or a region for the
conduct of a particular business from a financial perspective.

The purchasing power of consumers and consumer confidence or insecurities strongly influence and
impact the demand for the products and services of an organisation. It is an important element of the
economic environment. In management decisions of all businesses, the economic environment comes
up for prime consideration. The economic environment includes the following factors that influence the
investment criterion and financing decisions.

(a) The current state of global economy and what it is likely to be in the near future.

(b) Economic indicators of local economy—both in present times and what they are expected to be in
the near future.

(¢) Demand dynamics for a particular product in a given market.

(d) Supply situation of a particular product or service at a particular time.

(e) Situation with respect to the factors affecting the pricing of products and services.
(f) Degree of competitiveness in a particular market.

(g) Likelihood of short- and long-term profitability because of multifarious factors.

The economic environment in a country is created and shaped by the following policy framework and
instruments:

(a) Economic System: The economic system determines the degree of attractiveness for doing busi-
ness in a country based on certain economic factors prevalent in that country. These are:
e Economic structure of the country such as capitalistic, socialistic or mixed economy, etc.
e Nature of economic planning in the country: five-year plans, annual budgets, etc.

(b) Economic Policy: The economic policy comprises different sets of policies formulated by the
government from time to time. These policies create a framework within which a business oper-
ates. These policies are the tools in the hands of the government to give a desired direction to the
economy and business activities in a country. Following are some of the economic policies.

e Industrial Policy: It determines the basic definition for the different types of industry
(small, medium and large). It outlines the provision of different incentives to different types
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of business entities. It also lays down conditions for setting up a business organisation in a
particular country.

Fiscal Policy: This policy instrument determines the rules and regulations with respect to
the nature and extent of taxation and expenditure by the government. The extent of tax col-
lection and government expenditure in different domains significantly impacts the profit
position of a business entity.

Monetary Policy: This policy framework influences the extent of money supply in an econ-
omy. Depending on the requirement of a country to give boost to growth or to control infla-
tion, its government makes modifications in the monetary policy. These changes impact both
the availability and the cost of funds for business organisations. The monetary policy also
influences the value of the national currency in the international market, thus impacting the
profit position of the companies operating in the global market.

FDI Norms: These norms regulate the flow of foreign direct investment (FDI) in different
sectors of economy in a country. These norms by encouraging or restricting the FDI flow
influence the availability of financial resources as well as the nature of competitive activity
in an industry.

(¢) Economic Indices: Different indices are developed in order to determine the overall strength of
an economy. They provide an indication to a business organisation whether a particular country
would offer a viable market for its products/services or not. Some of the economic indices are
described as follows:

National Income: Computed in the terms of Gross National Product (GNP) or Gross Do-
mestic Product (GDP), the overall national income gives a fairly good idea about the size of
the economy of a country.

Distribution of Income: It describes how the wealth is scattered or distributed among the
population of a country and thus directly influences the market size for different industries.

Rate of Growth of GNP: This factor clearly indicates the rate of growth or contraction of
the economy. This index helps business organisations plan for the likely demand for their
products and services in the near future.

Per Capita Income: This figure indicates the average income of the citizens of a country. It
is an indicator of the level of richness or poverty that might be prevalent in a country. The
citizens of countries with higher per capita income are affluent and offer market for premium
and values added products.

Value of Imports and Exports: Higher quantum of exports by a country reflects upon the
strength of its economy, which further determines the strength and value of its currency.
These factors have a significant impact on the cost and demand of different products and
services and the profitability of business entities.

(d) State of Economic Infrastructure: The extent to which the financial or economic infrastructure
is prevalent in a country determines the ease of doing business in that country. It consists of factors

like:

Nature and extent of the spread of financial institutions and banking infrastructure.
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e Quality of modes of communication and connectivity among different facilities like bank-
ing, service providers, etc.

(e) Strength of Money and Capital Markets: The extent to which the capital markets are devel-
oped in a country determines the possibility of raising of low-cost funding by companies from
general public and institutional investors. Thus, it influences the cost of capital and the overall
profitability of business entities.

Economic Trends and Events that Affect Business Performance All the companies
(small or large), that are engaged in strategic planning, examine the economic environment of markets
that they are operating in. The following economic trends and events affect the performance of busi-
nesses.

e Depression or resurgence of economies that result in the rise or decline or stability in economic
growth rates at global and national levels.

e Availability of foreign investment in the form of FDI and FII.

e Extent of regulation and management of national economies and financial sector by the govern-
ment.

e World food production levels at a particular time.

e Rate of inflation in an economy.

e Extent of liberalisation, globalisation and integration with global economy.

For example, the USA is a market of high value and low growth whereas the Indian market is of low
value and high growth. Therefore, the nature of the customer demand is different in these two markets,
and accordingly different types of products have to be offered in these two markets in order to be suc-
cessful. For example, Scorpio, an SUV model of the Mahindras, was able to revolutionize the SUV
market in India. But the same model could not repeat its success in the US market, initially.

Sources of Information for Analysing Economic Environment Relevant published in-
formation is usually gathered, analysed and interpreted by business organisations for use in future plan-
ning and managerial decision-making. This information can be obtained from the following sources:

e A company can occasionally buy specific and detailed economic information from private
sources.

e Information is available from government sources.

¢ Information is available in publications like journals, magazines, newspapers, etc.

e Some information can also be obtained from different government and private websites that gather
and publish economic data.

The information about the economic environment can be analysed by an organisation by applying
econometric models and different computer software applications for arriving at meaningful conclu-
sions. Large corporations with many divisions have developed their econometric models of different
businesses. The data used for these models are stored in online databases which are regularly updated.
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Political Environment

The political environment consists of factors related to the management of public affairs that have a
considerable impact on the business of an organisation. A political system serves as a primary factor for
economic development if it is stable, honest, efficient and dynamic; ensures political participation of the
people; and, assures security to citizens and business organisations.

It impacts the legislations and government rules and regulations under which business organisations
operate in a country. The political system prevailing in a country decides, promotes, encourages, directs
and controls the business activities of that country. All business organisations operation the country have
to abide by the provisions laid down by its political system as the law of the land.

Governments around the world help their domestic industries and strengthen their competitiveness
through various fiscal and monetary measures. Political support can play a key role in the industry’s
search for markets abroad and without it the industry may face a difficult situation.

The influence of political environment and political trends on business is enormous. For example, in
the United States one can expect greater emphasis on social programmes and an increase in government
spending on social welfare activities when Democrats are in power in the White House. Therefore, com-
panies in the business of providing social services may expect greater opportunities during Democratic
administrations.

Top management of business organisations needs to study both domestic and foreign political hap-
penings by reviewing select published information to keep in touch with political trends and interpret
the information pertaining to their industry in order to develop effective business strategies. The politi-
cal environment of a country or a state needs to be taken into consideration before entering a market
to avoid the abandoning or failure of a project. For example, TATA Motors was forced to shift their car
assembly plant from Singur in West Bengal to Gujarat due to the unfavourable political environment in
Singur that it could not foresee earlier. This not only led to the loss of crores of rupees but also affected
the original plan for the launch of ‘Nano’ car.

The political environment includes the factors outlined below:

e Nature and strength of the Constitution of a country.

e Degree of stability of the government and expected change in policies with the change in
government.

e Role and authority of legislature, executive and judiciary.

e Role and approach of the government with respect to business— whether it is pro-business or
neutral or anti-business.

e [evel of regulatory burden and red-tapism in a state or a country.

e Nature and extent of political corruption prevalent in a state or a country in matters with respect to
business world.

e Provision of public works services.

e Degree of fairness and transparency in allocation of business to different competing
organisations.

e Nature of legislation with respect to labour market regulation.
e Constitutional provisions with respect to starting a business and closing it.
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e Probability of getting timely justice if such a situation arises.
e Extent of policy predictability.

e Nature of property rights.

e Strength of contract enforcement.

e Design and implementation of regulations with respect to controlling startups, bankruptcy, com-
petition law, and entry into finance and infrastructure markets.

e Prevalence of peace and security and threat of terrorism.

Symbiotic Relationship between Business and Government As is evident from Figure
2.2, both business and government need each other. Business provides taxes, employment opportunities,
foreign currency earnings through exports; income to government services and support to governments
of different political parties; and, strengthens the overall economy of a country. The government, on
its part, provides security, policy framework, regulations, contract enforcement, physical and financial
infrastructure, support to exporters and protection to domestic companies.

| > ' >
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Figure 2.2 Symbiotic Relationship between Business and Government

Demographic Environment

The demographic environment includes factors like size, density and location of human populations;
distribution of a particular market in terms of age, gender, race, occupation; and, other statistical in-
formation. These factors have a considerable impact on the business as they determine the size of the
market for different types of products and services and also influence the cost of serving that market.

Legal Environment

Every country follows its own system of law. The companies operating in the global market have to take
into account the provisions with respect to the legal environment prevalent in the countries with which
they do business.

Companies also have to take into consideration the probability of grant of justice and the speed at
which the justice is likely to be delivered to the complainant party. The strength of the judiciary varies
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from country to country. All these factors affect the security of the investment made in a country and
thus influence the decision to undertake business in that country. The legal provisions also impact the
nature of business organisation that a company would like to establish in a country.

Environmental Concerns

Issues relating to greener environment and pollution control are emerging as key global forces affect-
ing the business decisions. These issues assume significance not only due to global agreements like the
Kyoto Protocol to reduce carbon emission but also because of rising consumer preference for environ-
mentally sustainable products and services.

In a recent study, the Global Carbon Project stated that carbon emissions from human activity have
grown nearly four times faster during 2000-2007 than in the 1990s. The emissions grew at 3.5 per cent
per year between 2000 and 2007 as against 0.9 per cent per year between 1990 and 1999. In the wake of
damaging consequences that are predicted on account of global warming and climate change, business
organisations would have to change their practices and methodologies significantly to make themselves
environmentally sustainable. Environment consciousness has emerged as a dominant global force which
no organisation would afford to ignore in the near future. Of the 151 proposed coal power plants in
the USA, 59 have been cancelled, either because the state regulators refused to give licences or due to
strong opposition by local population.

To overcome the challenge of environment pollution, companies have to clean up their processes
or buy carbon credits. To do this, first and foremost, companies must measure their carbon footprints
that is, how much carbon they emit. Then they must use new technologies to reduce these emissions.
Finally, they need to create new, clean alternatives to their existing product lines. Here, the green initia-
tive, undertaken by GE, is noteworthy. GE’s Ecomagination initiative, which began in 2005 with 17
products and $ 700 million in research, had 60 green products with $ 17 billion in revenues and $ 1 bil-
lion in R&D in 2008. The company’s order book stands at $70 billion. In just three years, the company
witnessed huge demand for such products and solutions.

David Wheat, whose consultancy firm Hara Bara Inc. helps SMEs transit to low-carbon mode, says
that turning green may be India’s best chance to “steal a march on the Chinese”. Earlier, consumers
wanted cheaper products. So, retailing giants such as Wal-Mart went to China to source them at low
prices. Now, they want environment-friendly products. “Indian companies will be able to supply these,”
says Wheat* (2008).

(Different approaches and strategies to enable business organisations manage the vital concern of
environment and emerge as environmentally sustainable has been discussed in detail in Chapter 3 on
Corporate Social Responsibility.)

HOW TO MANAGE BUSINESS ENVIRONMENT

Management of the business environment includes all the activities that involve prediction and utilisa-
tion of external and internal forces in favour of business, so that they could result in a positive impact
on business outcome or their negative impact is reduced or minimized.

Managers must learn to deal effectively with sudden global changes (like currency fluctuations, sharp
changes in prices of petroleum products), multiple cultures and political systems in the midst of rapidly
changing markets and technology. As presented in Fig. 2.3, managers must be able to anticipate the
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changes that happen in the ever changing business environment in order to develop strategies and com-
petencies at all levels in their organisations to effectively deal with this dynamic phenomenon that too
in a timely manner.
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Figure 2.3 Management of Business Environment
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Source: Adapted from ‘Managing Complexity’ Robin Wood www.1000ventures.com/business_guide/business_environ-

ment.html.

Although the impact of changes in the business environment may be felt throughout a business or-

ganisation, it is felt the most on the strategic perspectives. To cope with a complex and dynamic environ-
ment, the individuals involved in strategic planning for different functional areas must find new ways to
forecast the shape of things to come, analyse strategic alternatives and, at the same time, develop greater
sensitivity to long-term implications.

and manage the business environment in order to gain favourable results.

environment, which can have a significant impact on the business.

Given below are the steps that can help a practicing manager plan and develop strategies to deal with

1. Be vigilant about broad trends appearing in the business environment: Broad trends in dif-
ferent constituents of the business environment and their impact on the business entity may be re-
viewed from time to time. For example, in the area of technology, the trends in energy utilisation,
material science, transportation capability, mechanisation and automation, communications and
information processing may be studied to determine the most appropriate application of technol-
ogy for the business.

Banerjee’ (1999) has classified the process of analysis of the business environment into the fol-
lowing four stages.

e Scanning: This step involves exploratory identification of emerging trends in the business

e Monitoring: It includes an in-depth analysis of the trends that are perceived to be relevant
for the organisation after they have been identified at the monitoring stage.
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Forecasting: It is an endeavour to determine the likely direction, scope, and intensity of a
business environment trend in the form of the extent of opportunity or threat.

Assessment: This stage involves determination of the extent of implication of the environ-
mental trend on the business of the organisation.

Effective executives scan the following seven situations for generating opportunities for their
organisations (Drucker®, 2004).

Changes in the industry and market structure.
Changes in demographics of the market.
Changes in mindset, values, perception, etc.

Gap between what exists and what could be in a market in the form of process, product, or
service.

Innovations in the process, product, or service, inside and outside the enterprise/industry.
Sudden success or failure within the organisation or in the industry.

New knowledge/technology that can influence the organisational/industry dynamics.

2. Determine the relevance of a business environment trend: Not everything that happens in the
business environment may be relevant for a company. Therefore, attempts must be made to select
those trends that have significance for the company. There cannot be any hard-and-fast rules for
making a distinction between relevant and irrelevant trends. Management’s creativity and far-
sightedness would play an important role in pinpointing the relevant trends. Given below are some
mechanisms for identifying relevant trends in the business environment:

Entrusting a senior person with the scanning of the business environment.

Finalising the list of relevant publications that need to be studied to scan the environment.
Appointing a person to go through the publications and gather the relevant information.
Each piece of information that is gathered may be given a particular code based on the topic.
A company can use different codes for different areas such as marketing, manufacturing,
customer service, distribution, social trends, etc.

A reviewer should analyse the gathered information and present his/her recommendations
based on the available information, in the form of an abstract to the scanning committee.
Select portions from the reviewer’s abstract, that are considered relevant for the organisation,
can be disseminated throughout the company through newsletters or other suitable means
of communication. This would help in soliciting a response from a wider cross-section of
employees about a given trend and its implications.

The managers who are most likely to be affected by the disseminated information should be
encouraged to contact the scanning committee for detailed analysis.

The scanning committee can then present the select trends with detailed analysis to the people
involved in strategic decision-making and top management for consideration and approval.

3. Examine the likely impact of a business environment trend on a product/market: A business
environment trend can either pose a threat or create an opportunity for a company’s product in a
particular market. Organisations need to study the likely impact of this trend on the performance
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of their business both in the short and long terms. A manager needs to be given the responsibility
of determining the degree of severity of the likely impact.

The impact of a business environment trend is usually gradual. A company needs to understand
what will be the future product/market performance in view of an emerging trend if it does not
take any action.

It proves advantageous to recognise a trend early and take action, but the company can decide to
wait to see which way the trend proceeds. For example, people did not replace their black and
white television sets overnight after the advent of colour televisions. Same is the case with new
plasma and LCD technology-based televisions which co-exist with conventional televisions.

A variety of reasons may prohibit an overnight shift in markets due to a new trend. High prices,
religious taboos, legal restrictions and unfamiliarity with a new product or service restrict sudden
and immediate changeover. Thus, the diffusion process of a new trend should be predicted and
understood by the strategic planning team before arriving at a conclusion.

. Identify and examine the new opportunities that a business environment trend appears to

provide: A business environment trend may not be relevant for a company’s existing product/
market, but it may indicate promising new business opportunities in the near future. For example,
the energy crisis provided an easy entry point for fuel-efficient Honda cars into the US car market.

. Relate the outcome of a business environment trend to corporate strategy: Based on different

trends and their impacts on the business of an organisation, a company needs to review its strategy
from two perspectives:

(a) Changes that may be introduced in current products/services: A company usually makes
an attempt to align its products and services to the ones that are being offered by its competi-
tors. This continuous upgradation and cannibalising of existing products and services helps a
company to remain contemporary. But, even if a business environment trend poses a threat to
a company’s product/market, it may not always be necessary for the company to immediately
come out with a new product to replace an existing one. Neither it is necessary for every com-
petitor to adopt the ‘change’. Even without developing a new product, a company may find a
niche in the market to which it could cater despite the introduction of a new product by a com-
petitor. For example, the electric razor did not drive the safety razor blades out of the market.

(b) Feasible opportunities that the company should follow for taking an action: Changes in
the business environment offer a wide range of opportunities, but a company has to select
which opportunities would be the most appropriate for it to follow. This may create a situ-
ation of comparing apples with oranges if an organisation has to decide whether to open a
hospital or an educational institute.

Although the environment can be scanned in a structured manner, it is nevertheless an art
in which creativity plays an important role. Thus, to adequately study the changing busi-
ness environment and relate it to corporate strategy, companies should make an attempt to
develop a culture that is an ideal blend of creative, analytical and scientific thinking on the
part of its managers. All the employees of the organisation should be made an active part of
a regular process to scan, identify, analyse, discuss and develop an action plan to align the
business with the changing business environment.
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The environment of a business is the aggregate of all conditions, events and influences that surround
and affect it.

A manager is expected to constantly analyse the complex and ever-changing business environment and
accordingly align his/her organisation’s objectives, strategies and operations with the requirements of
the ecosystem in which it exists in order to survive and prosper.

The business environment is complex, dynamic, multifaceted and has a far-reaching impact.

The environment in which an organisation exists can be broadly classified into two categories: internal
and external environment.

The internal environment comprises the elements that are within the organisation and largely under its
control.

The external environment comprises institutions and forces outside the organisation that have an actual
or potential interest or impact on the organisation’s ability to achieve its objectives. They are not within
the direct control of an organisation. Success of an organisation depends on how well it adapts to its
external environment. It is further classified into two categories as: micro environment and macro
environment.

The micro environment consists of stakeholders like customers, suppliers, creditors, distributors,
dealers, etc. They are outside the organisation and are not under its direct control. However, they can
be influenced by the organisation. Any change in them affects the firm’s activities directly.
The macro environment consists of elements like global trends and social, technological, economical
and political, demographic and legal environments of a country, region or trading block. The elements
are beyond the control of a business organisation and their effect on its business is indirect.

The steps to develop strategies to deal with the business environment are: be vigilant about broad
trends appearing in the environment, determine the relevance of a business environment trend, examine
the likely impact of a trend on a product/market, identify and examine the new opportunities that a
new trend appears to provide, relate the outcome of a trend to corporate strategy, changes that may be
introduced in current products/services, and feasible opportunities that the company should follow for
taking an action.

Review/Discussion Questions

1.

What constitutes the business environment?

2. What are the characteristics of the business environment?

Why is it important for a manager to study and understand the business environment for taking mana-
gerial decisions?

4. How can we classify the business environment into different components?

What steps need to be followed to develop a strategy to align business with its environment and manage
the business in accordance with the environment?

Field Exercises/Class Exercises/Group Projects

1.

Identify different industries and allocate them to different groups of students. Ask them to study the
different components of the business environment of the assigned industry and submit their study as a
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written assignment. They can also be asked to make a formal presentation with respect to their project in the
classroom.

Allocate different industries to different group of students and ask them to examine how the business envi-
ronment of the assigned industry has undergone transformation over a period of time.

How the consciousness about the environment safety and sustainable development has impacted the busi-
ness environment of different industries? What strategies have been adopted by business organisations to
overcome the environment-related challenges.

Interview the owners or promoters of the organisations in the vicinity to know how they have aligned their
organisations to the changing business environment.

How the advent of the Internet has transformed the business environment of organisations in different indus-
tries. Why the degree of impact of the Internet varies from one industry to another?

How has the business environment changed for the business organisations in India in the post-liberalisation
scenario?

Try to identify the changes that the business environment in India may undergo in the next five to ten
years.

Would India become a developed nation by 2020? What makes you think so? What would be the business
environment in India by then?

On the Internet

1.

Visit http://www.collector.org/archives/1997 April/08.pdf to read “Small Business Use of the Internet:
Finding from Australian Case Studies” by Simpson Poon and then try to apply it to the SME sector.

Visit http://www.w3.org/TR/NOTE-framework-970706.html to read W3C Activities Related to the US

‘Framework for Global Electronic Commerce’ by Joseph Reagle Jr. for understating the business environ-
ment with respect to electronic commerce.
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Case Study

Singur: What went Wrong?

Unyielding political brinkmanship from Trinamool Congress leader Mamta Banerjee finally exhausted Tata’s
patience when two security guards of the Tata Motors’ Singur plant were bludgeoned on the night of September 22,
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2008. The company’s evacuation of heavy machinery on September 23, signalled the end of the Tatas’ small-car
venture in West Bengal. It not only put at stake the investment of hundreds of crores but also severely threatened
the planned roll-out of the Rs.1 lakh car, Nano.

With the loss of sunk cost and other accompanying losses in hundreds of crores, the project cost and profitability
has been significantly affected.

A few trade teams from Europe and other places cancelled their visits to West Bengal because of the fear and
sense of uncertainty about doing business in the state. Chandrajit Banerjee, director-general of the Confederation
of Indian Industry, said, ‘It will be a huge setback for Bengal’s development’.

At the same time a good number of states came forward proactively to attract this prestigious and high invest-
ment project to give philip to the industry and employment in their state. But, Gujarat came out victorious because
of a variety of reasons and the offer it made in terms of a complete package.

Ratan Tata’s vision for affordable, private transport for millions of Indians finally became a reality in January
2009. But the quantum of vehicles it could produce at the time of launch and near future has been significantly af-
fected because of the Singur fiasco. Tata Motors’ engineers worked long, sleepless hours for years; they cut weight,
unnecessary parts and costs, and helped Tata keep his promise of a Rs. 1 lakh car. The Nano may not be revolution-
ary in looks but its unexpected safety standards and bigger interiors than Maruti 800’s have forever transformed
the automobile sector in the country.

Questions for Discussion and Analysis
1. How the phenomenon of business environment affected the Tata Motors” Nano car project at different
stages?
2. Why did Tata fail to analyse the business environment at the outset?
3. What relationship do you see between the political environment and business?

4. For all the stakeholders, there is life after Singur. What lessons can they learn from this episode and get
on?
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Corporate Social Responsibility

Corporate social responsibility is a hard-edged business decision. Not because it is a
nice thing to do or because people are forcing us to do it... because it is good for our
business.

— Niall Fitzerald!, former CEO, Unilever

-~ LEARNING OBJECTIVES =

After studying this chapter, you should be able to:

m understand the need, importance and evolution of the concept of social responsibility of business
m understand different constituents and approaches of corporate social responsibility (CSR)

= analyse the arguments for and against the social involvement of business

m understand the nature of responsibility of business towards different interest groups

\ m comprehend the tools and strategies for meeting the CSR challenge )

INTRODUCTION

As the corporate world started playing an increasingly important role in the affairs of the world, it became
imperative that it should become conscious and responsible for the consequences of its decisions and
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activities. The present-day society expects that business should engage in a responsive and, if possible,
proactive role for the overall welfare of society.

This sense of responsibility also originates from the fact that business entities operate within society
and are dependent on society for getting inputs and marketing their goods and services. Therefore, busi-
ness organisations need to look after the welfare of their different stakeholders including the society at
large apart from providing goods and services.

DEFINITION

The term ‘social responsibility’ means different things to different people, No single approach or defini-
tion of social responsibility is accepted by academicians and the practising managers’ all over the world.
The concept of social responsibility, as given by Howard R. Bowen?, suggests that ‘Businesses should
consider the social implications of their decisions.” According to Keith Davis®, ‘Corporate Social Re-
sponsibility (CSR), refers to the businessman’s decisions and actions taken for reasons, at least partially,
beyond the firm’s direct economic or technical interest’.

So, Corporate Social Responsibility (CSR) is defined as the obligation of a business organisation to
take action to protect or enhance the welfare of different constituents of society as a whole along with
its own interests. In other words, the domain of the responsibility of business includes all policies and
actions that it needs to take to either protect or enhance the interest of society.

An operational perspective of CSR is that the management is responsible to its organisation as well as
to all the interest groups with which it interacts. It should respect the natural rights of individuals and has
an obligation to honour the contracts with its managers, employees, customers, suppliers and others. At
the same time, it should not engage in deception, fraud, force, threats, theft, or coercion against others
and honour the representations made to the local community.

CONSTITUENTS OF CORPORATE SOCIAL RESPONSIBILITY
PLANNING

The development of a social responsibility plan for a business entity involves the following key areas.

(a) Identification of potential social risks involved in the operations of a business entity.

(b) Development of a strategy to become a socially responsible organisation with a strong commit-
ment of the top management to performing various operations in a socially responsible manner.

(c) Development of programmes and action plans to reduce/eliminate/manage the associated risks in
a systematic manner by employing sustainable development practices in business operations.

(d) Ensuring the protection of natural or basic rights of human beings while performing different
business operations.

(e) Designing and developing community programmes to enhance the quality of life of the members
of the community in which a business entity operates.

(f) Development of metrics to assess and measure the performance of business with respect to social
responsibility initiatives.

(g) Determination of mechanism for reporting the performance of social responsibility initiatives to
the key stakeholders.

(h) Encouraging the involvement of different constituents in the entire value chain (from suppliers to
customers) in adopting socially responsible practices.
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DIFFERENT APPROACHES TOWARDS CORPORATE SOCIAL
RESPONSIBILITY

Different schools of thought or different approaches in the domain of CSR are discussed below.

e The Classical View: According to the traditional or classical approach, the only social respon-

sibility of business is to maximise profits (create a financial return for its investors) by operating
in the best interests of the stockholders (owners of the corporation). Nobel laureate Milton Fried-
man®, an eminent economist, is a strong advocate of this school of thought.
This approach is based on the belief that expending a firm’s resources on doing ‘social good’
unjustifiably increases the costs and wastes the time and energy of human resources. This may
increase the prices of services and products being marketed by the firm. It may ultimately lead to
a decrease in profits thus harming the interest of the stockholders of the business.

Different approaches of CSR

The social
responsiveness
The social

view
responsibility
view
The
socio-economic
view
The social
obligation
view

The classical
view

Figure 3.1 Different Approaches Towards Corporate Social Responsibility

Friedman did not mean that business organisations should not be socially responsible. However,
he advocated that the nature of social responsibility of business should be such that it maximises
the return on the investment of the shareholders.

e The Social Obligation View: The proponents of this approach believe that the social responsi-
bility of a business is limited to the extent of meeting its economic and legal obligations. It implies
the responsibility of a business entity lies only up to the extent of respecting the law of the land
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where it operates. An organisation that follows this philosophy pursues those social goals which
help it achieve its economic goals.

e The Socio-economic View: According to this school of thought, corporations are not merely
economic entities that are responsible only to their stockholders. They are also socio-economic
systems that have an interdependent relationship with the society on which they depend for their
resources and profits. Therefore, business organisations need to adopt a holistic approach about
their relationship with society. They should go beyond profit-making to include protection and
welfare of society among their main objectives.

e The Social Responsibility View: This approach goes a step beyond the social obligation school
of thought. It believes that the social responsibility of a corporate entity as a moral agent extends
beyond its legal and economic obligations. The guiding philosophy of this approach is that a busi-
ness organisation should operate in a manner that makes society better and avoids those actions
that could make it worse than it was. In other words, a business entity should act as a moral agent
and pursue long-term goals that are good for society.

The reason for pursuing social goals is that economic pursuits should be undertaken in an ethical
manner and not merely because they help an organisation achieve its business goals.

e The Social Responsiveness View: Social responsiveness means the ability of a corporation to
relate its operations and policies to the social environment in the ways that are mutually beneficial
to the corporation and to society”.

Putting it simply, social responsiveness refers to the ability of an organisation to design or modify
its business in a manner that would benefit both society and the organisation. The proponents of this
approach of corporate social responsibility believe that the entire business needs to be aligned to meet
some essential social need, and it should be able to adapt to changing societal conditions.

The major difference between social responsibility and social responsiveness approaches is that social
responsiveness is a more pragmatic and action-oriented concept as it focuses on short-term means to at-
tain social objectives by constantly aligning the business activities with changing societal needs. This fact
is evident from working of the socially responsible business model of SEWA depicted in Exhibit 3.1.

S GIJIAN SEWA: A Socially Responsive Organisation

Ela Bhatt, or Elaben as she is more popularly known, started a cooperative called SEWA (Self-Employed Women'’s As-
sociation), a grassroots level movement for women engaged in the informal economy, in 1972. The goal of the organisa-
tion was to organise these casual workers with no social support through a single platform in order to provide them with
full employment and self-reliance.

Ela realised that it would not be adequate if her organisation focused on just one dimension of poor women’s varied set
of needs. For the poor women to be economically productive, they needed to be provided with health care, child care,
shelter and cover against uncertainties. Therefore, SEWA received its mandate from the society in which it operated. In
accordance with the needs of its key stakeholders, SEWA'’s business based on social security initiatives presently offers
everything from healthcare, child care, shelter to insurance and banking services to some 5 lakh poor women and their
husbands and children in 13 districts of Gujarat.
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SEWA's insurance programme, called VIimoSEWA, is the largest micro-insurance in the world, covering 1,12,112 wom-
en members, their husbands and children. This programme covers everything from life to livelihood to assets. The an-
nual premium for the basic scheme, which covers hospitalisation risks up to Rs. 2,000, accidental death insurance of
Rs. 40,000 and household cover of Rs. 10,000, is just Rs. 85. Two other schemes with annual premium of Rs. 200 and
Rs. 400 offer greater benefits.

The individuals who are insured by the organisation are encouraged to put Rs. 1000 in a fixed deposit with the SEWA
Bank. The interest on this saving goes towards paying the premium, ensuring long-term continuous insurance cover-
age. Deposit-linked insurance schemes entitle women to maternity benefits and older women to reimbursements for
cataract operations, which no other insurance company offers. Thus, SEWA provides to its members comprehensive
social security as a holistic solution to the vital needs of the deprived section of society and not just stand-alone insur-
ance policies and bank accounts.

Source: Chatterjee, Mirai (2004). Lady Hope, Business Today, 12th Anniversary Issue, Vol. 13, No. 1, January 18,
2004, pp. 113-114.

EVOLUTION OF THE CONCEPT OF SOCIAL RESPONSIBILITY
OF BUSINESS

The concept of corporate social responsibility is a legacy of the 20th century. Till the early 20th century,
the objective of business enterprises was exclusively economic and they were highly profit-centric. In
the light of a favourable demand-supply situation, business enterprises wielded a great deal of power.
They could sell whatever they produced because the demand for most of the goods was generally more
than their supply. But, over the years, with the intensification of competition and the supply exceeding
the demand in a good number of industries, the power of business has declined.

With the strengthening of capitalism, business emerged as a dominant global force. It resulted in es-
tablishment of large multinational organisations, whose turnover today is more than the combined GDP
of many small countries. It was expected of large business enterprises that they should play a construc-
tive role in the overall socio-economic system. One option was that besides buying and selling goods for
profit, business entities should do something in the interest of society. This led to the birth of the concept
of corporate social responsibility (CSR).

The concept of social responsibility of business became popular after the publication of Social Re-
sponsibilities of the Businessman by Howard R. Bowen, who was an economist. He suggested that busi-
nesses should consider the impact of their decisions on society. During the 1960s, the CSR movement
gained further momentum due to the increased public consciousness about the responsibility of business
enterprises to follow ethical practices and preserve or enhance natural environment. In the 1970s, the
debate on industrial democracy in the UK also spread the awareness about CSR. Soon, governments and
social activists started arguing that since business organisations derive their existence from society, they
have some obligations towards it.

The cumulative effect of all these forces is that throughout the world, governments, non-profit foun-
dations, charitable organisations, religious bodies and consumers are asking the business enterprises,
what are they doing for society? How they are behaving as a socially responsible citizens. This trend
is now being further supported by the educated, socially conscious and affluent consumers who have
started giving preference to those business organisations which, they believe, are socially responsible.
As the technologies are maturing and products and services are getting almost standardised, the social
responsibility initiatives are acting as key differentiators. They give competitive advantage in a good
number of industries.
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NEED FOR CORPORATE SOCIAL RESPONSIBILITY

The need for CSR initiatives arises from a wide variety of reasons as discussed in the following sec-
tions.

(a) Moral Responsibility: Business is a part of society. Rather, it is dependent on society for its sur-

(b)

vival and growth because it utilizes the available societal resources like power, water, land, roads,
etc. Therefore, business managers have a moral responsibility to protect the interest of society.
They must take into account the impact of their decisions on different components of environment,
i.e. soil, water and air. Today, pollution of natural resources is of great concern to all members of
society. Therefore, it is the responsibility of every business not to follow such practices that may
lead to degeneration of natural resources, even if it has to spend a part of its profit to achieve this
goal. Exhibit 3.2 presents an example of a win-win situation, created by the different practices
adopted by ITC, show that business and social responsibility can go hand-in-hand.

S'GIJiKWME Sustainable Development Initiatives of ITC

The E-Choupal initiative of ITC, comprising 6,400 choupals, transformed the lives of over 3.5 million farmers in
38,500 villages in nine states of India by the year 2007. It hoped to reach out to 10 million farmers in 100,000
villages in the near future.

Since 2002, ITC has achieved and sustained the status of a ‘water positive’ organisation. lts integrated
watershed development programmes in rural areas cover nearly 27,000 hectares providing critical irrigation to
water-stressed areas. ITC forged a partnership with the Government of Rajasthan for an integrated watershed
development project covering 5,000 hectares.

ITC’s initiatives to provide opportunities for non-farm incomes through economic empowerment of women,
supplementary education and integrated animal husbandry services continue to make significant contribution in
rural empowerment.

Source: Deveshwar, Y. C. (2007) ‘Making Markets Work for CSR’, address by Chairman Y. C. Deveshwar
at the 96th Annual General Meeting, July 27, 2007, Hindustan Times, Chandigarh, July 31, 2007.

Government Regulations: Lot of legislation has been enacted with respect to solid waste man-
agement, and water and air pollution. Managers need to be fully aware of these laws and regula-
tions. They must frame and implement such policies and practices that are environment-friendly
in accordance with the law of the land.

If a business organisation is proactive and incorporates environment-friendly practices volun-
tarily, it can save itself from the forced implementation of strict government regulations, which
may force the business to close down. For example, if any business firm pollutes the environment
beyond permissible levels, it may ultimately be forced to close down its business or pay huge
penalties under government regulations. So, the right choice for the firm is to engage itself in
maintaining a pollution-free environment in accordance with government regulations.

In July 2007, Prime Minister of India, Dr Manmohan Singh’, presented a ten-point ‘Social Char-
ter’ sharing his vision on the responsibility of corporates for sustainable and inclusive growth. Dr
Singh said ‘India’s industry must rise to the challenge of making our growth processes both ef-
ficient and inclusive. This is our endeavour in Government. It will have to be yours too and I seek
your partnership in making a success of this giant national enterprise. If those who are better off
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do not act in more socially responsible manner, our growth process may be at risk, our polity may
become anarchic and our society may get further divided. I invite corporate India to be a partner
in making ours a more humane and just society.

Some multinational companies have initiated steps towards a cleaner environment. For example,
BP-Amoco has undertaken a project for reducing greenhouse gas emissions in all its operations.
Unilever has launched an initiative to save water around the world by enabling society to manage
water efficiently in various day-to-day activities. DuPont has set itself a target of sourcing 10 per
cent of all the energy to be used in its operations worldwide from renewable technologies by 2010.
And, oil giant Shell has started investing in a major renewable energy project. Due to all these
efforts, the world may be meeting 50 per cent of its energy requirements from renewable sources
by 20508,

(c) Addressing ecological concerns to create clean environment: Businesses must incorporate eco-

logical concerns (climate change, water and energy efficiency and preservation of various spe-
cies of life) in their decision-making. As a major socio-economic force, businesses need to be
conscious of their responsibility to operate in a manner that is leading to cleaner environment and
sustainable development. If businesses are not able to modify and align their working to address
ecological concerns, they may have to pay huge costs for acquisition of carbon credits. They could
go out of business if they are not able to operate as per the policy guidelines of environmental trea-
ties like Kyoto Protocol.

Today, two cars per family is a norm in most of the American households. In the developed world,
per capita consumption of paper is huge. In China, if two cars per family becomes a norm and the
Chinese also start using paper like the people in the developed world, then China will be consuming
more oil and pulp than the world currently produces. And, China is just one developing country.
There is also India and the rest of the developing world, which will progressively demand the goods
that are currently being enjoyed by the people in the developed world. If their demand is fulfilled,
then it is quite likely that one day the world may run out of trees, oil and other vital resources.

(d) Employee Satisfaction: Employees derive great satisfaction from the benefits bestowed on them

(e)

®

by CSR activities undertaken by their organisations. Benefits like accommodation, transportation,
education, training, etc. fulfil the genuine expectations of employees and make them happy. A
happy employee contributes to the long-term prosperity of the organisation. For example, if an
organisation spends money on the training of its employees, it will have more efficient people in
its workforce by whose increased productivity it can be in a position to earn more profits. There
is another good aspect of CSR. When an organisation starts CSR activities for society with the
help of its employees, it gives the employees an inherent good feeling of doing something really
meaningful for society.

Good Public Image: The socially responsible and welfare activities earn a goodwill and reputa-
tion for a business. This good public image can help it in attracting honest and competent employ-
ees to work, investors to invest and favours from governments. The earnings of a business may
also rise due to good public image of its activities because some customers prefer to buy products/
services of the companies which are engaged in various social welfare programmes.

Consumer Awareness: Consumers have become more conscious about their rights and also more
demanding. They protest against the supply of inferior and harmful products or the unethical prac-
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tices of certain businesses. To protect the consumer interest, various consumer organisations have
been formed. So, today it is in the interest of the business organisations to protect the consumer
interest by providing quality products at competitive prices.

Deveshwar (2007)°, CEO of the ITC group, has highlighted the importance of consumer empow-
erment in these words: “An enlightened consumer, by exercising a choice in favour of ‘socially
responsible’ enterprises, can unleash a powerful force of incentives. Consumer preference will
spur a massive movement in corporate innovation to integrate business goals with the building of
societal capital”.

(g) Trust of Customers: Narayana Murthy (1999)!°, founder CMD of Infosys, reiterates the im-
portance of the trust of customers in these words: “Growth comes from repeat business; repeat
business comes from relationships, and relationships with customers are built on trust. This trust
emanates from the customer’s belief that the company will not short charge the customer under
any circumstances”.

In 2008, global toy manufacturer and marketer Mattel Inc announced three major recalls of Chi-
nese-made toys in little over a month. It recalled over 8,00,000 toys, including the famous Barbie
doll’s accessories from the world over after the toys were found unsafe for children because of
their high lead content. (If a child continuously chews on a lead laced toy, it can affect his/her
physical and mental health. Chronic intake of lead causes plumbism, which results in abdominal
pain, paralysis and even collapse.) Mattel asked the parents to get full refund or exchange even if
they give back only the affected parts of toys. “We don’t want the lead-contaminated parts to stay
anywhere in the market or homes,” said Sanjay Luthra, MD, Mattel Toys, India''.

The reports of adulteration of milk with melamine in China also led to the recall of more China-
made products from the world market. Nokia also had to withdraw its China-made batteries made
after a series of explosions in these batteries. One objective of a product recall is to win back the
trust of customers, which is crucial for continued customer loyalty to get repeat business.

Although there is an essential need for CSR initiatives to be undertaken by the corporate sector, yet
the important question that faces business managers is: If a corporate entity demonstrates a socially
responsible behaviour, then what benefits can it expect in return from its investment on various welfare
measures. Therefore, to have an idea of this return, the managers have to undertake the important cost-
benefit analysis while taking decisions on CSR issues.

ARGUMENTS FOR AND AGAINST THE SOCIAL INVOLVEMENT
OF BUSINESS

Whether a company should go for social involvement or not is a decision that requires careful examina-
tion of the following arguments for and against the social involvement of business.

Arguments for Social Involvement of Business

e Every business is an integral part of society. It receives its charter from society and is dependent
on society for its overall existence. Therefore, society has a valid expectation from business to act,
in a responsible manner towards every constituent of society. And, business must respond to the
valid needs of society.
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e Better social environment is in the interest of business as it benefits in the form of better work-
force and more customers for its products and services. If business organisations do not operate
in a socially responsible manner and social problems are left unattended, then there may be social
turmoil, which may harm the long-term interest of business.

e The social involvement of a business organisation creates a favourable public image and goodwill
for the organisation among people. It can have a positive impact on its bottom line by attracting
customers, employees and investors towards the organisation. The environment is friendly policy
of recycling, reusing and reducing (inputs) can bring in significant cost savings to business enter-
prises which will have a good impact on their bottom line. There also exists a direct benefit for
business organisations in the form tax benefits and opportunity to earn carbon credits by imple-
menting environment-friendly projects.

e Social involvement further increases the power, prestige and influence of business organisations
in society and discourages government regulation and intervention. It leads to a situation where an
organisation attracts relatively less attention from regulatory agencies. The organisations, known
for their socially responsible behaviour, are favoured by governments and regulators in compari-
son to those with no such background.

e Large and established business organisations have talented managers as well as financial resources
to solve problems that afflict society at large. Hence, they should display social responsiveness,
at least, to some extent. Business organisations are also relatively more creative and efficient than
other forms of organisations. They can come up with innovative ideas to solve social problems and
implement these ideas in a cost-effective manner. The degree of responsibility and accountability
in the business sector also ensures a result-oriented approach with respect to social responsibility
projects.

¢ By introducing resource efficiency in the non-renewable inputs and using renewable resources,
business enterprise can ensure the availability of non-renewable resources for longer time, hence
the progress of present generations would not be at the cost of future generations.

e Social involvement provides a feeling of satisfaction to the employees that their organisation is
contributing to overall social benefit. This creates a better work environment for employees to be
more productive in their endeavours.

Arguments Against Social Involvement of Business

e Investors put money in business for it to undertake economic activity and provide them with a
good return. But, the social involvement of business can reduce its economic efficiency and lessen
its focus on its core and primary activity. It can increase costs, which can lead to increase in the
prices of goods and services provided by business. It is the customers who have to bear the burden
of increased prices.

e Rise in prices because of social involvement could weaken the international competitiveness of
a company’s products and services if its competitors from other countries are not investing in the
domain of social responsibility. This could lower its competitive advantage and reduce its profit-
ability. Therefore, social involvement could be detrimental for a business if it comes at the expense
of its goals and objectives.
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There is no direct accountability of business towards society. Until a direct and clear accountabil-
ity of a business organisation can be established, it should not get involved in social responsibility
endeavours.

Business professionals lack requisite social skills to undertake projects to solve the problems of
society. Not only it’s difficult to implement CSR measures but it’s also difficult to assess their
impact in terms of a cost-benefit analysis.

The social involvement of a business is mostly perceived as a superfluous act or a marketing gimmick.
Business entities do not get full support of other agencies for their CSR activities. In order to be
effective, social responsibility projects require participation by outside agencies like government,
NGOs, donor agencies and society. Sometimes it becomes very difficult and time consuming or
even frustrating to coordinate the efforts of all these stakeholders to implement CSR projects.

RESPONSIBILITY OF BUSINESS TOWARDS DIFFERENT
INTEREST GROUPS

Business organisations undertake different social responsibility efforts voluntarily and also as obliga-
tions to fulfil the expectations of different interest groups with which they generally interact. These
interest groups are: owners, investors, employees, suppliers, customers, competitors, government and
society. They are called interest groups because their interest is affected directly or indirectly by each
and every activity, policy or action of a business entity. Figure 3.2 depicts a business organisation and
its interest groups.

Business
oraganisations

Lo

Competitors

Figure 3.2 Different Interest Groups of Business Organisations
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A business organisation generally discharges its responsibility towards its interest groups gradually, i.e.
one after the other, as the organisation evolves over a period of time. Boal and Peary'? (1985) developed
a four-stage model to explain the progression of the social responsibility of an organisation. This model
suggests that majority of business organisations implement different social responsibility measures in
different stages—one after the other. As a result, there emerges a pattern of four stages which has been
described below.

(1) Stage I: This is a preliminary stage of the implementation of the CSR programme. At this stage,
the focus of CSR measures is on the owners and investors of the organisation. This stage is more
akin to the classical view of social responsibility, where the primary focus is on profit maximisa-
tion by fulfilling the legal requirements. The responsibilities discharged in this stage are of two
types as described below.

(a) Responsibility towards Owners: Owners contribute capital to start the business and bear
the risks associated with doing the business. Therefore, they become primary beneficiary for
the business entity. Major responsibilities of a business towards its owners are:

e Managing the business efficiently and effectively so that the owners can have optimum
return on their investment.

e Proper utilisation of capital and other resources so that the capital is optimally invested
for the owners to derive maximum possible return.

e Ensuring growth and appreciation of the owners’ capital.
e Providing regular and fair return on the owners’ capital.

(b) Responsibility towards Investors/Creditors: Investors provide necessary finance by way
of investment in debentures, bonds, deposits, etc. Banks, financial institutions and the in-
vesting public are all included in this category. The responsibilities of a business towards its
investors are:

e Ensuring safety of the investment of different investors.
e Regular payment of interest to the creditors.
e Timely repayment of principal amount.

(ii) Stage II—Responsibility towards Employees: Business needs employees or workers to execute

its essential tasks and responsibilities to achieve its objectives. It is in the interest of a business
entity if its employees put in their best efforts to enable business attain maximum benefit from
their service. So, it is the prime responsibility of every business to take care of the interest of its
employees.
At Stage 11, the focus of organisation is on human resource concerns and employee satisfaction.
The concern for employees stems from the belief that if the employees are satisfied and efficient,
the probability of business to be successful rises significantly. For example, Tom and Kate Chap-
pell have built Tom’s of Maine, the personal healthcare products firm, around the idea that busi-
nesses need to be compatible with the personal values of their employees.

The responsibilities of business towards its employees include:

(a) Provision of fair compensation for the services put in by the employees.
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(iii)

(b) Timely and regular payment of wages and salaries.

(c) Provision of proper working conditions and welfare amentities.

(d) Provision of necessary fringe benefits in addition to salary.

(e) Areasonable degree of job security.

(f) Provision of social security benefits like provident fund, group insurance, pension, retire-
ment benefits, etc.

(g) Provision of career planning and opportunity for better career prospects.

(h) Timely training and development for upgradation of skills. For example, Motorola Univer-
sity, has a budget of over $60 million to train and educate its workforce!.

(i) Provision of better living conditions like housing, transport, canteen, créches, etc.

An analysis of Top 25 companies in the ‘Great Place to Work’ survey in India revealed that most
of these companies treated their employees fairly regardless of their religion (95 per cent), race (91
per cent), gender (92 per cent) or age (87 per cent)'.

Stage III—Responsibility towards Constituents of Specific Business Environment: Custom-
ers, suppliers, competitors and the government are the constituents of the business environment.
Their actions directly affect the business of an organisation. A favourable response from these
stakeholders can affect the business performance positively and their negative response can lead
to adverse effects on business. The responsibilities of business towards, the constituents of the
business environment are described in the following section.

(a) Responsibility towards Customers: No business can survive without the support of cus-
tomers. Business needs to display a responsible behaviour towards its customers in order to
acquire and retain them by providing customer satisfaction or delight.

As part of its responsibility towards its customers, the business should provide the following
facilities:

Provision of products and services in accordance with the needs of customers.
Products and services should be of reasonably good quality.
Regularity in supply of goods and services and provision of after-sale service.

Price of goods and services should be such that they are reasonable and affordable for
the target market segment.

The customer must be informed in advance about the advantages and disadvantages of
the product as well as the procedure of its use and necessary precautions to be taken
while using the product.

There must be infrastructure for proper after-sales service.

Grievances of consumers should be resolved quickly to satisfy them. The customer re-
covery process should be implemented to win over the trust of aggrieved customers.

Unfair means like misinformation, under-weighing, adulteration, etc. must be avoided.
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(b)

(©

Gl J1EEH Pesticide in Soft-drinks and Worms in Chocolate

In February 2003, the Delhi-based NGO, Centre for Science and Environment (CSE), brought out a test
report, which stated that pesticides were found in the bottled water, of various brands including Coke’s
Kinley and Pepsi’s Aquafina. The cola-makers promptly announced they were upgrading their bottling
plants to adhere to the prescribed standards.

Four months later, in June 2003, CSE alleged that the pesticide content in soft-drinks was about 30-36
times that of European Union norms. The subsequent months witnessed sharp drop in sales as less and
less people were drinking soft drinks. The estimated sales drop was of Rs.120 crore.

In October 2003, worms were found in Cadbury chocolates. The sales of chocolates, especially Cadbury,
were also significantly affected for few months after the news came out.

These revelations created a question mark in the minds of consumers about the quality offered by reputed
global brands and practices adopted by them.

The implications of these revelations not only led to a downfall in the sales but also cost the companies a
lot as they had to spend crores of rupees in advertising and brand building to win back the consumer con-
fidence. The British MNC, Cadbury, had to quickly announce a new packaging system for its chocolates
and launched the “Project Viswas” to win back the trust and confidence of the consumers.

Source: Sahad, P.V. (2004). ‘MNCs Feel the Heat’, Business Today, 12" Anniversary Issue, Vol. 13,
No.1, January 18, 2004, pp. 22

Responsibility towards Suppliers: Suppliers represent the organisations that supply raw
materials, equipment and other items required by manufacturers, assemblers and traders to
be used in the business process. The responsibilities of business towards suppliers are as
follows:

e Giving regular orders for purchase of goods.

e Dealing with suppliers on fair terms and conditions.

e Availing credit for a reasonable period.

e Timely payment of dues to suppliers.

e Helping suppliers in the upgradation of quality and attaining higher productivity.

Responsibility towards Competitors: Competitors represent organisations involved in a
similar type of business, offering same or similar products or their substitutes. Existence of
competition helps a business organisation in becoming more dynamic and innovative so as
to present itself in better colours than its competitors. But, competition also sometimes en-
courages the business to indulge in negative activities like resorting to unfair trade practices.
The responsibilities of business towards its competitors are:

e Not to offer exceptionally high sales commission to distributors, agents, etc. as it can
create unhealthy competition and destroy industry competitiveness.

e Not to offer to customers heavy discounts and/or free products in every sale. This may
erode profitability of these entire industry as competition wars might intensify in order
to match discount offers of competitors.

e Not to defame competitors through false or ambiguous advertisements. If an organi-
sation resorts to these tactics, it motivates its competitors to adopt a similar strategy,
which is not in the interest of both the organisations.
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(d)

Responsibility towards Government: Business and the government are highly interde-
pendent as they both need each other for their healthy existence. Business activities are
governed by the rules and regulations framed by the government, and the government earns
huge revenue from the business sector which also helps the economy through employment
generation. The responsibilities of business towards government are:

e Setting up business units as per the guidelines of government.

e Payment of fees, duties and taxes those are legally due regularly as well as honestly.

Not to indulge in trade practices that are illegal, monopolistic and restrictive.

Conforming to pollution control norms framed by the government.

Not to indulge in corruption through bribing and other unlawful activities.

Willingly adhering to the law of land.

(iv) Stage IV—Responsibility towards Society: Society consists of individuals, families, organisa-
tions, social groups, etc. Different constituents of society interact with each other and there exists
a direct or indirect relationship among them. Business, being a part of society, also needs to main-
tain its relationship with other members of society.

At Stage IV, organisation feels a sense of responsibility towards society as a whole. It strives to
discharge its responsibility towards different constituents of society in the following manner:

(@)
(b)
©
(d)
(®)

®
(2

(h)
(@)

)

Generating employment opportunities.
Making sure that its practices lead to a sustainable development.

Protecting the environment by reducing the level of pollutants and creating recyclable and
reusable products.

Helping the weaker and backward sections of society by developing low-cost solutions for
them.

Providing assistance in the field of developmental research on education, medical science,
technology, etc.

Involving itself in socially beneficial projects.

Making contribution to NGOs and other organisations which are working for the betterment
of society at large.

Making contribution towards preservation and promotion of social and cultural values.

Helping in conservation of natural resources and wildlife, especially the endangered species
and threatened resources.

Promoting sports and other developmental activities.

To succeed in this new millennium, companies will have to invest not just in manufacturing and sell-
ing products and services, but also in socially relevant areas, where profits and the well-being of people
go hand-in-hand.
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DG N Aravind’s Low-cost but Profitable Eye Care System Showing Light to the World

Aravind Eye Care System, with five centres and 3650 beds out of which only 775 are paid for and the rest are free, per-
formed 2 lakh surgeries and treated 16 lakh out-patients in 2002. This feat made it the world’s biggest community eye
care provider. An eye surgery at Aravind is performed in about 25 minutes, and a single doctor on an average performs
about 25 operations a day, or about 2600 surgeries a year, compared to the national average of 400 a year.

Despite its low-cost eye care model, Aravind is one of the most profitable hospitals in the country. Says Alfred Sommer,
Dean, Bloomberg School of Public Health at the John Hopkins University in Baltimore, USA: ‘Not only has Aravind....
made an enormous difference within Tamil Nadu, but (has) set the standard for the delivery of high quality, practical and
cost-effective eye care for all of India and indeed for the entire world.’

Aravind’s business model is a great success and is being widely studied, even by the Harvard Business School, but its
founder, Venkataswamy, never set out to create a profitable enterprise. In fact, it's a trust, Govel Trust, that runs the
hospitals and the extended family owns no shares in the hospitals. Rather, his idea was to help as many poor patients
as possible with a goal of eradicating preventable blindness by 2013.

The first hospital was set up in Madurai, with 10 beds, and by the end of first year it had added another 20 beds and even
earned a small profit. By 1978, Aravind had 100 beds, of which 70 were exclusively for the poor, non-paying patients.

Although it has Rs.175 crore in assets, the rooms in the hospital do not have beds, instead patients sleep on reed mats
that too without air-conditioning. But, the equipment is state-of-the-art. Arvind Srinivasan, administrator of the Madurai
hospital, who has an MBA from the University of Michigan, states that ‘Villagers are used to charpoys and they are
comfortable with their relatives around them, and they do not need a whole variety of food. But in terms of eye care, we
make sure there is no compromise.’

Besides the hospitals, there’s a centre for manufacturing intra-ocular lenses (at Rs. 150 a piece, the cheapest in the
world), an eye bank, an institute for training, another one for research, even a college that offers a Master of Science
course in ophthalmology.

Source: Venkataswamy (Dr.), G. (2004). “Man of Vision’, Business Today, 12" Anniversary Issue, Vol. 13, No.1,
January 18, 2004, pp. 142-144.

TOOLS AND STRATEGIES FOR MEETING THE CSR CHALLENGE

Business organisations are making different types of endeavours to make a contribution to the overall
cause of social responsibility. It is important to understand that CSR is easier said than done. There are
big challenges for the corporate sector to surpass for making an effective contribution. Some of the ini-
tiatives adopted by the corporate sector to meet the CSR challenge are outlined as follows:

Corporate Governance

Corporate governance represents systems, processes, policies, laws and institutions that ensure the di-
rection, control and accountability of a business organisation towards its different stakeholders.

O’Donovan' defines corporate governance as ‘an internal system encompassing policies, processes
and people, which serves the needs of shareholders and other stakeholders, by directing and controlling
management activities with good business savvy, objectivity, accountability and integrity.

The report of SEBI Committee'® on Corporate Governance (2003) defines corporate governance as
the acceptance by management of the inalienable rights of shareholders as the true owners of the corpo-
ration and of their own role as trustees on behalf of the shareholders. It is about commitment to values,
about ethical business conduct and about making a distinction between personal and corporate funds in
the management of a company.
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Good corporate governance is characterised by a firm commitment and adoption of ethical practices
by an organisation across its entire value chain and in all its dealings with a wide group of stakehold-
ers encompassing employees, customers, vendors, regulators and shareholders (including the minority
shareholders). Some considerations in this respect are outlined below:

e Developing a code of conduct and a whistle blower policy and ensuring they are properly commu-
nicated and practised. (A whistle blower is an employee who exposes a fraud or an abuse by other
employee(s) to an appropriate authority within or outside an organisation for a remedial action)

e Instituting independent directors through a rigorous, transparent and objective process.

e Focusing on the sustainability of business models.

e QGreater transparency and disclosure of executive performance criteria on the basis of financial and
non-financial measures.

Today, that is, the first decade of the 21% century, several issues relevant to corporate governance are:
company law reforms, director’s compensation, self-regulation, and the role of audit committees'”.

Need for Corporate Governance

In the past few years, corporate governance has gained increasing importance on account of high-profile
collapses of many large US firms such as Enron Corporation and MCI Inc. (formerly WorldCom). It is
also gaining acceptance in Indian context and the managements are beginning to realise the power of
minority shareholders who can vote with their wallets. The more progressive companies are voluntarily
accepting tougher accounting standards and more stringent disclosure norms than are mandated by law.
They are also adopting more healthy governance practices. The need for effective corporate governance
has arisen because of the following factors:

(a) Clause 49 of the Listing Agreement with stock exchanges provides the code of corporate gover-
nance prescribed by SEBI for listed Indian companies and makes it mandatory for such companies
to follow it.

(b) Recent corporate scams in India have also put the spotlight on corporate governance practices
adopted by Indian companies.

(c) Institutionalisation of the capital markets has tremendously enhanced their disciplining power.

(d) Globalisation of financial markets has exposed issuers, investors and intermediaries to the higher
standards of disclosure and corporate governance that prevail in more developed capital markets.

(e) Due to financial sector reforms, more and more companies are relying on capital markets for their
need for additional capital.

(f) Tax reforms, deregulation and competition have tilted the balance away from black money trans-
actions. This makes misgovernance less attractive than they used to be in the past.

(g) Regulators are making an effort to enhance the scope, frequency, quality and reliability of the
information that is disclosed.

(h) Increased number of regulatory measures are being framed and implemented to create an efficient
capital market.
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Some of the organisations are abiding by the corporate governance principles in letter and spirit.
Wipro and Infosys are companies whose success can, in part, be attributed to their standards of gover-
nance. This phenomenon of the market rewarding the organisations that follow sound governance will
gain more prevalence in the 21st century. Narayanamurthy, (2000), the founder CMD of Infosys, identi-

fied the following three constituents with respect to corporate governance's:

e Shareholders: Who trust the corporation enough to invest time, effort, and money in it.
e Management: That runs the company, and reports to the directors of the company.

e Directors: Who are responsible to shareholders.

The structural characteristics of the Indian corporate sector make the corporate governance problems
in India very different from those of the developed world. The governance issue in the US or the UK
is essentially that of disciplining the management. The problem in the Indian corporate sector is that
of disciplining the dominant shareholder and protecting the minority shareholders. A board, which is
accountable to the owners, would only be the one that is accountable to the dominant shareholder; this
makes the governance problem difficult to solve. Therefore, the problem of corporate governance abus-
es by the dominant shareholder can be solved only by forces outside the company, that is, the regulator
(the company law administration and the securities regulator) and the capital market'’.

Accreditations and Certifications

Accreditations and certifications from independent agencies can assure that the company policies and
practices address a variety of concerns in the domain of prevention of pollution and compliance with
relevant laws and regulations. In order to protect the environment, many organisations are going in for
ISO 14001 certification.

Social Audit

The need to measure the degree of social responsiveness of business organisations led to the develop-
ment of social audits. The social audit concept was first proposed by Howard R. Bowen?® in the 1950s
as a commitment to systematic assessment of and reporting on some meaningful, definable domain of
the company’s activities that have a social impact.’ Louis E. Boone and David L. Kurtz?! defined social
audit as ‘the efforts made within the firm to evaluate its own social responsiveness.’

Social audits enable management identify direct financial benefits as well as intangible benefits to the
organisation from its socially responsible behaviour. Although social audits are not legally mandatory,
many organisations do make social involvement disclosures in their annual reports.

Social audits can be broadly divided into two types:

(1) Audits required by Government: In India, at present, no such audits are required by the govern-
ment. However, in countries like the USA, audits involving pollution control measures, product
performance and equal employment standards have been imposed by the government.

(i1) Voluntary social audits: These are the social audits conducted by an organisation on a voluntary
basis, when there are no regulations for mandatory social audits.
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There is an increasing concern among major organisations of the world about their social responsi-
bility. Firms such as General Motors and American Express have published social audits in the past. A
survey of Fortune 500 firms showed that 456 companies (91.2 per cent) have made social responsibility
disclosures in their annual reports. This trend is also visible in the Indian corporate sector.

The 2006 Sustainability Report of ITC, third in the series, is the first in India and among the top
10 in the world to be presented in accordance with the latest G3 guidelines of the Global Reporting
Initiative®?.

Challenges in Conducting Social Audit

(1) Social audits are difficult to carry out as the methodologies and standards are gradually evolving.
(i1) Disagreements can arise over areas where social responsiveness needs to be implemented.

(iii) Results of CSR campaign can be somewhat intangible and/or difficult to measure. The assess-
ments of the quality of social programmes are likely to vary.

(iv) Consensus is difficult on the methodology to measure the result of social benefit endeavours of an
organisation.

Despite the problems in carrying out a social audit, the concept is gaining popularity and increasing
number of companies are now assessing their social performance through social audits.

Trust Building Measures

Organisations can go for product recalls if they find that their products are either not as per the standards
or they are likely to be harmful for society. For example, in 1982, there was a scare that some bottles of
Tylenol, a product of Johnson & Johnson, contained cyanide. People stopped buying Tylenol. Johnson
& Johnson lost lot of money, but they chose to lose even more money by announcing a major recall of
their product. Simultaneously, they invested in new tamper-resistant seals.

Although Johnson & Johnson lost money in their endeavour to be socially responsible, they gained
the trust of their customers in the long run. Now, when people look at other products of Johnson &
Johnson, there is a sense of faith and trust that the company would not allow any of its products to harm
people just to meet its bottom line.

Complete Product Life Cycle Management

Organisations can go for complete product life cycle management—from procurement of raw material,
manufacturing, usage and finally disposal or recycling of the waste—so as to ensure that their products
do not negatively affect the environment. This concern is particularly relevant to the electronic industry
in India.

In the absence of specific law with respect to electronic waste management, around 50,000 to 70,000
tonnes of e-waste enters India every year from the West. India’s e-waste generation is also rising at an
alarming rate, with estimates for 2005 at 1.46 lakh tonnes, a figure expected to rise to 8 lakh tonnes by
2012%.
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S'GHJiEW Complete Product Life Cycle Management in Electronic Industry

With consumption of electronic devices growing rapidly, the quantum of obsolete electronics products is also increasing
at an alarming rate. As a result, India generates 3.3 lakh tonnes of electronic waste every year.

Figures provided by three authorised recyclers in India suggest that only around nine per cent of end-of-life products are
being recycled properly that is safe for the environment and health of the people. This leaves a whooping 91 per cent of
e-waste at the mercy of the unorganised sector.

The missing 90 per cent e-waste can poses serious threat to the environment. Greenpeace says: ‘Even in regions like the
European Union with tough regulation, no precise information is available on what happens to as much as 75 per cent of
e-waste generated. In the US, this figure could be as high as 80 per cent or even more’. The scrap yard workers in Asia
are bearing the toxic burden of e-waste.

This toxic electronic waste, which is entering into different elements of environment in an uncontrolled manner, poses a
serious danger to living organisms on this planet including the mankind.

Source: Sharma, V. (2009). ‘IT majors not following e-waste take-back policy’, The Tribune, February 22, 2009.

Clean Development Mechanism and Carbon Credits

As human activities are emitting greenhouse gasses (GHGs) in large amounts into the air, the earth’s
atmosphere is heating up rapidly, trapping more heat than it ever did. As a result, extreme weather condi-
tions are becoming regular. If this trend remains unchecked for long, the accelerating greenhouse effect
pores a serious threat to agriculture and economy.

In 1997, 15 industrialised countries signed the Kyoto Protocol to put brakes on global warming by
committing to reduce their GHG emissions to 5.2 per cent, that is below 1990 levels, by 2012.

Collectively these countries accounted for 44 per cent of the world’s emissions: 11 per cent short of the
figure needed for the treaty to take effect. Russia had earlier refrained from signing the protocol but de-
cided to enter the fold in 1999. Its share of global emissions of 17.5 per cent will generate sufficient support
for the treaty to come into force. It may even encourage the next US administration to sign the treaty®*.

In view of the growing concern over GHG emissions, different companies are taking initiatives
(obligatory as well as voluntary) to reduce their emission levels. For example, ITC has been ‘carbon
positive’ since 2005. The Social and Farm Forestry Programme of ITC covers 65,000 hectares providing
over 28 million person-days of employment to the disadvantaged. In the process, the company has also
helped sequester over 2,000 kilotonnes of carbon dioxide as part of its commitment to combat climate
change. It also wanted to attain a ‘zero solid waste’ discharge status. In 2006-07, it recycled over 90 per
cent of solid waste that it produced during the year?>.

Main features of Clean Development Mechanism (CDM) The objective of clean develop-
ment mechanism (CDM) is to help the organisations which cannot reduce their emission level. Using
provisions of CDM, these organisations can invest in the projects that help in reduction of greenhouse
gases and avail an equivalent amount of credit for the same. The key characteristics of CDM are:

(a) Emission reductions must exceed those that would occur in the business-as-usual situation.
(b) It should promote sustainable development.

CDM Certification Procedure The procedure for the implementation of CDM is as follows:

(a) Identification of a project for implementing CDM.
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Project formulation and submission to the Designated National Authority (DNA), that is National
CDM Authority, for its approval.

Securing national approval for voluntary participation and conformance with sustainable develop-
ment criteria from National CDM Authority.

Getting the Project Design Document (PDD) validated.

Registering the project with CDM executive board.

Implementation of the project and its corresponding measurements.

Verification of the gains from the project.

Issuance of Certified Emission Reductions (CERs) or carbon units by the international CDM cer-
tifying agency, that is, the United Nations Framework Convention on Climate Change (UNFCC).
CERs are measured in terms of carbon emissions. One CER is equivalent to one metric tonne of
carbon dioxide emission.

Trading of carbon credits as CERs are tradable on designated exchanges.

For a Kyoto-compliant carbon credit, the World Bank’s Prototype Carbon Fund, a transaction
agency, pays about $2 per tonne of carbon dioxide. However, it is introducing a new scheme to
pay more for credits that demonstrate a high level of community benefit as well.

Benefits of CDM

(@)

(b)

(©
(d)

Indian businesses are eyeing clean development mechanism (CDM) projects because adoption
of CDM generates an additional stream of income from the project in the form trading of carbon
credits.

India is in the forefront of developing countries pursuing the benefits of carbon trading opportu-
nities. By the end of 1999, India had approved 30 CDM projects, and there were around 200 in
the pipeline. The first CDM certification has been given to an Indian company, Gujarat Fluoro-
chemicals Ltd. (GFL). Deepak Asher, VP (Corporate Finance), GFL says: ‘The CDM project of
the company involves reducing emissions of the refrigerant, HCFC22, and it is expected that the

project will generate 30 millions CERs a year for the next 10 years?S.

The Narod Enviro Projects Ltd., a cluster of 1,100 companies, on the outskirts of Ahmedabad is
exploring the possibility of getting a combined CDM certification for the entire cluster.
According to P. Ram Babu, India Leader, Climate Change Services, Pricewaterhouse Coopers, the
maximum price paid till the beginning of the year 2000 for the carbon units in India was Euro 5
per unit. Few million tonnes have been traded so far.

Margaret Beckett, the former UK’s Secretary of State for Environment, Food and Rural Affairs,
stressing the need for continued economic and social development, said, ‘We believe we can effectively
tackle this challenge without large economic cost. Between 1990 and 2002, our emissions fell by 15 per
cent while our GDP rose by 36 per cent.’

Green Reporting According to a study by the Institute for Environmental Management and the
accounting firm KPMG, 35 per cent of the world’s 250 largest corporations issue environmental reports.
That represents a remarkable change from the situation prevailing a decade ago when it was hard to find
any company providing detailed data on its environmental performance to the public?’.
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For example, Bristol-Myers Squibb, the health and personal-care products giant has put a clearly
structured report on environmental accounting on its corporate website. It contains summaries of its en-
vironmental policies and systems, a discussion of relevant stakeholder relationships, reviews of product
and operations performance, overview of the environmental sustainability of its business, company’s
packaging guidelines, level of water use over time, etc. This information on the website is updated fre-
quently to inform the audience about the latest developments on the company’s green practices.

Since 1997, Royal Dutch/Shell, a leading petro-chemical company of the world has got all its envi-
ronmental reports audited by external auditors for verification because stakeholders would not accept
the company’s own certification of its environmental record. The thoroughness of Royal Dutch/Shell’s
reporting process and the trustworthiness of its reports have made the company a leader in green report-
ing. Stakeholders, who were once critical of the company, now hail it as a trendsetter.

Benefits of Green Reporting Many business organisations have reaped significant business
benefits from green reporting. This is providing an encouragement to other companies to voluntarily
adopt green reporting as it makes a good business sense due to the following reason:

(a) Public reporting encourages and motivates the companies to be more disciplined about their en-
vironmental performance because the information has to be made public and/or uploaded on the
company’s website.

(b) It creates a positive public relations opportunity and generates goodwill for the organisation.

(c) It can act as a differentiator for the products of the organisation and can provide a competitive
advantage.

(d) It can also help build a brand.

(e) It can help in attracting and retaining the talent in the times of war for talent because people like
to work for socially responsible companies.

(f) It can make a company more attractive to customers and investors.

(g) As green reporting brings all business practices under scrutiny, it often helps managers to identify
the cost saving opportunities by eliminating wastages in the production and distribution process.

(h) It helps in identifying new business opportunities. Earning and trading of carbon credits has cre-
ated great new business possibilities for business organisations.

Going for green reporting is not as easy as it seems, for companies have to build their reporting
processes from scratch without proven models to guide them. Many companies have struggled to get
started. To help companies, the Global Reporting Initiative, sponsored by the Coalition for Environmen-
tally Responsible Economies (CERSE), has published structured but flexible guidelines to bring some
efficiency and consistency in the green reporting process.

EXAMPLE OF CSR ENDEAVOUR
Toyota Motor Europe (TME)

Toyota has always sought to infuse a strong sense of CSR across all its activities. By focusing on stake-
holder’s expectations and measuring its performance in CSR, Toyota tries to identify opportunities for
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sustainable growth in the medium and long term. To measure the effectiveness of its activities, Toyota
introduced an enhanced, performance measuring tool, the CSR Assessment, in 2007.

TME publishes its Sustainability Report every year, which provides details about company’s eco-
nomic, environmental and social strategies and achievements for the previous fiscal year.

The TME Sustainability Report 2008 was released on October 7, 2008 at the World Conservation
Congress in Barcelona, the world’s largest environmental NGO event?3,

Toyota’s response to the environmental challenge takes an integrated and holistic approach as it cov-
ers the complete life cycle of Toyota products. It is in-built into all company operations and processes.
It intends to implement its agenda for Sustainable Development in the following three areas:

(a) Sustainable Mobility: To be achieved by designing and developing ‘greener cars’ like iQ or the
Plug-in hybrid. To address bio-fuels issues, Toyota invited the Director General of the Interna-
tional Union for Nature Conservation (IUCN) to share views on bio-fuels.

(b) Sustainable Plants: All Toyota sites in Europe achieved their 2010 environmental targets by the
year 2007 itself. Being ahead of schedule by many years, the company has set new targets.

(c) Sustainable Retail: TME has introduced this concept to help its dealers and retailers achieve
industry leading environmental performance.

Companies need to ensure that CSR does not remain merely a window dressing or showcase, but
should become a whole-hearted commitment to institute a holistic approach to make their entire opera-
tions (conducted by themselves or third parties) sustainable in the long run. In his recent work titled
Market for Virtue, Prof David Vogel says: ‘CSR is sustainable only if virtue pays off. The supply of
corporate virtue is both made possible and constrained by the market... while there is a place in the
business system for responsible firms, the “market for virtue” is not sufficiently important to make it in

the interest of all firms to behave more responsibly®’.”

Points to Remember

1. The domain of corporate social responsibility includes all the actions and policies that a business needs
to take to either protect or enhance the interest of society.

2. There are different approaches with respect to CSR, namely, Classical View, Social Obligation View,
Socio-economic View, Social Responsibility View and Social Responsiveness View.

3. The need for CSR initiatives arises due to following reasons: moral responsibility of business as a part
of society, need for clean environment, increasing threat from global warming and climate change,
government regulation, consumer awareness and need to win the trust of customers, build positive
public image and create employee satisfaction.

4. Business has responsibility towards following different interest groups in different stages: Owners,
Investors/Creditors, Employees, Customers, Suppliers, Competitors, Government, Society.

5. There are different tools and strategies for meeting the CSR challenge, namely, Corporate Gover-
nance, Accreditations and Certifications, Social Audit, Complete Product Life Cycle Management,
Trust Building Measures, Clean Development Mechanism, Carbon Credits and Green Reporting.
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Review/Discussion Questions

e T A o e

10.
. What do you understand by Clean Development Mechanism (CDM) and the role of carbon credits in

What is corporate social responsibility?

What are the different constituents of corporate social responsibility?

What are the different approaches towards corporate social responsibility?

Describe different stages of evolution of the concept of social responsibility of business.

What is the need and importance of corporate social responsibility for a business entity?

What are the arguments for and against the social involvement of business?

What is the nature of responsibility of business organisations towards their different stakeholders?
What are the stages of evolution of the socially responsible role of business?

What are the tools and strategies that a business organisation can use for meeting the challenge of cor-
porate social responsibility?

What is corporate governance? Why is there a need for it in the current business scenario?

environment management?

Field Exercises/Class Exercises/Group Projects

1.

Assign different leading business organisations to different groups of students. Ask them to study the differ-
ent corporate social responsibility (CSR) activities undertaken by these organisations.

Undertake a consumer behaviour study to examine the impact of CSR initiatives on buying behaviour and
brand building.

. Specify some regions and list the CSR initiatives that can be undertaken in these regions. Which companies

would be benefited by these CSR initiatives and how?
Examine the nature and content of trade in the domain of carbon credits in the present context. How is it
likely to evolve in the near future? What makes you think so?

Visit the Internet and download the green reporting done by a few leading organisations on their website and
discuss it in the class session.

On the Internet

. Visit http://www.bsdglobal.com/issues/sr_csrm.asp to read Corporate Social Responsibility Monitor to un-

derstand the impact of CSR effort on the performance of organisations in the developed world.

Log on to http://www.bsr.org/CSRResources/IssueBriefDetail.cfm?DocumentID=48809 to read ‘Overview
of Corporate Social Responsibility’ for an in-depth understanding of Corporate Social Responsibility

Log on to http://www.bsr.org/CSRResources/IssueBriefDetail.cfm?DocumentID=48977 to read ‘Business
Principles’ to have a better understanding of fundamental business principles.

Read Milton Friedman, ‘The Social Responsibility of Business is to increase its Profits”, Sept 13, 1970, at
http://www.colorado.edu/studentgroups/libertarians/issues/friecdman-soc-respbusiness.html
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10.

11.

12.

Log on to http://www.businessweek.com/magazine/content/05 33/b3947115_mz017.htm to read an inter-
view with Milton Friedman, ‘Online Extra: Social Responsibility: ‘Fundamentally Subversive’?, (Aug 15,
2005) to understand the different challenges with respect to CSR.

Read Ian Davis, ‘The Biggest Contract’, The Economist (also printed as ‘What is the business of busines’ in
the McKinsey Quarterly, 2005), at http://www.economist.com/business/displayStory.cfm?story id=4008642
to understand the role of business in the domain of CSR.

Visit http://www.charleswarner.us/articles/Economist TheGoodCompany.htm to read Clive Cook, ‘The Good
Company’, The Economist, January 20, 2005, to know more about CSR.

Log on to http://sociology.ucdavis.edu/instructors/heroland/138/pdf/VIRTUE%20MATRIX.pdf#tsearch=
%22 virtue%20matrix%22 to read Roger L. Martin ‘The Virtue Matrix: Calculating the Return on Corporate
Responsibility’, Harvard Business Review, March 2002, to know the financial side of CSR.

Read Global Reporting Guidelines by the Global Reporting Initiative, 2002. Part B: Reporting Principles
(pp- 22-33) and Part C Report Content (pp. 34—59) at http://www.globalreporting.org/guidelines/2002/GRI _
guidelines_print.pdf to understand how does a company put CSR into practice?

Visit ‘CSR Reporting Still Not up to Scratch’, Foreign Direct Investment Magazine, Feb 7, 2005, at http://
www.fdimagazine.com/news/fullstory.php/aid/1103/CSR_reporting_still not up to scratch.html to under-
stand challenges in measuring the impact of CSR activities.

Visit http://www.socialfunds.com/news/article.cgi/2054.html to read Bill Baue, ‘Some Applaud Rise in Sus-
tainability Reporting, Others Say it Masks Corporate Un-sustainability’, July 11, 2006, to understand how is
CSR measured and reported.

Log on to http://www.aworldconnected.org/article.php/524.html to read Randall Frost, ‘Corporate Social
Responsibility and Globalisation: A Reassessment’ to have understanding of the impact of globalization on
CSR.
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Case Study

CLINICAL TRIALS
An Opportunity or Threat for India?

The Union Ministry of Health has developed a new proposal for allowing testing of the drugs, discovered outside
India, on Indian volunteers in the country.
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Currently, “first-in-human’ or Phase-I trials (where a new drug is tested on human beings for the first time) are
allowed in India only for the drugs discovered in India except for critical illnesses like HIV/AIDS or certain types
of cancer. But, for drugs discovered outside India, only Phase-II and Phase-III trials are allowed after initial Phase-I
studies on humans are completed abroad. The reason behind this precautionary approach is that the risk to human
life is maximum during Phase I trials.

The new proposal intends to change this approach to a great extent. If implemented, the new proposal would
open the gates for companies from all over the world to come to India to test their newly-discovered molecules on
human beings after they have been tested on the animals. The rationale behind this proposal is to enable India to
become a leading drug discovery and development destination. The companies performing and supervising these
trials in hospitals for a fee are doing a business worth $300 million.

But the activist groups believe that lifting of restriction on first-in-human trials on drugs discovered anywhere
in the globe could accelerate the exploitation of India’s poor population to commercialise medicine meant for the
rich. Their concern gains significance in the light of the fact that Phase-I trials are mostly performed on healthy
volunteers in comparison to Phase II and III trials that are conducted on patients.

Phase-I trials are also distinct because they need to be conducted in specially equipped captive units with inten-
sive care units to monitor the vital signs of the subject continuously. There has to be in place the capacity to take
immediate care of the patient if things appear to go wrong. The staff to volunteer ratio for Phase-I trials has to be
2:1; it can even go up to 4:1. In addition to the number factor, quality and experience of these staffers is of great
significance for conducting Phase-I trials.

The clinical trials in the Indian context have a history of exploitative relationship because of the practice of get-
ting volunteers by giving them an incentive of free medicine or money, or both. In addition, there is an unproven
record on the issue of compensation to volunteer subjects who are harmed by a trial. The probability of legal action
against the law breaker is also very limited because of the nature of practices involved, lack of documentation,
ignorance, poverty, illiteracy of the subject population and the elements of legal environment of India. All these
constituents would give an encouragement to pharma companies all over the world to choose India as a trial desti-
nation. Phase-I trials offer an economic opportunity, but at the same time huge potential human cost is attached to
it.

It is quite unlikely that the poor subjects, on whom these Phase-I tests would be conducted, would be in a posi-
tion to use these drugs because of following reasons:

(a) Patented drugs are costly.

(b) Drug industry focuses more on developing medicine for the rich than the poor.

The drug industry and clinical research organisations, which conduct these trials for a fee, are strongly advo-
cating for this proposal in the name of significant business opportunity and emergence of India as a hub for drug
development.

The Indian pharma industry supports the draft proposal of the Union Health Ministry as it believes that this
policy regulation would promote sharing of intellectual property rights, by joint development of drugs. They pres-
ent an argument that Indian companies like Piramal Life Sciences, Ranbaxy, etc. who have an agreement with
major pharma companies of the world, would significantly benefit from Phase-I trials at different levels of the
pharmaceutical value chain, like drug discovery, manufacturing, co-developing, marketing, etc.

The Drug Controller General of India (DCGI) appears to be aware of the challenges that lie ahead on account of
this legislation. It plans to launch an all-out bio-metric fingerprinting to track the health of Phase-I or bio equiva-
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lence trials. It also intends to enhance its staff strength almost three times to monitor the clinical trials. But how far
the intent can match the action is yet to be seen, although the history is full of examples of mismatch.

Questions for Discussion and Analysis

1. Do you vote for or against the proposal on Phase-I trials?

2. Do the benefits for India out of this proposal justify the accompanying human cost?

3. Do you recommend that a country like India should become a living human lab to serve the economic
interests of Indian and global pharma companies by offering the companies all over the world to conduct
first-in-human stage clinical trials on Indian, populations?

4. What safety measures or concerns need to be incorporated or ensured before going ahead with this
proposal?
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Managerial Ethics

The unexamined life is not worth living.
— Socrates

7 LEARNING OBJECTIVES R

After studying this chapter, you should be able to:

= understand ethics and different approaches toward ethics

m comprehend managerial ethics and the factors affecting the need, importance and application of managerial ethics
= understand how to institutionalise ethics

m comprehend the difference in the nature of managerial ethics in India and the west

m examine the ethical questions faced by managers of MNCs in global context

m appraise the impact of corporate ethics and how should the organisations and managers respond to ethical issues
\ in the global context )

INTRODUCTION

Despite the enactment of stringent laws, corporate scandals such as Enron, WorldCom, etc., costing
billions of dollars, have happened in a developed country like the USA. South Korea’s famous Daewoo
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fraud a few years ago amounted to 82 billion US dollars. Last but not the least, the 2009 upheaval in the
financial institutions of the USA, which was triggered by the sub-prime lending, was the result of gross-
mismanagement and greed. Because of all these instances national and global economies lost trillions of
dollars. These cases once again highlighted the criticality that is associated with corporate governance
and business ethics.

In India, the issue of business ethics began to come under increasing purview of the legislature
after the Harshad Mehta scam in the early nineties. But, the lessons were not learned properly and
there happened the Ketan Parekh scam. Subsequently, the scam of Satyam computer services, involv-
ing thousands of crores on account of unethical practices adopted by the Satyam promoters, once again
highlighted the vitality of the implementation of ethics in the domain of business.

All the scams, stated above, resulted in a considerable damage to the wealth of investors, employ-
ees, clients, and suppliers. They also tarnished the image of the concerned country and questioned the
capability of the business sector to conduct its operations in an ethical manner. These scams are a solid
proof that everything is not right with respect to the functioning of the corporate world. They raise many
a question with respect to the functioning and nature of practices adopted by the corporate sector, and
auditing and regulating agencies. Any unethical business practice would certainly not be sustainable in
the long run. Those indulging in unethical business cannot live in peace as Ramalinga Raju of Satyam
said, ‘It was like riding a tiger, not knowing how to get off without being eaten.’

The issue of ethics at the corporate and managerial levels is extremely critical. Considering the
significant impact of business on different stakeholders, everyone in society—whether it is the govern-
ment, regulator, customer or any other organisation—is concerned about the lack of ethical behaviour
among certain business organisations.

ETHICS—DEFINITION

Ethics involve the fundamental definition of ‘what is good or bad, right or wrong’, and ‘what should be
done and what must be avoided. According to Davis and Frederick!, ethics refer to the rules and prin-
ciples that define right and wrong conduct. In other words, ethics refer to the discipline that deals with
defining what is good and what is bad, and what is moral duty and obligation. They serve as a parameter
to judge whether a behaviour would benefit or harm human beings.

Ethics address questions such as how a right outcome can be achieved in a specific situation (applied
ethics); how moral values, beliefs and principles should be determined (normative ethics); and, what
morals, beliefs or principles, people actually abide by (descriptive ethics).

CLASSIFICATION OF ETHICS

Normative Ethics

The word ‘normative’ refers to the norms or guidelines and is often used interchangeably with the word
‘prescriptive’. In a sense, it signifies a search for an ideal behaviour for it to be termed as proper. Norma-
tive ethics attempt to answer moral questions concerning what people should do or believe. These help
in arriving at moral standards that could regulate right and wrong conduct.

Normative ethics is an attempt to analyse what people should do, or whether their current behaviour
is reasonable or not.
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Traditionally, most fields of philosophy have incorporated normative ethics. Philosophers have criti-
cally investigated the nature and grounds of moral standards, moral principles, moral rules and moral
conduct.

Rights view
of ethics

Utilitarian view

; of ethics
Normative
) - ethics ..
Classification Theory of justice
of ethics . view of ethics
Descriptive
thi - -
cres Integrative social

contracts theory

Figure 4.1 Classification of Ethics

The category of normative ethics also takes insights from the works of philosophers and theologians
and applies them to specific types or categories of real-world situations. For example, bioethics is an
important and growing aspect of applied ethics, which involves moral decisions on issues like organ
transplant, genetic engineering and cloning. Business ethics is another such applied field.

Business ethics are concerned with truth and justice and have a variety of aspects such as the expecta-
tions of society, fair competition, advertising, public relations, social responsibility, consumer autonomy
and corporate behaviour in the home country as well as abroad”.

Four Schools of Thought of Normative Ethics

The discipline of ethics can be approached through different perspectives or predominant views about
ethics. These views represent different philosophies to determine what actions or behaviours are ethical
or unethical. The following four views have been developed with respect to normative ethics.

(1) Utilitarian View of Ethics: According to the utilitarian view of ethics, plans and actions of
individuals as well as organisations should be evaluated in the light of their consequences. The
utilitarian view terms those plans ethical, which deliver greatest overall good for a good number
of people and least harm for the least number of people. The actions whose negative consequences
are more than the benefits derived from them are termed unethical.

The utilitarian philosophy of ethics encourages efficiency and productivity because it justifies the
actions that make an organisation productive and efficient. Thus, it is consistent with the goal of
profit maximisation.

(ii) Rights View of Ethics: According to this approach, all individuals are entitled to enjoy some
fundamental rights (natural as well as constitutional). This view of ethics is primarily concerned
with respecting and protecting individual liberty, privileges, privacy and rights of conscience, free
speech, life and safety.

Therefore, according to the rights view, the actions, which violate fundamental rights of individuals, are
unethical, and the actions, which uphold and promote fundamental rights of individuals, are ethical.
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(iii) Theory of Justice View of Ethics: According to the justice view of ethics, is all decisions should
be taken by following rules and regulations, and the decisions so taken must be fair, impartial and
based on the principle of equity. Therefore, the justice view defines ethical actions as the ones that
lead to a fair distribution of benefits and costs among all stakeholders. The objective of this view
is to find out whether rules and regulations are followed with an aim to protect the interests of
under-represented stakeholders and the rights of employees.

(iv) Integrative Social Contracts Theory: This view on ethics suggests that ethical decisions should
be taken on the basis of empirical (‘what is”) and normative (‘what should be”) factors. It implies
that ethical decisions should be based on existing ethical norms in industries and communities in
order to determine what constitutes right and wrong. This approach to ethics is based on the inte-
gration of the general social contract and the specific contract between community members.

Although most business people follow the utilitarian view? of ethics as it is consistent with busi-
ness goals of efficiency, productivity and profits, yet non-utilitarian views are also gaining impor-
tance because of trend towards individual rights, social justice and community standards®.

Descriptive Ethics

Descriptive ethics describe how people behave and/or what types of moral standards they claim to fol-
low. The conclusions about the descriptive ethics of a given set of people are based on the research in
the fields of anthropology, psychology, sociology and history.

Descriptive ethics help in understanding how a person actually makes moral choices in real or hy-
pothetical situations. They also study the codes of conduct created by professional organisations to
regulate the conduct of their members.

Descriptive ethics are sometimes referred to as comparative ethics because their study often involves
comparing ethical systems: past ethics with present ones; the ethics of one society with another, and
claims of ethical practices with actual rules of conduct.

MANAGERIAL ETHICS

Managerial ethics represent an ethical approach towards attaining corporate goals in an environment
that involves other people. It is an enquiry into the nature and background of morality in an organisa-
tional setting. Managerial ethics involve examining the application of ethical dimensions to managerial
decision-making. While making majority of decisions, a manager has to take into consideration who

may be affected in terms of result as well as process>.

Factors Affecting Application of Managerial Ethics

The realm of managerial ethics is extremely complex in the corporate world. It poses lot of challenges
to a practising manager because he has to consider a large number of factors while making an ethical
decision. These factors can be classified as organisational, individual and situational factors. It is the
interplay of these three types of factors that determines whether the resulting behaviour would be ethical
or unethical.

The three categories of factors that influence the implementation of business ethics by the employees
of an organisation are discussed in the following sections.
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Organisational Factors

Certain inherent factors are manifested in the organisational design and organisational culture. These
factors significantly impact the application of managerial ethics. The impact of some organisational or
structural elements on managerial ethics has been described in the following points.

e Empirical research has proved time and again that the behaviour of superiors is the strongest
single influence on an individual’s own choice to act ethically or unethically®. Ethical stances of
the senior management encourage and support the subordinates to be ethical in their behaviour.
This fact has been aptly demonstrated in the ethical practices adopted by Infosys and Wipro. The
commitment of promoters and the top management towards ethics was instrumental in establish-
ing a predominantly ethical work culture at all levels of these organisation.

e An organisation’s culture has a significant impact on the display of ethical behaviour by its em-
ployees. The reason is: the employees generally act according to what they see and not according
to what they hear from their superiors. If the employees actually see their organisation practising
ethics in its various operations and they are convinced about the organisation’s commitment to
ethics, then their own behaviour with respect to ethical issues at the workplace is significantly af-
fected in a positive way. Converse of the same is also equally true.

e Structural variables with respect to the organisational characteristics and mechanisms guide and
influence individual ethics significantly. Structural designs that minimise ambiguity and uncer-
tainty, ensure fairness and transparency, and continuously remind employees of ethical practices

are more likely to foster ethical behaviour’.

e Existence and implementation of instruments, like formal rules and regulations, properly docu-
mented and communicated Code of Ethics and detailed job description, can reduce ambiguity
and encourage ethical behaviour. For instance, Sapient organisation has instituted Global Ethics
hotline, which is accessible to all its employees. Federal Express has instituted a grievance filing
procedure called the ‘Guaranteed Fair Treatment Process’. Employees, who feel they have been
treated unfairly, can challenge the decision through this process and they can keep on challenging
it at progressively higher levels of management till they are satisfied. It is mandatory for FedEx
managers to communicate this policy to all the employees working under them.

e Adoption of a Machiavellianism (ends justifying means) approach by an organisation, that lays
considerable importance on the outcome and pays lesser attention on the process, can encourage
employees to demonstrate unethical behaviour. When this result-orientation is coupled with unre-
alistic time pressure, it can lead to adoption of unethical practices. This very fact has been amply
demonstrated in the Indian financial sector where a large number of employees of insurance and
credit card companies befooled the potential customers to sell them financial products.

e Fair, transparent and objective performance appraisal systems encourage employees to be ethical
in their behaviour.

e A reward system with a provision to reward employees on the basis of their performance can en-
courage ethical behaviour among the employees.

Individual Factors

These factors affect the managerial decision-making while applying managerial ethics to business situa-
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tions. These are inherent to the personality of concerned individual(s). Some of these factors are briefly
outlined in the following points.

1. Values: The values represent basic convictions that a specific mode of conduct (or end-state of
existence) is personally or socially preferable to an opposite mode of conduct (or end-state of
existence)®. These are the basic beliefs and assumptions about what is right or wrong to guide ac-
tions and judgments of an individual or organisation on a broad range of issues.

A value-based approach to ethics—compliance management works best. This approach requires the
sincere commitment of leadership at all levels, including ongoing attention, to key issues such as
fair treatment of employees, rewards for ethical conduct, concern for external stakeholders, and
consistency between words and actions’.

The nature of different values, possessed by different individuals working in an organisation,
significantly influences the kind of ethical behaviour they are likely to display while dealing with
ethical issues.

2. Level and Stage of Moral Development: The level of moral development of an individual, which

is a measure of his/her independence from outside pressures, also influences the extent of his/her
ethical behaviour in response to the actions of different constituents of society. More dependent is
an individual on external forces and influences, more prone is he/she to behave according to the
wishes of external sources.
Different individuals possess varying degrees of independence with respect to their situation and
external influences. Kohlberg!? has identified three sequential levels of moral development, with
each level comprising two stages. Kohlberg’s three-stage model of moral development, depicted
in Figure 4.2, is explained below.

el are Stage 1: Punishment-obedience orientation
Pre-conventional
morality Stage 2: Instrumental relativist orientation
Level two: Stage 3: Good boy-nice girl orientation
Conventional
morality Stage 4: Law and order orientation

Leval (s Stage 5: Social contract orientation

Post-conventional
morality

Stage 6: Universal ethical principle orientation

Figure 4.2 Kohlberg's Model of Moral Development

(a) Level I—Pre-conventional Level: At this level of moral development an individual’s deci-
sion for choosing between right or wrong is influenced by external factors like likely pun-
ishment, associated reward, potential gain, etc. An individual responds to cultural rules and
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(b)

(©

norms of good or bad and right or wrong either to avoid punishment or to gain a reward. This
level is further divided into the following stages:

e Stage 1—The Punishment and Obedience Orientation: At this stage, the goodness
or badness of an action is determined on account of its consequences. So, what leads
to punishment, whether it is morally right or wrong, is referred to as bad at this stage
of moral development and is avoided.

o Stage 2—The Instrumental Relativist Orientation: At this stage of moral develop-
ment, an action is deemed to be right if it satisfies one’s own needs and occasionally
the needs of others. Human relations too are viewed in market terms of gain or loss or
give and take. Similarly, the values of fairness, reciprocity and sharing are interpreted
in a pragmatic manner of “you scratch my back and I’ll scratch yours’, at this stage.

Level II—Conventional Level: At this level of moral development, an individual’s behav-
iour is influenced by the expectations of family, group, organisation or nation and his/her
desire to maintain the expected standards. Adherence to conventions and norms is consid-
ered to be valuable and important by an individual irrespective of its immediate and obvious
consequences. The attitude is of loyalty to social order and identifying with the persons or
group involved in it. This level consists of the following two stages:

e Stage 3—The Interpersonal Concordance or ‘Good Boy-Nice Girl’ Orientation:
Upholding values or good behaviour at this stage is what pleases or helps others and
is approved by them. Tendency is to conform to stereotypical images or opinions of
majority or ‘natural’ behaviour. One earns the approval of others by being ‘nice’.

e Stage 4—The ‘Law and Order’ Orientation. Right behaviour at this stage is defined
in terms of doing one’s duty, showing respect for authority and fixed rules, and main-
tenance of the given social order for one’s own sake.

Level I1I—Post-Conventional or Principled Level: At this level, an individual makes an
effort to define the moral principles and live by them. He does so not because of any external
pressure but because he believes in the validity and application of his moral principles. This
level has the two following stages:

e Stage 5—The Social Contract Legalistic Orientation: At this level of moral devel-
opment, rightness of an action is defined in terms of general individual rights and stan-
dards that have been critically examined and agreed upon by society. There is a clear
awareness of the relativism of personal values and opinions, and emphasis is upon
following procedural rules for reaching a consensus. Apart from what is constitution-
ally and democratically agreed upon, right action is a matter of personal values and
opinions. The result is an emphasis on the ‘legal point of view’, but with an additional
emphasis on the possibility of changing the law in terms of rational considerations of
social utility.

e Stage 6—The Universal Ethical Principle Orientation: At this highest level of
moral development, right is defined by the decision of conscience in accordance with
self-chosen ethical principles that appeal to logical comprehensiveness, universality
and consistency. These principles are abstract and ethical. They may not be concrete
moral rules like the Ten Commandments, but at heart, these are universal principles
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of justice, reciprocity and equality of human rights, and of respect for the dignity of
human beings as individual persons.

A knowledgeable executive, who is conscious of his/her responsibility and less dependent on the
external forces, is likely to display a more ethical role in the conduct of his/her affairs. Therefore,
organisation should make an endeavour to enable the moral development of its employees. Thus,
we can infer from Kohlberg’s model that if managers at Level I are likely to display ethical/unethi-
cal behaviour on the basis of outcomes then managers at Level Il would do the same because of
expectations others have from them. The behaviour and decision-making of managers at Level 111
would be influenced by the principles they themselves choose to live by.

. Formal Education and Cultural Elements: The education system and the culture in which one

is brought up play a significant role in shaping up the ethical framework of an individual. Indian
managers experience a clash between the values acquired from their formal education and profes-
sional training (based on the Anglo-Saxon model) and those drawn from the family, culture and
society. Values drawn from training emphasise western instrumental rationality and rule follow-
ing, whereas the values drawn from family and the community emphasise affiliation and social
obligation. The source from which an individual predominantly derives his/her ethical stance de-
termines the nature of his/her ethical behaviour.

. Cross-Cultural Element: The liberalisation of the Indian economy has created opportunities for

increased interaction between Indian managers and professionals from other parts of the globe.
The ethical stances or definition of what is right or wrong for these professionals, from different
parts of globe but working in the same organisation, are determined in accordance with the source
of the ethical values and principles. What is right and acceptable in one culture may be unethical
in the context of another culture. If the managers from different countries while working together,
differ in their preferences and responses on ethical issues, there might be a friction or clash.

Years ago, some foreign companies operating in South Africa broke the South African apartheid
law that required segregated washrooms for employees on the basis of their colour and race'!. If
they had the same washroom for all employees, it was illegal, if they had segregated the wash-
rooms for their employees, it would have been unethical according to the values upheld by the
culture prevalent in their parent countries.

. Personality Variables: Different variables of the personality of an individual influence his/her

definition of ethics and their implementation. Some select personality variables that affect mana-
gerial ethics are described below.

(a) Ego Strength: It is a measure of the strength of a person’s convictions and beliefs with
respect to issues, people and objects. This phenomenon affects managerial ethics in the fol-
lowing ways.

e People with strong ego strength are more likely to follow their conviction and would
be inclined to resist desires to act in an unethical manner. They would rather prefer to
do what they believe is right.

e Individuals with relatively lesser ego strength are likely to be more inconsistent in their
moral judgement and action, whereas people with high ego strength would be more
consistent with respect to their moral judgement and actions.
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(b) Locus of Control: It refers to a personality attribute that measures the degree to which the
people believe that they control their own life/fate/destiny. It has a considerable impact on
the demonstration of an ethical behaviour by an individual. It is further classified as:

e Internal locus: Individuals with internal locus of control have a predominant belief
that they themselves control their destiny. They hold themselves responsible for the
majority of the outcomes that are result of the efforts put in by them. If they give the
credit for success to themselves, then they also take on the blame for failure. They look
within to find out the reasons for a certain outcome rather than outside, and hence are
usually found saying, ‘“What needs to be done, and what all should I do to make this
situation better’.

Managers with internal locus of control are in a position to display significant consis-
tent behaviour with respect to moral judgement and actions in comparison to people
with external locus of control.

e External locus: This represents the predominant belief held by certain individuals that
whatever happens to them is due to external factors, like environmental conditions,
luck, chance, destiny, etc. These individuals look outside to find out the reason for their
achievements and failures.

Situational Factor

The final factor that affects a manager’s ethical behaviour is the intensity of ethical issue itself, which
differs from situation to situation. If the ethical issue appears to be insignificant, then the manager might
be unethical in his/her conduct, but when the ethical issue under question is quite significant then his/
her conduct might be ethical.

The six characteristics that determine the intensity of an ethical issue are as following!%:

(a) Greatness of harm: A manager is likely to be more ethical when the likelihood of potential harm
is more.

(b) Probability of harm: Higher the probability of harm, higher would be the probability for display
of ethical behaviour.

(c) Consensus of wrong: If more number of people believe something is wrong or unethical, the
manager will have lesser tendency to be unethical.

(d) Concentration of effect: If the impact of harm is likely to be concentrated, then the manager
would demonstrate willingness to be ethical rather than being unethical.

(e) Immediacy of consequence: If the harm is likely to be felt sooner, then the tendency of the man-
ager would be to be ethical in his/her stance.

(f) Proximity to victims: Closer are the potential victims to the likely harm, higher would be the
tendency to be ethical.

NEED AND IMPORTANCE OF BUSINESS ETHICS

A survey of Fortune 1000 firms found that 98 per cent of the responding firms address ethics or conduct
issues in formal documents. Of these firms, 78% have a separate code of ethics, and most distribute
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these policies widely within the organisation. Many employees also receive ethics training and have

access to a telephone line for reporting problems or seeking advice'-.

13

This increased prevalence of formal importance to ethics clearly demonstrates the criticality of busi-
ness ethics for a corporate entity in the present-day business scenario. This has happened because of the
following reasons:

Long-term Success: 1f an organisation wants to be successful in the long run, it must be built on a
foundation of ethical principles. Unethical practices lead to the demise of the organisation sooner
or later, as has been seen in the debacle of Satyam Computer Services.

Demand of Stakeholders: 1t is essential for today’s managers to be both socially responsible as
well as ethical in letter and spirit because the organisation and its stakeholders consider the prac-
tice of managerial ethics an essential part of managerial responsibility.

Extent of Impact of Business on Society: Both the size of business organisations and the depen-
dence of society on them have increased considerably. In such a scenario, the display of unethical
behaviour by business organisations can have a significant impact on different stakeholders of the
business, including the society at large.

Effective and Fair Decision-making: Being ethical in behaviour helps the manager to solve
conflicts of interest and clashes of ideas in business in an optimum, fair and transparent manner
without biases, prejudices, etc. This increases the credibility of a manager in the eyes of his/her
superiors and subordinates and significantly contributes to the effectiveness of decision-making
process and its outcome.

Overall Impact on Organisational Culture and Output: The ethical position of a company
has a considerable impact on establishing a quality culture in the organisation. It also conveys to
different stakeholders about the importance of ethical behaviour while representing and acting on
behalf of the company.

Investigative Journalism: The media has become extremely proactive in bringing out unethical
issues in the public domain for a corrective action by the government and regulating agencies.
Therefore, it is important for the management of business organisations to voluntarily follow the
ethical practices in order to avoid the negative press that can destroy their reputation and tarnish
the image of the brand in the eyes of the key stakeholders.

Increased Concern of a Well-informed Public: With spread of literacy, increased communication
through electronic media and strengthening of consumer movement, the present-day consumer is
significantly more aware than he used to be in the past. He is not only aware but has also become
conscious of his rights. He wants business organisations to deliver what is due to him, failing
which he can adopt different means to get justice. Therefore, it is in the interest of business or-
ganisations to be ethical in their dealings with the customer. This helps not only in retaining the
satisfied customers but also in avoiding the generation of negative word of mouth.

Regulatory Bodies: In India, business related laws have been tightened steadily, and empowered
regulatory agencies are being set up to oversee their compliance. Some important regulatory bod-
ies that act as watchdog for compliance with respect to ethical behaviour are: Securities and Ex-
change Board of India (SEBI), Telecom Regulatory Authority of India (TRAI), Insurance Regula-
tory and Development Authority (IRDA), etc.
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SEBI has been instituted to curb the manipulation and unethical behaviour with respect to the opera-
tions of the securities market and share prices on different stock exchanges. It has put in place many
regulations and guidelines for effective and efficient working of the financial and corporate sector.

e Code of Corporate Governance for Directors of Companies: This code has laid down various
provisions with respect to how the members of the boards of different types of companies should
be constituted and how they should discharge their duties and responsibility to preserve the inter-
est of different stakeholders in the business. It makes substantive addition to their legal respon-
sibilities for compliance with respect to provisions of law. Various provisions of this code ensure
that the directors of the company drive the implementation of ethical behaviour measures by the
company. Some provisions of the code are as follows:

m Requirement of CEO/MD to sign exhaustive statement of compliance of statutory obliga-
tions in every board meeting and its ownership by all directors.

m [ncrease in the number of independent directors and placement of higher responsibility on
them.

m Introduction of audit committee with an independent director as chairman for compulsory
clearance of balance sheets to prevent management manipulation of accounts.

= Greater responsibility on statutory auditors.

INSTITUTIONALISING ETHICS

One of the key responsibilities of the top management is to create an organisational environment that
promotes ethical behaviour among its employees and stakeholders. This can be achieved by institution-
alising the ethics in the organisation through regular application and reinforcement of ethical principles
and values in its day-to-day operations.

The following practices need to be implemented by the top management in words and deeds to insti-
tutionalise the ethics in an organisation.

e Establishing Code of Ethics: The fundamental practice to institutionalise ethics within an organi-
sation is to formulate an appropriate company policy on ethics, usually termed as Code of Ethics.
A code of ethics is a statement of policies, principles, standards or rules that guide behaviour!?. It
is a formal document that states an organisation’s primary values and ethical rules, which it wants
its employees to follow.

It can act as a guide to managers and employees in handling situations that involve an ethical di-
lemma in decision-making. For example, All India Management Association (AIMA), New Delhi,
has formulated a code of conduct for professional managers.

According to The Sunday Observer, GAP (a leading premium readymade garments brand)
withdrew the garments supplied to it by an Indian outsourced manufacturer and ordered a probe.
It was done on reports that an Indian sweatshop, connected with the withdrawn garments, was
employing kids some as young as 10-year-old in a factory in Delhi in conditions close to slavery.
This decision was taken in accordance with the ethical code that GAP imposed three years ago.
The Guardian reported that the hand-stitched tops, which were to be sold for about $20 in Europe
and the US by the premium retailers, were improperly subcontracted to a sweatshop using child
labour. The workers in these sweatshops were being paid as little as 13 pence (Rs.10.50) per hour



The McGraw-Hill companies

Managerial Ethics 91

for a 48-hour week. This discovery of the children working in filthy conditions in Delhi renewed
concerns about the outsourcing of garments production by large retail chains to India'>.

o Communicating Code of Ethics: Mere institution of a code of ethics is not enough. It is equally
important to communicate it regularly in a proper manner to all the employees so as to reinforce
its importance in their mind. All levels of management should continually reaffirm the importance
of the ethics and the organisation’s commitment to its code of ethics.

To highlight the importance of the code, strict disciplinary action need to be taken on a consistent
basis against the employees who violate the code. They should be publicly reprimanded so that
others too learn a lesson about the importance of display of ethical behaviour in accordance with
the code of ethics.

Managers can take the following actions to communicate and reinforce ethics in their
organisations:

m Making it mandatory for all employees to sign the code of ethics.

m Including ethics as a criterion in designing roles and responsibilities, defining goals and
objectives, and designing the overall performance appraisal mechanisms.

m Utilising every opportunity to encourage ethical behaviour and publicise it.

m Encouraging employees to report unethical practices (commonly known as whistle blowing)
as and when they observe something unethical in the organisation without fear or anxiety of
being punished or harassed.

e Instituting Ethics Programme: If an organisation wants to base itself on a foundation of ethical
principles, its leaders at all levels of management need to play an integral part in firmly establish-
ing the formal ethics programme.

A good ethics programme must be sustained to ensure that it is regularly adhered to and incorpo-
rated in decision-making at all levels in all aspects of business. The organisational climate con-
ducive to the display of ethical behaviour by one and all can be established through the following
measures:

m Leadership: Commitment of the top management to ethics is the foremost requirement for
institutionalising ethics.

An organisational ethics programme starts at the top and must permeate the entire organisa-
tion. Navran'® (1997) emphasizes, ‘The bottom line is that ethics is a leadership issue. Lead-
ers set the tone, shape the climate and define the standards’.

The top-level managers have to act as role models for subordinate staff. A sound ethics pro-
gramme will only be successful as long as leaders continue to communicate and update the
standards.

= Instituting Ethics Committees: Implementation of ethics can be ensured by formally ap-
pointing an ethics committee. This body can act as the custodian of ethical conduct by the
organisation and its employees. Any violation of ethics can be brought to its notice for re-
dressal and correction.

To be effective this committee needs to be empowered. Only then it would be in a position
to institute ethics in the organisation through its recommendations, verdicts and dictums on
the issues that are brought before it for its consideration.
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Training Programmes: Ethics can be institutionalised by teaching them in Management
Development Programmes (MDPs). The leading companies of the world lay great emphasis
on training their manpower with respect to ethics and have instituted MDPs for teaching
ethics.

Hiring: Institutionalisation of ethics in an organisation can be ensured in the first place by
hiring individuals with high ethical standards as its employees. Selection procedure should
employ techniques that can identify and reject unethical candidates.

Social Audits: By conducting social audits, an organisation can assess the degree to which
its practices are ethical. This mechanism of measurement, assessment and review sends a
clear signal to all the employees and other stakeholders that the organisation is serious about
conducting its operations in an ethical manner and wants its employees to be ethical in their
conduct.

Managerial Support: The organisation needs to provide support for the individuals facing
ethical dilemmas. This would give necessary confidence to the employees to take an ethical
decision even against the odds. Managerial support becomes critical in the situations when
an employee has to choose between the options of being unethical to generate business or
remaining ethical even if it means loss of business or an opportunity.

Leading by Example: To institutionalise ethics, managers at all levels must set a good ex-
ample for their peers and subordinates through display of ethical behaviour and performance
of socially responsible managerial practices. Managers can act as good role model by under-
taking the following actions.

* Demonstrating ethical and honest behaviour on a consistent basis.
* Telling the truth without hiding or manipulating the information
* Admitting failure and not trying to cover it up.

* Communicating shared ethical values to employees through symbols, stories and
slogans.

* Rewarding employees who behave ethically and punish those who do not.

* Protecting employees (whistle-blowers) who bring to light the unethical issues or raise
ethical issues.

Raising Ethical Standards: Organisations not only need to have ethical standards but they
also need to review and upgrade them in tune with the changing expectations of society. Two
factors that create a need to raise the ethical standards are given below. They are followed
by government regulations and by education to raise the professionalism of business

managers'’.

(a) Public Disclosure: The Right to Information (RTI) Act has empowered consumers and
other stakeholders of business in India. In the light of this development, it is appropri-
ate for a business organisation to follow such practices, which if brought to the notice
of other stakeholders, must do not tarnish the image of the organisation.

(b) Publicity: The media has become extremely powerful and is increasingly acting as
a watchdog of society. Because, of its increased reach, brands can be destroyed or
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affected and sales can be significantly reduced with the publishing of any negative
news about an organisation or its products and services.

Primark, the UK’s second biggest clothing retailer, and Mothercare, the mother and
baby shop, acted in response to a report published in The Guardian newspaper and
launched an investigation into the pay and conditions of workers in Bangalore who
supply to several top-notch UK and US brands!®.

MANAGERIAL ETHICS IN INDIA AND THE WEST

The value system in India and the one in the West may show different preferences in various ethical situ-
ations. If an Indian manager experiences a conflict between western business values and Indian social
values, then different dynamics may emerge in response to the same situation.

The West is primarily a ‘deal first’ culture (based on the agreement that the two parties have with one
another), whereas the East to which India belongs is a ‘relation first’ culture (where objectivity tends to
get blended with emotions that a person holds). Indian managers regard family and social connections
as important aspects of conventional ethical thinking.

Indian managers may choose to perform their role in accordance with Indian social values or they
may choose to adopt the western instrumental rationality and rule following. As the Indian economy
becomes more integrated with the western economy, it is anticipated that tensions between personal
values/beliefs, advocated values and those required by the managers of the companies operating in a
global context would increase.

ETHICAL DILEMMA FACED BY MANAGERS

An ethical dilemma is a situation that involves an apparent conflict between moral imperatives, that is,
to obeying one moral imperative would result in contravening another. For instance, Media Net is an
internal agency of Bennett Coleman Co. Ltd. (BCCL), publisher of the Times of India newspaper. Me-
dia Net negotiates promos as editorial placements for a fee. BCCL earlier launched TPT (Times Private
Treaties) in 2006 as a separate division, which trades a stake in companies in return for providing ad-
vertising and branding. Bennett Coleman has now gone ahead to establish a new joint venture company,
Tatva Public Relations, with Mumbai-based public relations firm Adfactors PR. This development has
evoked protests from some quarters which see the promotion of a public relations agency by BCCL,
the largest news and media company of India, as a conflict of interests'®. Issues like this raise fears of
compromise of ethics by both the business entities and their managers.

In the world of cut-throat competition, organisations and their managers, going all out to win custom-
ers, do face ethical dilemma on day-to-day basis. For example, a lot of people turned a blind eye to what
Nicholas Leeson was doing at Barings Bank because he seemed to be bringing in profits. Such incidents
can happen again because the incentives are the same, rewards are very great and that’s a temptation for
people (Frost, 1999)%°.

Managers are regularly confronted with the same question in their professional lives—whether they
should avoid using unethical means, like corruption or bribery, while making an attempt to get business
or not? Even within organisations, managers compete with one another for information, influence and
resources. There are internal conflicts with respect to selecting ends as well as means. In this context,
the question of what criteria should guide ethical behaviour becomes extremely important.
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ETHICAL QUESTIONS FACED BY MANAGERS OF MNCS IN
GLOBAL CONTEXT

What is ethical in one country may be unethical in the other country. In such situations which ethical or
legal position should a business manager undertake? Exhibit 4.1 presents one aspect of varying ethical
stands in different countries.

SOl BB Which Ethics to Follow in the Global Context When Cost and Benefits are Huge

The SS United States, a luxurious ocean liner of the 1950s, was loaded with asbestos and would have cost about $100
million to be refurbished for luxury cruising, if the same was done in the West.

[ ]

In 1992, it was taken to Turkey for removing the asbestos, where the cost of it was only $2 million. But, Turkish officials
refused to allow the removal of asbestos because of the danger of cancer.

In October 19983, it was taken to Sebastopol, the Black Sea port where laws were relatively lax. Its more than one-half mil-
lion square feet of carcinogenic asbestos was removed at Sebastopol for even less than $2 million, in the context where
the safety standards could have been even lower.

As exposing workers to hazardous asbestos is unethical, a company has to decide whether to adopt host-country stan-
dards if there is no law stopping it from that. When the associated costs are too high, it is quite possible for some organi-
sation to make ethical mistake and go ahead.

Source: M.J. Satchell, ‘Deadly Trade in Toxics,” U.S. News & World Report, March 7, 1994, pp. 64

Some companies, recognising cultural differences, simply accept whatever prevails in the host coun-
try. But, this can expose the company (and its brand name) to evils like lowering of standards, corruption
and public affairs disasters, if the same are prevalent or accepted in the host country. In such a scenario,
the company can fail to have a set of common values that cement the morale and strategy of an organisa-
tion. Some companies prefer to export home-country values and ethical initiatives to the host country.
This approach could also be a mistake as it is a kind of disrespect to other cultures.

To create and succeed with a clear, consistent overseas policy, a company must face home country-
host country conflicts with respect to ethics. The important question with respect to international busi-
ness ethics is that how a company should behave when the standards followed in the host country are
lower than those followed in the home country®!'?

George Enderle?? (1995) has identified four types of approaches that are followed by the MNCs
while taking decisions on ethical issues in the global context. These approaches, described below, are
similar to a posture historically taken by nation-states.

e Foreign Country Type: The company does not apply its own, home-country ethics and principles
to host countries abroad. Instead, it prefers to operate its businesses according to local customs,
assuming that what prevails as morality in the host country is an adequate guide for its business
decision-making and practices in that country. For example, Swiss companies have historically
adopted this approach in Nigeria.

e Empire Type: This approach resembles the practices adopted by Great Britain in India and its
other colonies before 1947. The companies following this approach apply domestic values, con-
cepts and theories to the host country without making any serious modifications and often do so
regardless of the consequences.
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o Interconnection Iype: This approach is similar to states engaging in commercial relations in the
form of trading blocks, like European Union, NAFTA, etc. Companies following this approach
regard the international sphere as differing significantly from their domestic sphere. They believe
that the interconnectedness of companies transcends national identities. In this model, the entire
idea of national interest is blurred and companies don’t see themselves as a medium of projecting
or defending a national identity.

e Global Type: This approach, primarily dealing with ethics, does not take into account regional
differences. From this point of view, citizens of all nations, whether they are corporate or indi-
vidual citizens, must become more cosmopolitan and should be treated alike. The nation-state is
gradually vanishing and, in turn, global citizenship is gradually emerging in the context of world
shrinking into a global village.

How Should Organisations and Managers Respond to Ethical Issues in
Global Context?

As business ethics vary from one country to another, the obvious question for a multinational manager
is: “What should I do?” Certainly there are no clear answers as to how should a manager respond to the
issue of ethics in view of complexity and variability of international values. Different approaches advo-
cate sharply differing advices to organisations and practising managers, which range from hopelessly
callous to idealistically impractical (Donaldson, & Dunfee, 1999)%3. Some of the approaches to deal
with ethical issues in global context are cited as follows:

(a) Boddewyn and Brewer?* (1994) have defended the view that managers should consider the host-
country government on par with any other competitive factor. The government is seen merely as
another factor of production or a set of ‘agents’ that international firms can use in the management
of their chain of economic value-adding activities in cross-border activity.

Boddewyn?’ (1986) has argued that when companies seek competitive advantages, bribery, smug-
gling and buying absolute market monopolies are not necessarily ruled out.

(b) DeGeorge?® (1993) has advocated that every company must “produce more good than harm for
the host country.” This claim seems to be rational, but it is enormously challenging to know with
confidence whether a decision would do more good or more harm. It involves taking into con-
sideration all things, like effects of pollution, wage labour effects, hypothetical alternatives (what
would have happened if the MNC had not done business in the country), host-country government
effects, and so on. Therefore, this approach at a minimum would require a separate moral ‘ac-
counting’ process.

IMPACT OF CORPORATE ETHICS

It is difficult to measure the direct impact of display of ethical behaviour by a business entity on its
overall performance. A Business Roundtable Report?” (1988) titled ‘Corporate Ethics: A Prime Business
Asset’ suggested that there are no precise ways to measure the end-result of widespread and intensive
efforts to develop effective corporate ethics programmes. But, the following unethical practice is most
likely to have a negative outcome in the long run.
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Although different facets of business ethics are extremely important, yet there are different schools of
thought with respect to their applicability and implementation in different business organisations. But, as
consumers, the media, regulatory bodies and even the investors are showing an increased interest in this
domain, it is vital for the corporate world to gradually introduce or strengthen their ethical practices and
demonstrate a socially responsible behaviour. This would not only help the business community to increase
its prestige in the eyes of society, but would also contribute in a big way to sustainable development.

Points to Remember

1.
2.

10.

Ethics refer to rules and principles that define right and wrong conduct.

The practice of ethics can be classified as: normative ethics (defining what people should do or be-
lieve), descriptive ethics (describing how people behave and/or what types of moral standards they
claim to follow).

Four views or schools of thought of normative ethics are: utilitarian view, rights view, theory of justice
view, and integrative social contract theory.

Managerial ethics involve examining the application of ethical dimensions to managerial decision-
making.

Organisational factors that influence the implementation of business ethics by employees are: behav-
iour of superiors, organisation culture, organisation structure design, existence and implementation of
rules and regulations, code of ethics, detailed job description, time pressure, performance appraisal and
rewards systems.

Individual factors that affect application of managerial ethics to business situations are: values, level
and stage of moral development, formal education and cultural elements, personality variables (ego
strength and internal or external locus of control).

Situational factors that affect a manager’s ethical behaviour is the intensity of ethical issue, which is
determined by greatness of harm, probability of harm, consensus of wrong, concentration of effect,
immediacy of consequence and proximity to victims.

Business ethics have assumed importance because of these factors: need to ensure long-term success,
demand of stakeholders, extent of impact of business on society, role in effective and fair decision-
making, overall impact on organisational culture and output, investigative journalism, increased con-
cern of a well-informed society, regulatory bodies and code of corporate governance.

To institutionalise ethics, the top management needs to establish and communicate code of ethics, in-
stitute ethics programme, show leadership commitment, institute ethics committees, organise training
programmes, adopt suitable hiring, go for social audits, provide managerial support, lead by example,
raise cthical standards, etc.

As per George Enderle the four approaches followed by the MNCs while deciding ethical issues in the
global context are: foreign country type, empire type, interconnection type and global type.

Review/Discussion Questions

1.
2.
3.

What are ethics?
What are the different approaches and classification of ethics?
What are managerial ethics? Discuss factors that affect application of managerial ethics.
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What are different levels and stages of moral development?

What is the need and importance of business ethics?

How can an organisation institutionalise ethics?

What is the difference between the nature of managerial ethics in India and the West?
What ethical questions or dilemmas are faced by managers of MNCs in the global context?

What is the impact of corporate ethics? How should organisations and managers respond to ethical is-
sues in the global context?

Field Exercises/Class Exercises/Group Projects

L.

2.

Students can have an informal discussion with five different managers to examine the possibility and ap-
plication of business ethics in their day-to-day work. The observations can then form a part of class discus-
sion.

Students can interview the regional or business heads of different organisations to examine what strategies
have been implemented to institutionalise ethics in their organisation.

On the Internet

L.

Visit http://www.scu.edu/ethics/publications/iie/v12n1/questions.html to learn about the response of entre-
preneurs on the ethical issues and undertake some practical exercises with respect to business ethics.

Visit http://www.rogerdarlington.co.uk/Internetethics.html to learn more about Internet ethics.

3. Visit http://www.westinghousenuclear.com/docs/code of ethics.pdf to read of Business Ethics Code of

Westinghouse Electric Company. Discuss in the class how ethical issues faced by companies in developed
countries like America are different from those faced by the companies in developing country like India.

4. Visit http://www.ericsson.com/ericsson/corporate_responsibility/doc/code business_ethics.pdf to learn how

to develop a Code of Business Ethics.
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Case Study

Vikrant’s Ethical Dilemma

Vikrant got a lifetime opportunity to establish a subsidiary company for his organisation in a developing country in
Asia. He was chosen for this position as recognition to his illustrious career, association with company and strength
of his character.

This assignment was conveyed to him by Mr. Parekh, the CEO of the company. Parekh described this project
as the beginning of the company’s global expansion. He emphatically mentioned that Vikrant has been purposely
chosen to enable the company ensure that it could start its operations without too much delay.

After doing a small research about different parameters about the country on Internet, Vikrant concluded that
although it was a good place to do business the corruption was rampant in the country. Vikrant landed in the coun-
try and decided to stay at the home of his college mate, Nijhawan for few days to understand the country better.

One evening Nijhawan introduced Vikrant to an individual who claimed to be a ‘consultant’ having very good
linkages with legislators as well as bureaucrats. He was willing to do a great work for Vikrant for a substantial
fee.

Later, Nijhawan apprised Vikrant that a lion’s share of the consultancy fee is likely to go to politicians and bu-
reaucrats as bribe. Vikrant told him that his company is very strong on ethics and does not indulge in such practices
back home. Nijhawan promptly replied that such arrangements are normal in this country, otherwise his project
could get delayed. The delay can spoil his reputation to start business on time as per the requirement of the com-
pany.

Nijhawan emphasised that nothing works efficiently in this country without bribe. However, Vikrant was re-
luctant to give bribe in view of his company’s ethical policy. Nijhawan tried to convince Vikrant by saying that he
was not bribing anybody but only hiring a consultant who is doing all that. Nijhawan reiterated that those who have
rejected such help in the past have seen contracts and businesses go to their competitors, who have worked through
such consultants.

Vikrant got confused and went for a walk thinking about what he should do. In the midst of this confusion,
he thought of discussing the issue with the CEO? The moment he took out his cellphone to make a phone call, a
thought came to his mind: what would his boss think about his character and competence to get the things done if
he asks an opinion on this matter from him?

Questions for Discussion and Analysis

(a) Whether Vikrant should avail the services of the so-called consultant?

(b) How should business organisations deal with the problem of bribery that has become almost a norm and an
expectation?

(¢) How can managers successfully handle such disturbing gray zones that lie at the intersections of different
cultures?
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Chapter

Management—A Conceptual
Framework and Application

Management is efficiency in climbing the ladder of success; leadership determines whether the
ladder is leaning against the right wall.

—Stephen R. Covey

7 LEARNING OBJECTIVES )

After studying this chapter, you should be able to:
m comprehend the nature, scope, functions and different approaches to management
= understand who is a manager and what does managers do? What are the goals and challenges for managers

m comprehend the levels of managers and different managerial roles and management skills at different hierarchical
levels

\ m understand the differences and commonalities between managers and leaders J

INTRODUCTION

The practice of management is not prevalent among humans only, rather every living species practises
management. The survival and existence of almost all species on the earth involves application of
one or the other fundamental principle of management. Activities like living in groups, cooperative
arrangement for feeding, protection measures against predator attacks, etc. are examples of the use of
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management by various living species. But human beings developed the art of management to a very
high level, hence they became masters of this planet.

The practice of management among human beings would have begun with the coming together of
two or more people to coordinate their individual efforts to do certain tasks which could not be per-
formed optimally by individuals. With the progress of humans, their tasks became more complex thus
requiring larger groups of people for performing them. This led to the task of management becoming
more challenging as well as critical.

Generation after generation, human beings kept accumulating informally the nuggets of knowledge
on undertaking complex tasks in an integrated manner. Eventually, this knowledge was documented
thus giving birth to the discipline of management. Today, due to the flourishing of the highly goal-
oriented work culture and the integration of national economies with the global economy, management
has become an important human activity. The progress of both an individual and a nation depends on
how better they manage their affairs.

DEFINITION OF MANAGEMENT

The word ‘manage’ is derived from the Italian word maneggiare which literally means ‘to handle’,
especially a horse. The English word ‘management’ evolved from the French word mesnagement (later
ménagement) in the 17th and 18th centuries.

The basic objective of management is handling people or a situation for achievement of certain
goals. As a noun, the word ‘management’ refers to the person(s) who perform the act(s) of management.
But, from a functional or implementation perspective, management is a process that involves planning,
organising, resourcing, directing and controlling different activities for the accomplishment of desired
goals. Management is also approached as a mechanism of creative problem solving. The creative prob-
lem solving is accomplished through four functions of management: planning, organising, leading and
controlling (Higgins', 1994).

In the early twentieth century, Mary Parker Follett> defined management in simple words as ‘the art
of getting things done through people’. According to Koontz and Weihrich?® (2008), ‘Management is the
process of designing and maintaining an environment in which individuals, working together in groups,
efficiently accomplish selected aims”.

CHARACTERISTICS OF MANAGEMENT

The term ‘management’ conveys different meanings depending on the context in which it is used. Some
of the connotations associated with management are explained below:

(a) An Integrative Process: As a process, management involves integration of different functions,
techniques and practices through which a manager coordinates the activities of the other people.
It refers to the sequential application of different managerial functions such as planning, organis-
ing, staffing, directing and controlling. Performing these roles as an integrated process ensures
the transformation of resources into products and services to satisfy consumer needs and generate
surplus for the organisation.

(b) A Goal-oriented Process: Management aims to achieve economic and social objectives by in-
tegrating all the activities in a single coordinated effort and a process. It directs group efforts
towards achievement of pre-determined goals.
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(c) An Intangible Factor of Production: Management is not an end in itself; but it is a means to

achieve group objectives. Management is a vital and intangible factor of production that is present
everywhere but not visible. It helps in transforming other factors of production, like land, labour
and capital, into goods and services through coordination of different resources for the accom-
plishment of organisational goals.

(d) A System of Authority: Management is also a rule-making and rule-enforcing body of an organi-

sation. The authority to make and implement rules is divided among different levels and positions
of management. On the basis of concentration and dispersion of authority in an organisation,
management can be classified as centralised or decentralised.

(e) A Discipline: Management is also referred to as a systematic and organised body of knowledge

and a discipline with different specialisation streams for different functions, like financial manage-
ment, human resource management, marketing management, etc.

(f) A Profession: Management is an applied and skill-based practice which is taken up as a profession

by trained managers. This profession has its own sets of principles, conventions, codes of conduct,
ethics, rules and procedures. It is a dynamic, never-ending function that has to be performed on a
regular basis. As a function, it keeps on evolving over a period of time.

(g) A Group of People: Management also refers to a group of individuals who are responsible for

getting things done through others. Thus, all individuals in an organisation, who exercise the
managerial responsibility on people and resources make up management. In a company form of
organisation, shareholders constitute a Board of Directors that appoints the management to carry
out business operations.

MANAGEMENT LEVELS AND HIERARCHY

In small business organisations, the management team typically comprises the owner only. But, as the
organisation grows in size, a suitable organisation structure is required. Generally, this structure of man-
agement is classified into the following three hierarchical levels:

1. Top Management
2. Middle Management
3. Frontline Management: Supervisors or Team-leaders

The extent to which a manager performs the managerial functions depends on the level he/she repre-

sents in the management hierarchy. The responsibilities of different levels of management are described
below.

(a) Top Management: Top management leads the entire organisational effort through creation of vi-

sion and mission for the organisation, setting long- and medium-term goals, developing long-term
strategy and leading middle-level managers to ensure attainment of the goals and objectives of the
organisation. It normally comprises managers who are appointed by the Board of Directors. They
are few in number and their designations include ‘Managing Director’, ‘President’, ‘Chief Execu-
tive Officer’,”Executive Director’, ‘Vice-President’, ‘Director’, etc.

To perform at top level, managers need to have good conceptual and design skills to plan, organ-
ise, monitor and lead the entire organisation towards realising its vision. The responsibilities of top
management are as follows:
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e Top management is responsible for strategic decisions and activities of the business that are
of a long-term nature.

e They have to chalk out plans for the entire organisation and oversee the results that follow
the implementation of plans.

e They are accountable for the impact of their business actions on other stakeholders.

e They have to be aware of external factors such as economy, markets, broad trends prevailing
in society, etc.

Top management
President
Vice-presidents

Middle management
Plant managers,
Division managers,
Department managers

Frontline management
Foremen, supervisors,
office managers, team-leaders

Figure 5.1 Managerial Hierarchy

(b) Middle Management: Middle management is directly responsible for the actual operations of
various divisions or departments in an organisation. It acts as a communication bridge between top
management and frontline managers. To perform this role effectively, middle-level managers need
to have good human skills, which enable them to have fruitful interactions with subordinates and
top management on a regular basis. Their job titles include ‘Divisional Head’, ‘Unit Head’, ‘Head
of Department’, etc. The responsibilities of middle management are as follows:

e Middle-level managers ensure that the planning of top management gets optimally imple-
mented throughout the organisation. They transform strategic plans into tactical and opera-
tional plans so that the strategic intent is implemented in an effective and efficient manner.

e They have specialised understanding of certain managerial tasks.

e They are responsible for communicating and coordinating with frontline management for
the effective implementation of the decisions of top management.

e They also communicate the performance reports, feedback and business intelligence, gath-
ered from the market and frontline management, to top management as an input for future
decision-making.
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To play their roles effectively, middle-level managers need to have an extraordinarily high level
of emotional maturity. Japanese companies became global companies because their middle man-
agement was empowered to undertake assignments in product development and operations in
collaboration with motivated and empowered frontline managers. But, in many Indian companies,
middle-level managers are caught up in organisational politics and get so much involved in the
controlling function that they have little time to play an effective role.

Supervisory or Frontline Management: Supervisors or frontline managers are directly respon-
sible for the performance of employees or workers involved in various operations. They imple-
ment the operational plans developed by middle-level managers and act as a link between the
management and the workforce. Typical job titles of frontline managers are: ‘Section-in-charge’,
‘Manager’, ‘Supervisor’, ‘Foreman’, ‘Section Engineer/Officer’, etc.

Professor Keith Davis* highlighted the criticality of the role played by supervisors terming them as
the keystone. According to him, if an organisation is an archways, then supervisor is its keystone
(central topmost stone of an arch). The supervisor is the main connector joining the management
and the employees. Without supervisor, organisation would collapse. The supervisor is an essen-
tial constituent of management. Like a keystone, he takes pressure from both sides (management
and workforce) and also exerts his own pressure. This exchange of pressures strengthens the arch
of management.

By interpreting policies, giving instructions and information to the employees, the supervisor
serves as the management’s point of contact with them. He ensures that workers know what is ex-
pected of them and how their work relates to the whole process. He exerts efforts towards attaining
desired productivity and efficiency in the execution of assigned tasks by the employees. Thus, in
this way, he makes a significant contribution to make the company successful. The responsibilities
of frontline management are as follows:

e Frontline management ensures that the decisions and plans made by top and middle manage-
ments are implemented effectively.

e [ts emphasis is on directing and controlling the work of employees in order to achieve the
team goals. It manages operational costs to ensure that the operations remain economically
viable.

e Frontline managers are the only level of management that manages non-managers. They
have a direct supervision over the workforce in office, factory, sales field, etc.

e They measure and grade the performance of employees and present their productivity report
to the middle management for managerial action.

e They provide technical guidance to the operators or employees to perform their role effec-
tively and efficiently.

e They gather business intelligence and submit it to middle management.

e They deal with customers (internal or external) and resolve their issues and concerns, if
any.

e They establish a balance between the conflicting demands of the employees and the custom-
ers, and those of top management and the workers or staff members.
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FUNCTIONS OF MANAGEMENT

Managers are expected to perform certain functions so that they can get the things done through and with
people in an effective and efficient manner. These managerial functions, which are goal directed, inter-
related and interdependent, have been classified under different heads by different schools of thought.
Frenchman Henry Fayol®, the father of modern management theory, was the first management thinker
to identify five basic management functions which are: planning, organising, commanding, coordinat-
ing and controlling. Different thinkers over a period of time kept on adding or deleting managerial func-
tions from this list in accordance with the modification in the managerial practice. The present widely-
accepted integrated approach to management, given by Koontz and Weihrich®, classifies managerial
functions as: planning, organising, staffing, leading, coordinating and controlling. These functions of
management have been briefly outlined in this section and discussed at length in subsequent chapters.

Planning

2 >

Controlling Organising

Functions
of
Management

o
@

Directing <j

Figure 5.2 Functions of Management

e Planning: Planning is the process of selecting mission, goals and objectives of an activity or

an organisation and determining a systematic process and actions for their accomplishment. All
levels of management engage in planning, but the extent of time they invest in planning activities
vary from one level to another.
The formal planning process consists of a systematic, logical and orderly series of steps to prepare
an organisation for the future by determining its goals and objectives, and the means to achieve
them. It requires decision-making as it involves choosing a particular future course(s) of action
from different alternatives. The decision is the threshold point that transforms the planning pro-
cess into a plan.

e Organising: Organising is the process of establishing an organisational structure; assigning roles,
responsibilities and tasks to different positions; and establishing hierarchical, reporting and authority
relationships between them to implement plans and accomplish goals in a coordinated manner.
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The focus of organising is on determination of organisational design; assigning of tasks to
different divisions, departments and individuals; determination of the level of authority to
successfully execute the assigned tasks; assigning responsibilities; and determining the pattern of
flow of information within the organisation so that planning can be implemented with optimum
productivity.

Staffing: Staffing covers different activities aimed at filling and keeping filled the various posi-
tions in the organisation structure with people of appropriate competency. This function is also
known as ‘human resource management’.

Staffing includes activities such as job analysis, determining manpower requirement, assessing the
inventory of people/skills already available, recruitment, selection, hiring, induction, placement,
training, development, compensation, performance appraisal, transfer, promotion and career plan-
ning of both new candidates and current employees so that tasks are accomplished effectively and
efficiently.

e Directing: Directing is the process of influencing people’s behaviour for achievement of organisa-

tional goals through creation of an effective organisational climate, provision of proper leadership,
motivation, guidance, communication, group dynamics, conflict management coordination and
overseeing of employees and activities to get the best out of the employees. Newman and Warren’
(1985) have defined directing as the steps a manager takes to get subordinates and others to carry
out plans.

Directing involves achievement of organisational goals by aligning them with the individual goals
of employees. As this function is predominantly concerned with the interpersonal aspect of man-
aging, some experts prefer to term it as ‘leading’.

Effective managers have to act as competent team leaders to transform different groups of people
into highly coherent and well-integrated teams that are focused on the common goal. In this task,
directing or leading plays a major role to motivate them by identifying the potential of individu-
als in a group and channelising their energy and behaviour to willingly play an effective role in
achieving organisational objectives. Simultaneously, directing helps employees to accomplish
their personal objectives.

It has been observed that subordinates gradually start behaving or performing according to the
good or bad treatment meted out to them by their managers. A good treatment mostly results in a
superior performance by subordinates. The reverse happen when subordinates are treated by their
managers. George Bernard Shaw’s play Pygmalion® explored the notion that the way one person
treats another, for better or worse, can have a transforming effect on the latter. In the play, Elize
Doolittle explains: ‘The difference between a lady and a flower girl is not how she behaves but
how she’s treated. I shall always be a flower girl to Professor Higgins because he always will; but
I know I can be a lady to you because you always treat me as a lady and always will.’

Controlling: Controlling is a managerial process that ensures conformity of performance with
pre-established standards by measuring individual and organisational performance, comparing it
with the standards and correcting any significant deviation. Since managers are ultimately held
accountable for the performance of their subordinates, they need to regularly monitor and analyse
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the output of their subordinates and provide timely feedback to ensure that group goals are ac-
complished as per plans.

Although planning must precede controlling, yet plans are not self-achieving. Plans only guide man-
agers in the use of resources for the accomplishment of specific goals. The performance of activities
needs to be regularly monitored and checked to determine whether they conform to plans or not.

If a manager aspires for successful accomplishment of the assigned task, he has to perform all the
above mentioned functions in an appropriate and integrated manner. Failure in any one of them can
derail the entire managerial effort and negatively affect the accomplishment of goals and objectives.

MANAGERIAL ROLES

In order to perform different managerial functions and achieve organisational goals, managers need to
perform multiple roles. Henry Mintzberg® of McGill University conducted a research study to determine
what managers actually do? On the basis of the systematic observation of five CEOs in different organi-
sations, he identified ten roles that are common to all managers. Although these ten managerial roles
are described individually, yet they form an integrated whole as they are interrelated. These ten role, as
shown in Figure 5.1, are further classified in three broad groups: interpersonal roles, informational roles
and decisional roles. These three types of roles are described as follows.

e Figurehead role
Interpersonal ..
e Liaison role
roles )
e [ eadership role
X ® Monitor role
Informational . .
e Disseminator role
roles
e Spokesperson role
e Entrepreneurial Role
Decisional e Disturbance-handler role
roles e Resource allocator role
e Negotiator role

Figure 5.3 The Managerial Roles

1. Interpersonal Roles

Managers direct and supervise employees on a day-to-day basis. They also interact with different stake-
holders of the business environment outside the organisation. Because of the intensive interaction of
managers with people inside and outside the organisation, their interpersonal role becomes extremely
critical. The interpersonal role of a manager requires him/her to act as a leader, figurehead and liaison
officer. These three interpersonal roles are described as follows:
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(a) Figurehead Role: Managers represent their organisation to different stakeholders. Top manage-

ment represents the company legally and socially to different stakeholders outside the organisation
while middle management represents the viewpoint of their division, plant or department.

The figurehead role is usually played by managers whose position is higher than middle-level
managers. These managers may communicate current organisation programmes or performance,
future organisational plans or ethical practices adopted by the organisation to different constitu-
ents of the business environment at different forums and platforms.

(b) Liaison Role: Managers need to interact with peers and individuals both inside and outside the

organisation to gain favours and information and to maintain the routine flow of work for the ac-
complishment of organisational goals.

In the role of liaison officer, a manager coordinates the work of others in different work units and
establishes alliances with others to share resources. This role is particularly critical for middle-
level managers, who often compete with other managers for important and limited resources. At
the same time, they must maintain successful working relationships with other managers.

(c) Leadership Role: This role enables a manager to influence the behaviour of others for the ac-

complishment of group goals. As a leader, manager acts as an example or role model for other
employees to follow, gives commands and directions to subordinates, makes decisions, and mo-
bilises employee support. The leadership role should not be limited to the top management alone;
managers at all levels of the organisation should demonstrate some leadership quality.

I [ ] Table5.1 Interpersonal Roles of a Manager

Nature of Role Description of Actions Examples of Corresponding Roles

Figurehead Symbolic leader of the organisation, Per- | Attending ceremonies, hosting events, repre-
forms duties of social and legal character | senting the organisation at public forums

Leader Motivating subordinates, Influencing their | Subordinates have to be led for a motivated
attitude and behaviour performance most of the time.

Liaison Establishing a network of contacts within | Attending events and meetings, taking care of
and outside the organisation business correspondence, etc.

2. Informational Role

The informational role requires managers to obtain and transmit information. The performance of this
role ensures that the required information is provided by the manager to all concerned so that different
tasks are coordinated for accomplishing common goals. While receiving and transmitting information,
managers perform the following roles.

(a) Monitor Role: In a monitor’s role, the manager receives and collects information to examine

whether the performance of desired tasks is as per the predetermined standards. If the performance
is not satisfactory, he/she takes a corrective action to improve it. As a monitor, the manager also
keeps an eye on different changes in the environment within and outside the company, which may
affect individual and organisational performance.

Monitoring occurs at all levels of management. Managers at higher levels of organisation are more
likely to monitor threats from the external environment and middle or firstline managers are more
focused on the internal environment.
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(b) Disseminator Role: The manager is also expected to transmit the required information to differ-

©

ent constituents within the organisation. A top-level manager receives and transmits more infor-
mation from people outside the organisation than the supervisor.

The role of a disseminator requires a manager to disseminate the company’s vision and purpose
and information about different elements of the business environment within organisation. He also
informs employees and other stakeholders the business of about the changes that are going to af-
fect them and the organisation.

Spokesperson Role: In the role of spokesperson, managers disseminate the organisation’s infor-
mation to its external environment. In this role top-level managers express their views as industry
experts, whereas supervisors communicate as unit or departmental experts.

[ [ ] Table5.2 Informational Roles of a Manager

Nature of Role Description of Actions Examples of Corresponding Roles

Monitor (receiver) Collecting various data and information | Analysing incoming correspondence, at-
relevant to the organisation and to the | tending seminars and exhibitions, going

performance of assigned tasks. through periodic surveys
Disseminator Transmitting information obtained from | Informing employees about the agree-
(distributor) external and internal sources to appro- | ments reached, and the new practices
priate people within the organisation to be implemented
Spokesperson Transmitting information to outsiders

Presenting progress reports at meetings

about the organisation’s current situa- - .
and giving presentations

tion, achievements and future plans

3. Decisional Roles

Managers are required to make different forms and levels of decisions on the basis of their hierarchical
position and the assigned responsibility. An individual cannot be expected to perform the role as a man-
ager without being competent to make decisions. The decisional roles require managers to plan strategy
and utilisation of resources for achievement of organisational goals in an efficient and effective manner.
The four decisional roles performed by managers are described below.

(@)

(b)

Entrepreneurial Role: In the entrepreneurial role, managers, like an entrepreneur, initiate change
and take decisions to align the business with the ever-changing business environment. The entre-
preneurial role requires a manager to assign resources to develop innovative goods and services,
or to expand business. This role is generally held by top-level managers although middle manag-
ers may be given some power to make such decisions. Organisations are making an attempt to
institute a culture where managers at all levels develop a sense of ownership and perform their role
with entrepreneurial spirit (intrapreneurs).

Disturbance-handler Role: As a disturbance handler, managers deal with the problems facing the
organisation—conflicts from within the organisation and threats from the external environment.
Managers at all levels perform this role. For example, frontline managers may correct a problem
affecting the assembly line or a middle-level manager may attempt to address the issue of worker’s
strike in a unit or division. Top-level managers handle the problems that are associated with the
external environment.
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(¢) Resource Allocator Role: As a resource allocator, a manager has to take decisions on where the
organisation needs to expend its limited resources and efforts in order to get the optimum return
on its investment.

(d) Negotiator Role: Managers negotiate with outside parties as well as within the organisation by
acting as a mediator. The top-level manager negotiates for the entire organisation while the super-
visor negotiates about his/her work unit in order to make the best possible contribution.

B [ ] B Table5.3 Decisional Roles of a Manager

Nature of Role Description of Actions Examples of Corresponding Roles

Entrepreneur Initiating the implementation of innovations, de- | Participation in meetings on development
veloping new processes for the organisation and implementation of innovations

Disturbance Setting things in order when organisational opera- | Discussing and making decisions to over-

Handler tions are threatened by internal or external forces | come crisis situations

Resource Deciding on allocation of the organisation’s physi- | Developing and approving plans, sched-

Allocator cal, financial and human resources ules, estimates and budgets.

Negotiator Representing the organisation in important nego- | Conducting negotiations, establishing deals
tiations with different stakeholders with individuals and other companies.

The empirical testing of managerial roles has revealed that managers perform these roles but the
emphasis placed by them on different roles varies with the organisational level'?. The supervisors also
perform managerial roles but their emphasis differs from that of the top-level managers. For a supervi-
sor, the figurehead role is not of much significance. But the disturbance handler and negotiator roles
have increased importance for the supervisor.

MANAGEMENT AS SCIENCE OR ART

In order to understand whether management is a science or an art, it is important to first understand what
constitutes science and what can be termed as art. Science is a systematic body of knowledge that is
developed through observation and experimentation, and can be verified. Scientific principles establish
a cause and effect relationship between various factors. Mere knowledge or collection of facts does not
qualify as science. It is only when the gathered knowledge is verified in different geographies and over
a period of time, it becomes science. Art is a systematic application of a skill or knowledge for the ac-
complishment of results. It represents the methods or ways of doing specific things to effect change and
accomplish results through deliberate efforts.

The basic difference between science and art is that science is concerned with knowing ‘why’ and art
deals with the ‘how’ of application. Given below is a systematic presentation on why management is
both science as well as art.

Management as an Art

The following features and characteristics of management present it an art:

1. Personal Skill: Management is an art as a manager has to use his personal skill, knowledge and
ingenuity in solving many complicated problems on day-to-day basis.
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2. Practical Knowledge: Management does not merely mean the systematic documentation of prin-
ciples, but it is the application of these principles that makes it effective and useful.

3. Results-oriented: Management is concerned with the accomplishment of objectives and has a
result-oriented approach. It has to ensure that the set standards are attained by directing people
towards the accomplishment of desired results.

4. Creativity: Every art has an element of creativity. Management is one of the most creative arts
as it is concerned with getting the work done through others by motivating them and coordinating
their efforts in an innovative manner.

5. Regular Practice: Like an artist, a manager also makes an attempt to attain higher and higher
goals and perform things in an even better manner. This efficiency and effectiveness is attained
through regular practice.

Management as a Science
The following features of management present it as a science.

1. Systematic Body of Knowledge: Management is an organised body of knowledge built up by
management practitioners, thinkers and philosophers by conducting extensive empirical research
and verification of the same over the years.

2. Cause and Effect Relationship: Many principles of management establish a cause and effect
relationship. These principles have been verified through empirical research.

3. Continuous Observation: The principles of management have been developed on the basis of
continued observations by many theorists and practitioners over a period of years.

4. Validity and Predictability: The principles of management have been repeatedly tested through
practical research to verify their validity, reliability and replicability.

Management Principles vs Science Principles

The results expected from the application of management principles may not be that certain as they are
in the case of science. As engineers apply the principles of physics in the design of an instrument, man-
agers also apply management theories to people and work. But, managers need to blend management
principles with realities.

For example, the management principle of “unity of command” states that if an individual reports to a
single superior, it is more likely that the individual will feel a sense of loyalty and obligation to the supe-
rior, and there is less likelihood of confusion in instructions. However, it does not imply that individuals
must never report to more than one person. It only implies that if they do so, their managers must be
aware of the possible risks, which should be taken into account in balancing advantages/disadvantages
of multiple commands.

Thus, we can conclude that management is both art and science. As an art, it demands certain skills
form its practitioner; as a science, it provides its practitioner with a systematic body of knowledge com-
prising certain principles, laws, generalisations, etc. that have been tested and verified. But, it must be
admitted that management is not an absolute science; at best, it can be termed as a crude science because
its application varies from person to person and from one situation to another.
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UNIVERSAL APPLICABILITY OF MANAGEMENT

There exists a school of thought which believes that management is generic. Hence, management prin-
ciples are general rather than specific to a type of organisation or a geographical territory. For example,
Fayol’s 14 principles of management'! can be applied to every managerial situation. This assumption
is based on the fact that wherever there is a human activity, there is management. Be it commerce or
politics or religion or war, etc. in every sphere there is a management function to be performed.

But, there is another school of thought which believes the application of management principles
varies from one socio-cultural background to another. For example, Gopalakrishnan'? stressed that as
India became independent after 200 years of British rule, its educational and administrative systems
have strong Anglo-Saxon influence. Therefore, Indian leader-managers tend to be less Asian than their
Far Eastern counterparts and perform well in countries, like the UK and the USA. Americans see the
Far Eastern manager as polite, sensitive and team-oriented, whereas the Indian leader-manager is seen
as direct, aggressive and individualistic.

If the Dutch and Anglo-Saxons have a direct approach to problems, which might be termed as linear,
then the French would discuss all aspects surrounding an issue rather than the issue itself. This might be
because of their educational system which teaches one to look for the context surrounding a situation.
That is why the French tend to be creative. The Arab approach to complex problems is unique. If A and
B have to discuss a deal in an Anglo-Saxon culture, they would discuss until they agree or they would
break off. In the Arab situation, it would be common to have the discussion via C!3.

Harold Koontz'4, in his model of comparative management, concluded that management as sci-
ence (organised knowledge) has universal application, but the practice of management is an art and as
such must be adapted to the situation. Thus, we can conclude that management is universal only if the
manager has become familiar with the specific situation in which it has to be applied. Managers need
to be familiar with production technology, customer characteristics and the culture of the industry with
respect to a society to be effective in applying their generic management skills to that society. Thus,
management principles are universal but the manner in which they are practised by managers vary
across countries, regions and organisations.

SCOPE OF MANAGEMENT

The scope defines the boundaries and the realm of a discipline. The scope of management comprises the
following activities.

(a) Intellectual Activities of Management: As management involves getting things done through
and with others, so most of managerial activities are intellectual activities. These intellectual ac-
tivities enable the manager to accomplish his/her goals and objectives in an effective and efficient
manner. Some of these activities are: planning, organising, directing, coordinating, reporting, bud-
geting and controlling.

(b) Effective and Efficient Utilisation of Resources: Attainment of productivity in the operations
aimed at generating surplus is the key element of management. In other words, management rep-
resents an approach that is focused on transformation of inputs into desired outputs in an efficient
manner.
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(c) Functional Activities of Management: The domain of management is classified into a number
of specialised functions. Some of the select and leading functions of management are: Financial
Management, Marketing, Sales and Distribution Management, Human Resource Management,
Production Management, R&D Management, Purchase Management, Supply Chain Manage-
ment, Office Management, etc.

(d) Creativity and Innovation: The key responsibility of the management is to look for innovative
solutions to the issues or concerns at hand. Management has to adequately balance the need for
stability with the desired level of change for regularly aligning the organisation with the changing
business environment.

(e) Beyond Business Administration: Management has been mistakenly equated only with the do-
main of ‘business administration’. This wrong perception has proved detrimental for the discipline
of management as it has led to the exclusion of trained management professionals from organisa-
tions that do not fall under the purview of conventional trade and commerce. Even the institutes,
which impart management education, are being increasingly termed as B-Schools.

In reality every organisation, whether involved in trade and commerce or not, must manage its work,
people, processes, technology, etc. in a manner that facilitates the achievement of its intended goals
with optimum productivity. Every form of organization—for-profit, non-profit, a country, a state, etc.
—wants to ensure that its expenditure should not be more than its revenue. The objective of the people
at the helm in an organisation should be to justify the existence of the organisation and enjoy the faith of
investors or donors. Therefore, all organisations strive to manage their activities in such a manner that
helps them generate a surplus for their long-term survival.

In reality, the scope of management goes much beyond the world of trade and commerce. The fun-
damentals of management, that have been developed after considerable empirical research, need to
be employed by all forms of organisations. Similarly, the professionally trained managers need to be
considered for employment in all forms of organisations, like universities, hospitals, police, NGOs,
commercial organisations, etc. to manage their resources in an efficient and effective manner. If pos-
sible, these organisations should strive to generate surplus so as to sustain themselves or justify their
respectful existence over a period of time.

Different Approaches to Management

Management means different things to different people. No single approach of management is univer-
sally accepted. Over the years, theorists and academic authors have contributed to the evolution of the
discipline of management. They approached the discipline of management from different perspectives,
leading to the emergence of different schools of thought of management. Different schools or philoso-
phies of management remained dominant at different times. Some of them were so distinctive that they
were termed as unique approaches. Harold Koontz!> has described the phenomenon of emergence of a
large number management approached as ‘The Management Theory Jungle’. These approaches have
been explained in detail in Chapter 6: Evolution of Management Thought.

The existence of many distinct approaches of management has created a confusion in the minds of
practitioners about their effectiveness in different situations. To overcome this confusion, a practising
manager has to analyse a given situation and decide that which role, skill or approach would enable him/
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her to respond to that situation in an optimum manner. Given below is a brief description of the role of
a manager.

Manager

A manager is an individual responsible for planning and directing the work of one or more groups of
individuals, monitoring their performance and taking corrective action when necessary for the accom-
plishment of organisational goals and objectives. To get things done, a manager need not be the best
in any or all the areas that he/she is responsible for. But he/she should be familiar with the work of all
members of the group that he/she supervises. The manager should know how to manage his/her team
rather than to know how to do their work well.

Essentially, the role of a manager is to create and maintain an internal environment that enables indi-
viduals transform their potential into performance for the achievement of organisational goals. To create
the required internal environment, the manager uses resources, like people, technology, facilities and
equipment, materials and supplies, information and money. Also, the manager has to constantly scan
and comprehend different dimensions of the highly dynamic external environment of business, which
affects the organisation’s area of operations. Managers are expected to anticipate challenges and plan or
modify their strategies well in time to meet the future challenges.

With a good number of organisations operating in many countries, their managers have to understand
not only the environments of the host countries but also their linkage with each other and with the global
economy. Thus, managers are expected to regularly update themselves with the latest technological de-
velopments, socio-cultural elements, political trends and day-to-day happenings that can have an impact
on their business(es).

Broadly, a manager’s job involves planning for the future by anticipating changes in the external
environment; organising people into groups, allocating resources to them and then motivating them to
give their best to attain organisational goals. A manager’s responsibilities are outlined below.

e Managers contribute in determining the vision, mission, goals, and long-term and operational
objective of their organisation. They also strive for achieving these objectives by managing the
effort of others.

e A manager is responsible for the function that comes under his jurisdiction. For example, an Ac-
counting Manager supervises the accounting function. An Operations Manager is responsible for
the operations of the company that are performed under his authority.

e A manager usually has the authority to change/alter the work assignments of his team members.

e Managers may direct workers directly or they may direct several supervisors who direct the workers.

e A manager either has the power to hire or fire employees and to promote them or he/she can only
recommend such an action to the next level of management.

e Managers ensure that corporate values are maintained in dealings with other stakeholders of busi-
ness: vendors, customers, employees, public, government bodies, etc.
Goals of Managers and Organisation

It is normally felt that the aim of business managers is to make a profit. But what is profit? It is only a
measure of the surplus of sales revenue over cost incurred as expenditure period. Ideally, all types of
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managers, even if they are termed as administrators or volunteers, in all kinds of organisations (whether
commercial, business or not-for-profit organisations should aim to generate a surplus by establishing an
environment in which people can accomplish group goals with optimum amount of resources and the
least level of personal dissatisfaction. By creating a surplus, managers increase the long-term value of
the common stock of the organisation to maximise the wealth of shareholders. To generate surplus for
their organisations, managers need to achieve the following objectives.

(a) Planning for Future: Managers should not be satisfied with the present accomplishments, but

need to prepare a plan to be successful in the future as well. This planning for the future ensures
that the organisation would remain relevant to its customers in the future by evolving in accor-
dance with the changes in the environment.

(b) Minimising the Element of Risk: Although it is very difficult to predict the future, yet manag-

ers need to analyse the existing circumstances by using their experience and foresee the risks as-
sociated with the uncertainty of the future. The future risks cannot be eliminated completely, but
managers can develop contingency plans to minimise the impact of the risks.

(c) Mobilising Talent: The employment of quality talent helps in enhancing the efficiency and effec-

(d)

tiveness of various factors of production. Managers need to create a proper environment with bet-
ter pay offer, good work culture, career growth opportunities, etc. which can encourage competent
individuals to demonstrate an interest in joining the organisation.

Optimum Utilisation of Resources: Managers aim at achieving most efficient and economical
utilisation of resources. The proper use of the factors of production (men, materials, machinery,
money and information) helps the business earn sufficient profits to serve the interests of inves-
tors, employees, customers, etc.

(e) Improving Performance: Managers should aim at improving the performance of each and every

factor of production and enhancing return on investment from them over a period of time.

(f) Discipline and Morale: Managers need to maintain the required level of discipline through ad-

(2

equate control measures. They also have to keep the morale of individuals high by applying the
principles of decentralisation and delegation of authority and through provision of monetary and
non-monetary incentives.

Quality of Goods and Services: To ensure customer satisfaction and customer retention, manag-
ers need to aim at producing the products and services of such quality that is desired by customers.
Also, the cost of production should be optimum, which will help in reducing the selling cost and
increasing the overall profitability through large-volume sales.

(h) Attracting and Keeping the Customers: Managers can achieve their goals and objectives if they

can attract and retain a steady flow of profitable customers. This could be made possible by offer-
ing customers products and services as a solution to their needs in a cost-effective manner.

(i) Ensuring Regular Supply of Goods: Managers need to be adept at developing an optimum bal-

ance between demand and supply so that there are neither stock-out situations nor overstocking of
the inventories. Both these situations reduce the overall profitability of the organisation.

() Promotion of Research and Development (R & D): Managers need to make an attempt to pro-

mote R & D in the organisation so as to take lead over their competitors through the development
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of innovative products, services and managerial practices. This helps in aligning the organisation
with the changes in the technical environment.

(k) Growth and Development of Business: Growth is extremely vital for an organisation for many
reasons. Managers need to contribute to the growth and development of business through proper
planning, organising, staffing, directing and controlling function.

Nowadays one of the most over-arching goals of the top management of business enterprises is to
maximise the return to their shareholders through a long-term increase in the value of their common
stock (share price). It is felt that the price of the stock of an organisation on the stock market is a key
indicator of the long-term profitability of an organisation. It generates confidence for the organisation in
the investor community, which makes it easy to raise low-cost funds for the growth and development of
the organisation in the future.

MANAGEMENT SKILLS

Managers at different hierarchical levels are assigned specific responsibilities and defined targets of
organisational goals that they must deliver. Managers must be adequately skilled and competent to
discharge the assigned responsibilities and achieve set goals. Robert Katz'® identified three types of
managerial skills that are essential for successful management: technical skills, human skills and con-
ceptual skills.

(a) Technical Skills: Technical skills include the knowledge, proficiency and ability of the manager

to apply specialised knowledge or expertise for the successful completion of an assigned task.
A technical skill is the ability to use tools, techniques, and specialised knowledge to carry out a
method, process, or procedure (Higgins'!”, 1994). In technical skills, managers use the processes,
techniques and tools of a specific area. For example, mechanics work with tools. Their supervisors
should have the ability to teach them how to use these tools effectively and efficiently. Similarly, a
manager in the accounts department should be familiar with the fundamentals of accounting sys-
tems to guide the accountants to apply specific and most appropriate accounting techniques while
performing their job.
Technical skills of a particular field are acquired through extensive formal education, short-term
training programmes and regular practice while doing the job. Technical skills are of great signifi-
cance for managers in the frontline managerial positions and their importance diminishes as one
progresses in the managerial hierarchy.

(b) Human Skills: These skills are also termed as interpersonal or human relations skills. These rep-
resent the ability of a manager to work effectively with other people to communicate, motivate,
delegate, develop commitment, build positive interpersonal relationships, solve human relations
problems, build acceptance of one’s co-workers and relate to them in a way that their behaviour is
consistent with the needs of the organisation. The aim of human skills is to create an environment
in which people feel secure, freely to express their views and feel encouraged to perform.

Many people are technically proficient but are not that competent interpersonally. As managers
have to get things done through other people, they must have good human skills to communicate,
motivate, delegate and diplomatically handle the complex and conflicting situations. In order to
have good human skills, a manager should be a good listener, capable of understanding the needs



The McGraw-Hill companies

120 Management

Py
®

of others, good at handling conflicts, etc. The importance of human skills can be understood from
the fact that people’s problems are so often cited as a core cause of business failure.

Managers should also possess political skill that can enable them to obtain power and influence
over others and prevent other employees from taking away their power. Managers often use power
to achieve organisational objectives, but with political skill they can reach goals with less effort as
compared to those who lack political skill.

(c) Conceptual Skills: One of the major roles of any manager is decision-making. Conceptual skills
are employed in planning, formulation of ideas and solving of problems in a creative manner by
understanding abstract relationships between different factors affecting the business. Analytical,
creative and intuitive talents together make up for the manager’s conceptual skills.

Conceptual skills involve the ability of a manager to see the ‘big picture’ of organisation as a
whole to recognise significant elements in any situation; understand the relationships among dif-
ferent elements; and, solve problems in a way that benefits the entire organisation (Higgins'®,
1994).

Managers at the top level must have the ability to analyse and diagnose complex situations to
make decisions that have serious repercussions for the survival and future of the entire organisa-
tion. To perform effectively, managers should have good design skills to develop solutions for
problems in a manner which will benefit the entire enterprise. They must be able to conceptualise
a problem and work out practical solutions for it.

Thus, we can conclude that technical skills enable a manager to deal with things, human skills are
concerned with people management, and conceptual skills are related with ideas. Although all three
management skills are important at all three levels of management, yet the relative importance of these
skills is determined by a manager’s level in the organisation hierarchy.

Managerial Skills and Organisational Hierarchy

Although all types of managerial skills are required by managers at different hierarchical levels, yet
their relative importance varies from one level to the other in the organisational hierarchy.

Top management spends much more time on planning and organising vis-a-vis lower level managers.
At the top management level, conceptual and design abilities become most valuable, and the need for
technical abilities is relatively low. In large companies, CEOs can utilise the technical abilities of their
subordinates. In smaller firms, technical experience may still carry some importance at the top level of
managerial hierarchy.

Design skills are of great significance for top-level managers in order to be effective. But these skills
are also somewhat useful at middle and supervisory management positions to design innovative solu-
tions, align business with the changing business environment and resolve implementation issues and
concerns.

Different levels of diagnostic skills are required by managers across the three levels of management,
primarily due to different types of problems that need to be addressed at each level. Frontline managers
deal primarily with the issues of operations, motivation and discipline. Thus, they need to investigate
why the performance of a particular employee is going down and how to improve it. Middle managers,
dealing with the issues related to larger work units such as a division, a plant or a department, have to
diagnose why production in a particular department or sales in a particular region has gone down. Top
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managers diagnose organisation-wide problems and address issues such as strategic position, the pos-
sibility of outsourcing a task, or opportunities for overseas expansion of a business, etc.

Planning and

Top Organising by
Management Employing
Conceptual and
Design Skills

Middle Human
Management Skills for
Coordination
Supervisory TF:chnical
or Frontline Skills to Get
Management the Task Done

Figure 5.4 Management Skills

At middle management levels, the need for technical skills decreases but human skills are essential
and conceptual skills become more important than their requirement at the supervisory level. At the
supervisory or frontline level, technical skills are of greatest importance because managers at this level
spend most of their time in leading people who execute tasks.. Human skills are quite helpful for front-
line managers because frequent interaction with subordinates is an essential part of their responsibility.
Conceptual skills are usually not critical for lower-level supervisors as very little planning has to be
undertaken at this level.

To summarise, conceptual skills are relatively more important at the top level of management. Tech-
nical skills are required more at frontline managerial positions by supervisors to manage their tasks.
Although managers at all levels need human skills to interact and communicate with other people ef-
fectively, yet their importance is the highest at middle management positions. The manner in which
different skills are practised also varies significantly across different levels of managerial hierarchy.

Management Practices

The Centre for Economic Performance carried out a large research project'® (with McKinsey &
Company) to measure management practices in a systematic way in more than 4,000 manufacturing firms
across Europe, the USA and Asia. Compelling evidence from the research indicated a strong link between
better management practices and higher productivity and other indicators of corporate performance,
including return on capital employed, sales per employee, sales growth and growth in the market share.

As effective performance appears to be strongly linked with good management, all firms try to use
better management practices on a priority basis. Although knowledge of good practices is widely avail-
able in the public domain, yet many firms are still poorly managed.

McKinsey has identified 18 key management practices applicable to industrial firms. These 18 prac-

tices fall into the following four broad areas?’.

o Shopfloor operations: Practices focusing on adoption of lean manufacturing in letter and spirit.
e Performance monitoring: Practices to track and measure what goes on inside the organisation.
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e Target setting: Steps to set the right targets and track the right outcomes, and take appropriate
action if the two are not aligned.

¢ Incentive setting: Practices aimed at hiring, developing and keeping the right people and provid-
ing them with appropriate incentives to succeed.

MANAGER vs LEADER

There is a common perception that managers and leaders are the same, but managers are generally not
leaders and the vice versa. Although there are some similarities, yet entirely different sets of compe-
tencies are required to be an effective leader and a competent manager. The qualities for the two, i.e. a
leader and a manager, are generally not found in a single individual.

John Kotter?' (1990), a leading management luminary and former Professor at Harvard Business
School, proposes that management and leadership are different but complementary systems of action.
One cannot function without the other. The organisation that embraces and synergises both the systems
and manages their contradictions can thrive in an increasingly complex and turbulent business environ-
ment.

Commonality between Management and Leadership: Both leadership and management involve de-
ciding what needs to be done, by establishing a network of people and relationships, and then ensuring
that those people actually succeed in accomplishing the pre-defined objectives.

Difference between Management and Leadership: Leaders and managers accomplish the assigned
tasks in different manners. For example, managers handle complexity by planning and budgeting—i.e.
by setting goals for the near future, establishing detailed plans and schedules for achieving those goals,
and then allocating adequate resources to implement those plans. By contrast, leaders manage change by
setting a direction—i.e. developing a vision of the distant future and formulating strategies for produc-
ing the changes needed to achieve that vision??. The information presented in Table 5.4 clearly distin-
guishes between leadership and management on various aspects.

B[] Table5.4 Management Vs Leadership

Management Leadership

Establishes order: Effective management brings a de- | Introduces change and creates disorder: Effective lead-
gree of order, stability and consistency to key dimensions, | ership usually creates a disorder by introducing change to
like operations, practices, procedures and quality. status quo in order to make the things better.

Managers do planning and budgeting: Planning is a | Leaders set the direction: It is a process to identify an ap-
management process to produce orderly results. It works | propriate path for movement. It does not produce plans, but
best not as a substitute for direction setting but as a com- | creates vision and strategies.

plement to it. Direction-setting clarifies that what type of | Since leadership intends to produce change, setting the di-
planning is essential and gives a focus for planning. rection of that change is fundamental to leadership.

Management is about coping with complexity: Man- | Leadership is about coping with change: It introduces
agement is an effort to reduce the complexity and bring in | change to align a business organisation with the changing
order and stability. business environment.

Incremental in nature: Managers promote stability and | Exponential by nature: Leaders press for change and pre-
prefer incremental growth and a gradual change. fer exponential growth and disruptive change.
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Organises people: Managers ‘organise’ people by cre- | Aligns people: Leaders ‘align’ people by empowering and
ating a human system that can implement plans as pre- | motivating them to carry out their tasks through appropriate
cisely and efficiently as possible. communications.

Position power: Managers usually rely on position power | Personal power: Leaders prefer to use personal power to
to get the things done. get the things done.

Avoid risk: Managers tend to avoid risk and seek the | Comfortable with risk: Leaders by nature love to take cal-
comfort of safety and security. culated risks to make things happen.

Controls people: Control mechanisms of management | Motivates people: Leaders motivate people and channelise
push people to perform by comparing their output with | their energies by satisfying human needs for achievement,
plan and taking action when a deviation is detected. recognition, sense of belongingness, self-esteem, etc.

Very few people can be good at both leading and managing. Some have the capacity to become
excellent managers but not effective leaders, and others have great leadership potential but, face great
difficulty in becoming effective managers. Smart organisations value both kinds of people and work
hard to make them a part of the team by assigning them roles according to their inherent capacity and
potential.

It has been observed that majority of business organisations in the present context are overmanaged
and under-led. They need to develop their capacity to exercise leadership. While improving their ability
to lead, companies should remember that strong leadership with weak management is no better, and is
sometimes worse than the reverse. The real challenge is to combine strong leadership and strong man-
agement and use each to balance the other?*.

CHALLENGES FOR MANAGERS

In the world of hyper-competition and ever-changing business environment, the challenges for man-
agers have increased manifold. The following factors are influencing the working of managers in an
organisational setting:

(a) Cultural diversity: With organisations becoming global, managers have on their team people
from different socio-cultural backgrounds. Managing these diverse groups with a uniform set of
practices and approach is a significant challenge.

(b) Social responsiveness: Society expects businesses to display an active responsiveness towards
them by demonstrating a socially responsible behaviour.

(¢) Ethical and moral obligations: There are great expectations of both employees and other stake-
holders of business entities that their managers should display ethically and morally correct be-
haviour. It is becoming increasingly important for managers to understand this need and display
an appropriate conduct while performing their role.

MANAGEMENT: A CRITICAL APPRAISAL

Managers have to perform an increasingly challenging role by balancing the needs of internal and exter-
nal stakeholders. They need to be equipped with a bouquet of skills to meet this challenge. At the same
time they should be prepared to consistently learn, unlearn and then relearn the managerial practices to
be relevant in the highly competitive business world that has to fight a daily battle for their growth and
survival in the context of ever-changing business environment.
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In an empirical research, managers were found to be poor at self-assessment. They were found to be
over-optimistic about their own management practices across the globe. At the country level, the Greek,
Portuguese and Indian managers were observed to be the most over-optimistic about their management
practices while the Japanese, Swedish and French managers were found to be least over-optimistic?*.

Conclusion: The essence or nature of the discipline of management is that it applies to organisations
of all sizes and all types: manufacturing, service, non-profit, government, etc. It is practised by manag-
ers at all levels in the organisation hierarchy—from the CEO down to the supervisor. It involves the
performance of functions such as planning, organising, staffing, leading, coordinating and controlling to
optimally manage the resources at its command and generate a surplus for the growth of the organisa-
tion.

Points to Remember

(a) Management refers both to the person(s) who perform the act(s) of management as well as the process
that involves planning, organising, resourcing, leading, directing and controlling different activities for
the accomplishment of desired goals.

(b) Management is the art of getting things done through people. It the process of designing and maintain-
ing an environment in which individuals, working together in groups, efficiently accomplish selected
aims.

(c) The connotations associated with management are: It is a goal-oriented and an integrative process, an
intangible factor of production, a system of authority, a discipline, a profession and a dynamic func-
tion.

(d) Management is both science and art.

(e) The scope of management comprises intellectual activities, functional activities of management and
much beyond the conventional business administration.

(f) Management of an organisation can be classified into following three levels on the basis of hierarchy
of managers: Top Management, Middle Management and Frontline Management.

(g) Supervisors as frontline managers play a vital role and are directly responsible for the performance of
employees involved in various operations. They implement the operational plans developed by middle-
level managers and act as a link between the management and the workforce.

(h) The role of a manager is to create and maintain an internal environment, that enables individuals trans-
form their potential into performance for facilitating the achievement of organisational goals. To cre-
ate the required internal environment, the manager uses resources, like people, technology, facilities,
equipment, materials and supplies, information and money.

(i) Henry Mintzberg identified ten roles that are common to all managers, which are further classified
under three broad groups: interpersonal roles (figurehead role, liaison role and leadership role), infor-
mational roles (monitor role, disseminator role and spokesperson role) and decisional roles (entrepre-
neurial role, disturbance-handler role, resource allocator role and negotiator role).

(j) Robert Katz identified three managerial skills essential to successful management: technical skills, hu-
man skills and conceptual skills.

(k) Technical skills include the knowledge, proficiency and ability of the manager to apply specialised
knowledge or expertise for successful completion of an assigned task.
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Human or interpersonal skills represent the ability of the manager to work effectively with other people
to communicate, motivate, delegate, develop commitment, build positive interpersonal relationships,
solve human relations problems, build acceptance of one’s co-workers and relate to them in a way that
their behaviour is consistent with the needs of the organisation.

Conceptual skills involve the ability of the manager to see the ‘big picture’ of the organisation as a
whole to recognise significant elements in any situation; understand the relationships among different
elements and to solve problems in a way that benefits the entire organisation.

Conceptual skills are relatively more important for top-level managers; for middle-level managers,
human skills are essential; and, technical skills are required more for frontline managers as they spend
most of their time in leading people who execute tasks.

Managers are generally not leaders and the vice versa. Although there are similarities, yet entirely dif-
ferent sets of competencies are required to be an effective leader or a competent manager. The qualities
for the two are generally not found in a single individual.

Review/Discussion Questions

R A o

10.
11.
12.
13.

14.

Define management.

What is the nature of management?

Whether management is science or art?

Can the fundamentals of management be applied universally?

What are the functions of management?

What is the nature and scope of management?

Explain the different roles that a manager has to play while performing his/her professional duty?
Enumerate the skills that a manager needs to possess.

How do the managerial roles and application of different management skills vary with different hierar-
chical levels?

Define who is a manager and what does managers do.
What are the goals of managers?
What are the challenges for managers in the present-day business scenario?

What are the different levels of managers and the different roles played by managers at different hier-
archical levels?

What are the differences and commonalities between managers and leaders?

Field Exercises/Class Exercises/Group Projects

L.

Students can spend one day with a manager in an observation mode and try to figure out the routine and
practices adopted, role performed and the skill employed by him/her, throughout the day. These observations
can then form part of a class discussion facilitated by the faculty to bring forth the nature of managerial effort
undertaken by a manager in his/her day-to-day life.

Students can identify an activity the performance of which encompasses implementation of all the functions
of management. Students should submit a written assignment reflecting the application of different functions
of management while executing that activity.
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On the Internet

1.

Visit http://elt.heinle.com/cgi-telt/course_products wp.pl?fid=M691&product isbn_issn=0759398569&
chapter number=11&resource id=8&module id=25227 to learn what makes a good manager?

Log on at http://www.umass.edu/humres/library/Super.htm to learn about supervisory leadership develop-
ment
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Case Study

Management in Action

A special meeting of Lighthouse Institute of Management (LIM), Ambala (Haryana), is in progress in the office of
the Chairman of the institute, Mr. T.C. Garg. The meeting has been called to discuss an important issue that was
raised by the Director Dr. Krishna Kamte, with the Chairman last week. Dr. Kamte had submitted a written propos-
al to de-affiliate the institute from the Haryana Technical University and transform the existing MBA programme
into Post Graduate Diploma in Management (PGDM). Mr. Garg thought it appropriate to call a meeting and seek
the opinion of Dean (Academics), HOD, some faculty members and students before making up his own mind.

The agenda for the meeting was circulated three days in advance so the attendees can critically analyse and
evaluate their stance to be taken at the meeting, and collect supporting evidence for their viewpoints.

Mr. Garg opened the meeting with a welcome note and turned towards the young management student, “Bharvi,
you are one of the brightest students of our institute. What are your views on the agenda of today’s meeting?”
Bharvi immediately responded, “Thank you everybody for giving me this wonderful opportunity to share my views
on this topic of strategic nature”. After a pause, she said, “I am strongly in favour of this move as the curriculum
and the evaluation system of our university are not leading to any skill upgradation among the students.”

Mr. Sanjay Verma, the HOD of the MBA Department, immediately jumped into the discussion, stating: “Sir, we
have established the MBA programme after the years of hard work and dedicated effort. Now when our system has
stabilised, you want to destroy it. I don’t think it would be in the interest of the faculty, the management and the
institute.”

Dr. Puneet, the Dean (Academics) of the institute, came to the support of Mr. Verma empthatically “Sir, we must
take into consideration the fact that industry and society in this region acknowledge and respect only the MBA
degree. The PGDM nomenclature is not so well accepted in our region. This move would affect us negatively from
multifarious perspectives, as the parents of children want them to do MBA not PGDM.”

The Chairman, while intervening in the discussion, turned towards the faculty members sitting in one corner
of the conference room, “Dr. Monika, you are the seniormost among the faculty members. What is your take on
this issue? Monika replied: “Sir, we must understand that these are highly competitive times, and we need to be
customer-oriented. Our customer is industry, who seeks our output, the MBA student. We must admit that the
current syllabi of the university would not help us to delight our end customer—the industry, and the indirect
customer—the society to whom we advertise for seeking the inputs as students.”

Dr. Puneet, the Dean (Academics), could not resist his temptation to speak and interrupted Dr Monika, saying,
“Madam, we are known for our MBA programme, and you want to kill the cash cow, which is generating too much
revenue for our future growth.”
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The Director, Dr Kamte, who has been a silent spectator so far, felt that it was right time for him to intervene. He
said: ‘Respected Sir, and my team members, please understand. I have the responsibility to build the institute for
the future, and the long-term trend is towards PGDM. 1IMs, MDI, XLRI, ISB, the Goa Institute of Management,
AIMA all are offering PGDM, and they all have excellent placements, much better than any MBA programme in
the country’.

Dr. Puneet, responded strongly, stating, ‘Sir, I beg to differ. We can’t compare ourselves with these institutes.
Our students, curriculum, pedagogy—all are very different from them, and I don’t feel we have adequate compe-
tence in our faculty to take such a big leap.” Mr. Verma, seeing a support for his argument in favour of maintaining
the status quo, silently nodded and said politely: “Sir, I must call to attention the fact that we are yet to stabilise the
radical changes in teaching methodology that were introduced by the Director Sir this semester, and it would be a
clash of interests, if we start planning for another radical change before being successful in the first.”

Dr. Kamte, cutting Mr. Verma short jumped into the discussion, “Mr. Verma, [IMs are expanding, global uni-
versities are likely to be here soon, and new colleges are coming up every day. Do you think we have time and
luxury to be slow in our move to be a centre of excellence? We are rated among top 75 institutes of the country, and
I believe by moving towards the PGDM system we can be among the top 35 in two years’ time. I am personally
ready to take on the responsibility.”

At this time when the house was divided into two camps, the Chairman sensed that the decision could not be
arrived at, no matter how long the discussion went. He intervened, “Ladies and gentlemen, I am thankful for the
time and efforts you spent for this cause. This issue cannot be resolved so soon, so I request you to submit your
assertions in writing, and we would discuss them in the next meeting of the trust”.

Questions for Discussion and Analysis

1. What different managerial roles are played by different attendees of the meeting?

2. Analyse how the different skills are required at different hierarchical levels during the planning and deci-
sion-making process.

3. Try to visualise the enactment of different functions of management by different attendees of the meeting.

4. Identify the attendees who are acting as leaders and those who are acting as managers. Support your answer
with suitable conceptual background.

5. Analyse the communication process, conduct of the meeting, management styles, planning and the decision-
making process enacted by different attendees.
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Chapter

Evolution of Management
Thought

The work goes on, the cause endures, the hope still lives and the dream shall never die.

—Alfred Lord Tennyson

7~ LEARNING OBJECTIVES ~N

After studying this chapter, you should be able to:

m understand the evolution of managerial practice prior to the Industrial Revolution

m comprehend major management theories of 20th century

m know about the contribution of select management thinkers to the discipline of management
m explore the developments in management discipline in the second half of 20th century

m understand contemporary management viewpoints: Management by Objectives (MBO), Quality Management
System, Business Process Reengineering, Chaos Models of Management

\ m comprehend 21st century approaches to management )

INTRODUCTION

The first known management ideas were recorded in 5000 BC when Sumerian traders developed writ-
ten records for government and commercial use. The application of management is also evident in the
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Egyptian civilization as early as 4000-3000 BC. The pyramids of Egypt built with millions of stone
blocks by utilising the services of people are the testimonials of a coordinated effort on an extremely
large scale. Creation of such huge structures would have certainly required extensive planning, deci-
sion-making, organising men and materials, and supervision.

Romans also made significant contribution to management, which is reflected in western military hi-
erarchy and public administration systems. It would not have been possible to manage the large Roman
empire without application of sound management principles. Management strategies and practices were
also developed informally by the slave owners for exploiting/motivating a dependent but sometimes
half-hearted workforce. Similarly, techniques were developed by army commanders to motivate their
mercenary soldiers and slaves to perform the assigned task in accordance with their actual potential.

The codification of management thought got a boost with the spread of Arabic numerals between the
5th and 15th centuries and the development of double-entry book-keeping in 1494. But, the small-scale,
pre-Industrial Revolution business enterprises did not feel a compelling need for formal, systematic
management. Most promoters of those times kept on carrying out the management functions by and for
themselves.

EARLY WRITINGS ON MANAGEMENT

Works of several writers in the area of governance of kingdoms and man management created a litera-
ture that assisted in the development of modern management theories. The early leadership and manage-
ment models were provided by military, political, mythological and religious organisations. Some early
writings that subsequently influenced the development of managerial thought are described below.

o Sun Tzu’s The Art of War: This book on military strategy was written by Chinese general Sun
Tzu in the 6th century BC. But, the writings in the book can very well be used for managerial pur-
poses. The book recommends that success can be achieved by being aware of utilising the organi-
sation’s strengths and utilising them to exploit the weaknesses of the rival or enemy. It emphasises
the importance of discipline in order to get the things done through a coordinated group effort.

o Chanakya’s Arthashastra: This treatise, developed around third century BC, deals with the
governance of kingdom by a king or a leader. It lays down the principles that should be taken
into consideration by a leader while making the policies of governance and people management.
It highlights the importance of creation of departments, development of detailed job profiles and
qualifications of administrators who had to manage these departments as directors. Arthashastra
considerably affected the administrative philosophy of different rulers of India for centuries.

o Machiavelli’s The Prince: This book was written by Niccolo Machiavelli in 1513 as a counsel
for the leadership of Florence, Italy. Machiavelli recommended in this classic that the ends justify
the means and that a leader should use fear, not hatred, to maintain control.

Effect of the Industrial Revolution on Management

The Industrial Revolution made a significant contribution to the development of management thought
before the 20th century. The substitution of human power with machine power made it possible to manu-
facture goods in large numbers in factories more economically. Consequently, there emerged large-scale
businesses which required managerial skills to produce goods in an efficient and profitable manner.
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The growing size and complexity of business organisations led to the requirement of managers to
handle various business-related tasks, like assessing the demand of goods, ensuring the availability of
raw materials, assigning tasks to factory workers, supervising the production and sale of goods, main-
taining quality standards, etc. To enable managers discharge their multifarious activities systematically,
the need to develop literature on management practices was felt. Scholars responded to this need by
producing premiere literature on management in the coming centuries. Let us have a look at some of
these works.

18th Century Management Literature

(a) The Wealth of Nations by Adam Smith: From the conceptualisation perspective the great-
est contributions to management thought occurred during and after the 18th century. Renowned
economist Adam Smith in his management classic, The Wealth of Nations (1776), described the
economic advantages that can be derived from division of labour, that is, break-down of jobs into
narrow and repetitive tasks. The popularity and worldwide acceptance of the concept of job spe-
cialisation can be credited to the economic advantages propounded by Adam Smith.

(b) Innovators like Eli Whitney (1765-1825), James Watt (1736-1819) and Matthew Boulton (1728-
1809) developed elements of technical production such as standardisation, quality-control pro-
cedures, cost-accounting, interchangeability of parts and work-planning. These works led to the
creation of literature on technical aspects of management that could guide the practising managers
to perform their roles in an efficient and effective manner. All this led to the strengthening of the
Industrial Revolution.

19th Century Management Literature

The modern management discipline evolved as an offshoot of economics in the 19th century. Classical
economists such as John Stuart Mill (1806-1873) took forward the work of Adam Smith and provided a
theoretical background to resource-allocation, production and pricing issues in the 19th century. By late
19th century, economists such as Léon Walras (1834-1910), Alfred Marshall (1842-1924) and others
succeeded in providing a comprehensive theoretical background for further development of manage-
ment literature in the 20th century.

Robert Owen (1771-1858) made the first social experiment in managing others by instituting perfor-
mance enhancing interventions, like performance evaluation system, incentive-based pay system, safer
working conditions, and helping workers to acquire housing for themselves. In 1881, Joseph Wharton
took the profession of management one step ahead by becoming the first management scholar to offer a
tertiary-level course in management.

20th Century Management Literature

The first major step toward developing a systematic managerial text was undertaken in the early 1900s
by the practising managers. They developed their theories on how to perform the managerial role on the
basis of their practical experience. They regarded their works scientific as these were based on empiri-
cal studies which they actually applied in business organisations. Select works of management scholars
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of the early 20th century include: F.W. Taylor’s The Principles of Scientific Management (1911), Henry
L. Gantt’s Charts (1910) and Frank and Lillian Gilbreth’s Applied Motion Study (1917). Another pro-
fessional, Henry Fayol (1841-1925), developed the theoretical framework for different functions and
principles of management.

The first textbook on management was written by J. Duncan in 1911 and the early comprehensive
theories on management appeared around 1920. The discipline of management got a strong foundation
when Harvard University became one of the first American universities to offer a graduate degree in
business management in 1908. The curriculum for teaching management was based on the analysis of
relevant real situations in the business world. This led to development of the case study method of edu-
cation.

Scholars like Ordway Tead (1891-1973), Walter Scott and J. Mooney applied the principles of psy-
chology to management in the second quarter of the 20th century. Other researchers like Max Weber
(1864-1920), Mary Parker Follett (1868-1933), Elton Mayo (1880-1949), Chester Barnard (1886-1961),
Rensis Likert (1903-1981) and Chris Argyris approached the discipline of management from a socio-
logical perspective. Thanks to the works of these scholars, the human relations school of management
got prominence.

Around World War-1I, H. Dodge, Ronald Fisher (1890-1962) and Thornton C. Fry introduced mathe-
matical and statistical techniques into management studies to give the discipline of management a more
quantitative and scientific basis, rather than the basis of assumptions, that is, the rule-of-thumb basics.
Patrick Blackett combined the statistical theories with microeconomic theory in the 1940s, and laid the
foundation of Operations Research in the “Management Science’ to optimally solve management prob-
lems in the areas of logistics and operations.

In the post-World War II scenario, Peter F. Drucker published Concept of the Corporation in 1946,
a treatise on the nature of business organisation. This analytical work immaculately described different
dimensions and facets of a business organisation. Drucker developed the concept of Management by
Objectives (MBO) in the 1950s as a comprehensive system-based approach to accomplish the organisa-
tional objectives.

Management literature in its present form is both a reflection of and a reaction to different manage-
ment theories and approaches developed over a period of time. These theories and approaches have their
own share of useful applications as well as limitations because no single theory or approach can capture
multi-faceted discipline of management in its entirety. The co-existence of a large number of managerial
approaches, with none of them being the best among all, made management expert Harold Koontz' coin
the term ‘Management Theory Jungle’.

MAJOR MANAGEMENT THEORIES

In 1975, Raymond E. Miles described the evolution of management theory in the United States in the
form of a model in his book Theories of Management: Implications for Organisational Behaviour and
Development. His model includes different phases such as Classical, Human Relations, and Human Re-
source Management. Different management theories and managerial thoughts are described here briefly
in the order of their evolution.
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Figure 6.1 Management Theories

CLASSICAL THEORIES

The Classical school of thought evolved in the late 1800s and early 1900s and continued into the 1920s.
The classical management approach focused on attainment of efficiency and productivity in an organi-
sational setting. The predominant characteristics of different Classical theories are as follows:

(a) Emphasis was placed on the economic rationality of the individual employee. It was based on the
assumption that people choose that course of action which would maximise their economic re-
ward. This approach, which was an extension of Adam Smith’s ideology, advocated the provision
of monetary incentives to encourage employees to work hard to realise their true potential.

(b) The assumptions of Classical theorists are generally based on negative views about human nature
with respect to performance of role and responsibility in an organisational setting. Although these
assumptions are true to some extent, the Classical theorists ignored the positive aspects.

(c) The Classical theorists recognised that humans have emotions, but they felt the emotions could be
controlled by a logical and rational structuring of jobs and work.

The Classical school of management thought can be classified into three general branches: Scientific
Management, Administrative Management and Bureaucratic Management.
Scientific Management

The scientific management approach was advocated by Fredrick W. Taylor at the end of the 19th century
and the beginning of the 20th century to improve the labour productivity by analysing and improving
the workflow process.
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Apart from Taylor, Gilbreths and Gantt also advocated scientific management. According to this
approach, management is all about analysing work in a scientific manner to identify one best way of
doing a particular task and then ensuring that the task is done in the identified way only. Taylor? defined
scientific management as a means of knowing exactly what you want people to do and then seeing that
they do it in the best and the cheapest way. The focus of this approach is not to work according to the
rule of thumb or generally held assumptions but in a scientific manner by classifying the given work into
simple and routine tasks that can be done efficiently with little training.

This approach focuses on improving organisational productivity by developing an appropriate man-
machine relationship. It emphasises that jobs should be designed in a manner that they economise on
time, human energy and other productive resources. Each worker needs to have a specified, well-con-
trolled task that can be performed as instructed by following clearly laid out procedures and methods
with no exceptions. Taylor’s scientific management treatise consisted of the following principles:

1. Scientific Job Analysis: It includes replacing the rule-of-thumb work methods with methods
based on measurement and scientific study of various tasks and providing detailed instructions and
supervision to each worker about how to perform each discrete task (Montgomery® 1989: 250).

2. Scientific Selection and Training of Personnel: Select the persons who are right-fit for a job and
then train and develop them to perform that job efficiently and effectively.

3. Management Cooperation: To inculcate harmony between management and workers while per-
forming group action to achieve cooperation instead of individualism.

4. Functional Supervising: Divide work between managers and workers in such a manner that
managers focus on planning the work and supervising it, whereas workers focus their energy on
carrying out the assigned tasks.

5. Standardisation: Firsty, an attempt has to be made to identify one best way of doing a task and
then standards should be developed with respect to its execution. Uniformity of tools, practices,
procedures and processes should be ensured in the task execution so that the entire organisation
adopts a uniform ‘one best way’ to do that task.

6. Financial Incentive: Management should provide adequate financial incentives that are linked
with the output of workers. This approach believes that workers would act in a rational manner
and put in the optimum level of energy and commitment to attain additional financial rewards.

Scientific management attempts to work in a manner that leads to greatest benefit for both the em-
ployer and the employee—through ‘high wages’ for the workers and ‘low labour cost’ for the employ-
ers. It also advocates that ‘the individual has reached his highest state of efficiency...turning out his
largest daily output without overtiring or straining himself for the next day’s work’ (Taylor*, 1911).

Advantages of Scientific Management

e Scientific management made a significant contribution in the development of efficient production
methods, which led to major gains in productivity.

e The systematic and rational approach of determining the best way to do an individual task was an
early proponent of quality standards.

e Scientific management is based on the philosophy that measurement enables improvement.
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e [t advocates direct reward mechanism for workers rather than the end-of-year profit sharing
schemes.

e [t led to improvement in the living standards of workers through higher wages on the one hand and
the availability of goods at lower prices on the other.

Disadvantages of Scientific Management

e Taylorism can be abused and was actually abused by some employers to exploit workers.
¢ In many cases it led to conflicts between management and labour unions.

e [t is not very useful to deal with the people who are working together as groups or teams because
it does not take into consideration the psychological and sociological aspects.

e [t advocated separation of planning function from doing. That is why, it is not very useful in or-
ganisations with large number of knowledge workers. In such organisations, creativity, initiative
and thinking are required from one and all, not from select few.

e There is overemphasis on measurement and systematic working, as if human beings are machines.
The human element, which plays a significant role in influencing productivity in an organisation,
was largely ignored.

o [t focuses on the development of the individual not for his own self-worth but for the advantage of
the organisation.

Although this approach has been criticised severely by management scholars, yet some of its facets
are still being employed by the industry by blending them with the philosophies of other approaches.
In many ways McDonalds is the archetypical example of an organisation employing scientific manage-
ment. All the McDonalds restaurants throughout the world function in a uniform way irrespective the
country of their residence. It is this ability to efficiently supply almost standard food (with slight cust-
omisation according to culture and taste) and service throughout the world that has allowed McDonalds
to become the biggest restaurant chain on the planet (Peters and Waterman®, 1982).

Scientific management has also served as an insight for many latter management philosophies and
approaches including Operations Research, Management by Objectives (MBO), Balanced Scorecard,
Just-in—time, Lean Manufacturing, Total Quality Management (TQM), Six Sigma and Business Process
Reengineering (BPR).

Contributor to Scientific Management

Given below is a brief description of the profile and contribution of different scholars to the scientific
management approach.

(a) Frederick Winslow Taylor (1856-1915): An American mechanical engi-
neer, Taylor is acknowledged as the father of ‘Scientific management’ or ‘ef-
ficiency movement’. His primary focus was on increasing productivity by the
application of scientific methods. The scientific management model, proposed
by Taylor, resulted in dramatic increases in productivity.

Taylor was an efficiency expert. He examined the time and motion details of a
job to develop a better method for performing it. Then he proposed appropri-
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ate selection of manpower and provision of proper training for workers to enable them perform
their role in a specified manner to improve productivity. To motivate workers to give their best
possible contribution, Taylor introduced a piece rate method that increased the overall compensa-
tion for workers as they produced more within a given time period.

Profile: Taylor started his career as an apprentice pattern maker and machinist in 1875. He ob-
served the gross inefficiencies prevalent in the manufacturing process because of the manner in
which people approached their work. In order to gain hands-on shop-floor expertise and perform
his efficiency-related experiments, Taylor took up a job as an unskilled worker at Midvale Steel
Works in 1878.

Taylor pioneered his signature time and motion studies of work processes at Bethlehem Steel
Company in Pittsburgh. In 1881 he gained a Master’s degree in Mechanical Engineering and rose
to the position of general manager at Manufacturing Investment Company, Philadelphia. He also
worked as an independent management consultant and a consulting engineer for managements of
different organisations.

Contributions: One of Taylor’s famous experiments was about how to increase the output of
a worker loading pig iron to a rail car. Taylor broke the job down into its smallest constituent
movements, timing each one with a stopwatch. The job was redesigned with reduced number of
motions, effort and the risk of error. Besides, rest periods of specific duration after fixed intervals
were introduced and a differential pay scale was used to improve the output. With this intervention
of approaching the task in a best possible manner, Taylor increased the output of the gangs which
were loading pig iron. From an average of about 12 % tons per man per day, the output rose to 47
tons per man per day due to the changes introduced after the scientific analysis of the activities
involved®.

Taylor’s ideas, were published in his celebrated work, The Principles of Scientific Management
in 1911. He understood that ‘the right way’ of executing the tasks was tied directly to technol-
ogy and the man-machine relationship on which he focused his R&D. He developed appropriate
equipment, improved machinery and high-speed steel through efficient and productive utilisation
of science.

Taylor analysed that work was done more efficiently by breaking down it into its constituent parts
and by ‘specifying not only what is to be done but how it is to be done and the exact time allowed
for doing it’ (Taylor’, 1911). He felt that planning and execution also need to be separated because
the majority of workers were ill educated and unfit to make important decisions. This view is illus-
trated in these words: ‘One of the very first requirements for a man who is fit to handle pig iron as
a regular occupation is that he shall be so stupid and so phlegmatic that he more nearly resembles
... the ox... Therefore, the workman ... is unable to understand the real science of doing this class
of work’ (Taylor®, 1911).

When Harvard University introduced a graduate degree in business management in 1908, the first-
year curriculum was developed on the basis of Taylor’s scientific management. Peter Drucker” has
rightly summed up the contribution of Taylor as “On Taylor’s ‘scientific management’ rests, above
all, the tremendous surge of affluence in the last seventy-five years which has lifted the working
masses in the developed countries well above any level recorded before, even for the well-to-do.
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Critical Analysis: Taylor ensured that workers are neither over-worked nor under-worked them-
selves. He promoted scientific selection of workers so that they perform the tasks they were bio-
logically able to cope with, and the tasks that equalled their skill. To promote the controlled par-
ticipation of workers in management, he recognized the importance of placing a suggestion box in
a machine shop and provision of rewards for good suggestions. The system advocated by Taylor
included various wage and bonus incentive plans, an array of techniques for measuring work input
and output to appropriately reward high performers.

Taylor also wanted to alleviate poverty by providing more wages to workers by eliminating wast-
age of time, energy and human ability. But, his methods sometimes had an opposite effect when
they fell into the hands of ruthless exploiters of workers. This is the reason why scientific manage-
ment is often negatively referred to as Taylorism. Organisations employed the time and motion
studies of Taylor to extract more work from employees, but they did not place the worker’s interest
as high as was proposed by Taylor. This led to and misuse of Taylorism and exploitation of work-
ers, resulting in massive unrests and protests by workers.

Taylor was pragmatic and he was a strong advocate of learning-by-doing. Contrary to today’s
theorising, hypothesis formation, and testing, the one best way came from the workers, not from
the managers or owners (Spender and Kijne!?, 1996). Peter Drucker saw Taylor as the creator of
knowledge management because the aim of scientific management is to produce knowledge about
how to improve work processes and use it for enhancement of productivity.

Taylor was a product of his environment and made major contributions to management thought
in accordance of his context, some of which are applied widely even today. According to the To-
ronto Globe and Mail, “re-engineering’ guru G. Hamel' expressed this view about Taylor’s ideas:
‘When I am in a mean mood, I call re-engineering ‘21st century Taylorism’.” Taylor taught and
practised the three fundamentals that formed the basis of significant management movement de-

cades later:
1. Find the best practice wherever it exists; presently it is practised as benchmarking.

2. Decompose the task into its constituent elements; it is now employed as business process
re-design.
3. Get rid of things that don’t add value; it is known as ‘work out’.

(b) Henry Gantt (1861-1919): Henry Gantt a mechanical engineer and management consultant,
was a follower of Taylor and promoter of scientific management. He believed in application of
scientific analysis to every aspect of organisational work to attain industrial efficiency.

Gantt made a significant contribution to the discipline of management through the development
of Gantt Charts, which are graphical representations of duration of tasks against progression of
time. These charts are used for scheduling multiple overlapping tasks over a time period to man-
age a project in an efficient manner. They are an excellent tool for a project manager to visualise,
schedule and track scheduled and actual progress of projects.

Gantt also focused on the importance of motivational schemes by laying emphasis on rewards
for good work rather than penalties for poor work. He advocated that provision of rewards is
relatively more effective than the threat of penalties. He developed a pay incentive system with a
guaranteed minimum wage and a bonus system for people on the fixed wages.
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Gantt'?, one of the pioneers of human relations school of management, designed the ‘task and
bonus’ system of wage payment in 1901 as a variation on Taylor’s differential piece-rate system to
align the performance with reward. He also focused on the importance of leadership qualities and
managerial skills in building an effective organisation'®. His paper ‘Training Workmen in Habits
of Industry and Cooperation’, published in 1908, gave a unique insight into the human relations
dimension of management.

(¢) Frank (1868-1924) and Lillian (1878-1972) Gilbreth: The husband-wife team of Frank
and Lillian Gilbreth made a significant contribution to the
discipline of management through their emphasis on work
methods. They focused on identifying the elemental motions
involved in a task and time taken to execute them, and analy-
sed the way these motions were combined to form methods of
operation. Their approach focused on designing work methods
whose times could be estimated in advance, rather than relying
upon observation-based time studies.

Frank Gilbreth, a great admirer of Fredrick Taylor, devoted his
entire life and career to ‘motion study’ and identification of one best way of doing a job. In order to
find that best way of doing an activity, Frank and Lillian filmed individual physical labour move-
ments to enable managers break down a job into its component parts and streamline the process
by eliminating the wasteful movements. However, this ‘one best way’ could be replaced when
another better way was discovered.
They defined motion study as ‘science of eliminating wastefulness resulting from unnecessary,
ill-directed and inefficient motion’!#. The Gilbreths’ approach to motion study comprised of the
following elements:

(a) Dividing work into the most fundamental elements possible.

(b) Studying those elements separately.

(c) Studying those elements in relation to one another.

(d) Developing time-frames for the studied elements.

(e) Establishing methods of least waste.
One of Frank Gilbreth’s first studies concerned bricklaying. He had worked as an apprentice brick-
layer. He designed and patented a special scaffolding to reduce the bending and reaching which
increased the output by over 100 per cent. He reduced the number of motions of a bricklayer from
eighteen to four and a half. However, unions resisted his improvements, and most workers per-
sisted in using the old, fatiguing methods.
The Gilbreths drew symbols on operator charts to represent various elements of a task such as
search, select, grasp, transport, hold, delay, etc. They called these graphical symbols ‘therbligs’
(Gilbreths spelled backwards). In 1911, Frank Gilbreth wrote Motion Study and in 1919 the couple
wrote Applied Motion Study. For his monumental work, Frank Gilbreth is known as the Father of
Time and Motion Studies. Lillian Gilbreth was a psychologist and author of The Psychology of
Work.
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Functional Approach or Administrative Management

This approach, advocated by Henry Fayol, laid down the theoretical framework of management by
identifying the principles, skills, qualities and functions for effective management. Given below are
brief accounts of the works of Henry Fayol and Mary Parker Follett in the field of administrative man-
agement.

Henry Fayol (1841-1925): A French industrialist, Henry Fayol is regarded as
the father of modern management theory. He developed a conceptual framework for
studying management by dividing industrial activities into six groups: Technical,
Commercial, Financial, Security, Accounting and Managerial. He further identified
five managerial functions to perform these industrial activities as: Planning,
Organising, Commanding, Coordinating and Controlling (Fayol'3, 1949).

Fayol was the first management thinker to recognise the need for teaching of
management. The 14 principles of management, outlined by Fayol in his book

General and Industrial Management, are presented below.

Division of Work: Specialisation of work results in improvement in the efficiency of operations.

Coupling of Authority and Responsibility: Authority is defined as ‘the right to give orders and
the power to extract obedience’. Responsibility should be coupled with the level of authority to
create a degree of accountability. Appropriate amount of authority needs to be provided to enable
the execution of responsibility.

Discipline: Discipline and order are extremely important if the work has to be executed in an
organisational setting.

Unity of Command: Employees should receive orders from only one superior.

Unity of Direction: This principle states that group activities should be coordinated through a
single head and a single plan of action.

Subordination of Individual Interests to General Interests: The organisation should make an
attempt to integrate the individual’s interest with organisational interest, and in the situation of a
conflict between the two, the organisation’s interest should be given precedence.

Remuneration of Personnel: Employees should be paid a fair compensation for their contribution
in achieving organisational goals. Additional incentive should be provided for the additional effort
undertaken by employees.

Centralisation: Only limited authority needs to be provided to lower level employees to make
operational decisions, whereas the majority of authority should be with the top management to
make all major policy decisions.

Scalar Chain: It represents a chain of hierarchical relations from the topmost superior to the low-
ermost rank in an organisation outlining how the communication will flow in the organisation.
Order: In order to attain optimum level of efficiency, it is vital that the right set of people and
material are available at right places at the right time.

Equity: Managers should be fair and just in dealing with one and all to obtain devotion and loyalty
from their subordinates.
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e Stability of Tenure of Personnel: Managers should try to minimise the employee turnover and
build long-term commitment and a sense of belongingness among their subordinates.

e Initiative: Managers should encourage their subordinates to be innovative and initiate new ideas
while executing plans. In order to create an environment in which employees come forward to
show initiative, a manager needs to develop some acceptance for mistakes that might happen
while employees try to be innovative.

e Esprit de Corps: This principle is based on the philosophy that ‘in union there is strength’. It lays
emphasis on the spirit of camaraderie or companionship for developing effective teamwork and
coordination.

Fayol was the first thinker to outline the following qualities that a manager should ideally possess:

(a) Physical qualities of health and energy.

(b) Mental qualities to understand, learn, adapt and deliver judgement.

(c) Moral qualities like desire to take initiative, willingness to accept, sense of responsibility, feeling
of loyalty and dignity

(d) Proper educational qualification.

(e) Specialised knowledge about a particular function of management.

(f) Experiential knowledge from the past work.

Mary Parker Follett (1868-1933): Follett, a social worker, was one of the pioneers of the
behavioural approach to management. She was one of the first management thinkers who highlighted
the importance of group dynamics with respect to application of power and resolution of conflict. She
gave the popular definition of management as ‘the art of getting things done through people’. The
concepts propounded by Follett included the universal goal, the universal principle, and the Law of the
Situation.

(a) The universal goal of organisations represents an integration of individual effort into a synergistic
whole.

(b) The universal principle is a circular or reciprocal response emphasising the importance of feed-
back to the sender (the concept of two-way communication).

(¢) The Law of the Situation emphasises that there is no one best way to do anything; the success of
a way depends on the situation.

Bureaucratic Management

The bureaucratic approach of management relies on the development and implementation of rational
guidelines for managing the work in an organisation. It advocates the development of organisation
structure, hierarchy of authority, rules and procedures and division of roles and responsibilities to man-
age work in an efficient and effective manner. Max Weber is the main contributor to the bureaucratic
approach of management. Given below is a brief account of Weber’s work.

Max Weber (1864-1920): Max Weber is known as the Father of Modern Sociology. He advocated set
of principles for organizing group effort through a bureaucratic organisation. Weber’s ideas of bureaucracy
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intended to develop methods that could eliminate managerial inconsistencies that led to
ineffectiveness. He wanted to prevent the managerial abuse of power.

Bureaucracy represents an administrative system which is deliberately designed
for the accomplishment of large-scale tasks through coordination of individual ef-
forts in a rule-bound, fair and efficient manner. Weber proposed that three types
of powers are prevalent in an organisation: traditional, charismatic and rational or
legal. He advocated the rational-legal power, that he termed as bureaucracy, as the
most logical and rational structure for managing a large organisation.

He propounded the following basic principles of bureaucratic management that
could lead to efficiency:

1. Clearly defined division of labour on the basis of functional specialisation.

2. Institution of legal authority with written rules and procedures: organisation is managed on the ba-
sis of a system of rules covering the rights and duties of its employees and a system of procedures
for dealing with work situations.

3. A well-defined hierarchy of authority to develop an organisational structure that clearly spells out
the rights and duties of different positions.

4. The organisation should be managed by technically trained bureaucrats, who are appointed on
different positions on the basis of their technical expertise.

5. Selection and promotion of personnel on the basis of their technical competence.

6. Clearly defined career paths to define the career progression on the lines of a well-laid out
hierarchy.

Although the term ‘bureaucracy’ has been popularised for referring to those organisations that ‘oper-
ate too rigidly by the book’ or government organisations, yet the principles of bureaucratic management
are practised in virtually every formal organisation to varying degrees.

Limitations of Classical Schools

This school of management thought focused on the administrative or efficiency aspect of work, but it
largely neglected the human element that has a significant impact on the overall outcome of the work
performed by employees in a group or organisational setting. This major limitation led to the develop-
ment of a new approach towards management that focused on the impact of human relations and group
dynamics on the performance of organisational tasks.

NEO-CLASSICAL THEORIES

This school of management thought emphasised that work and workers cannot be approached from a
purely rational point of view, as advocated by the classical school of management. It highlighted the
importance of human element and human relations in determining the level of output of employees
in the organisational setting. Therefore, it is also called the ‘human relations approach. According to
Neo-Classical theories, management is an art of directing and inspiring people for getting things done
through efforts of other people (Mooney and Reiley'®, 1931).
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Neo-Classical theories represent management ideologies and approaches that were developed during
the period from the 1920s to the 1950s. This approach pioneered by Elton Mayo, Abraham Maslow,
Dickson, Dewey, etc. puts special emphasis on interpersonal behaviour which includes leadership, mo-
tivation, human relations and the behaviour of people in groups within an organisation. Therefore,
it views the discipline of management as a study of social and organisational behaviour of people in
groups. Some of the major Neo-Classical theories are outlined below.

Human Relations School: Behavioural Approach

This school of thought emerged in the 1920s in reaction to the limitations of the Classical theories that
ignored the human aspects of work in organisations. The predominant characteristic of the theories of
management that originated from the human relations approach are as follows:

(@
(b)

(©

Employees are social beings hence could not respond ‘purely rationally’ to rules, chains of author-
ity and economic incentives.

Employees bring their social needs along with them to the organisation; consequently, effective
management required a more human-oriented approach.

Emphasis required on the social needs, drives and attitudes of individuals to motivate them to
perform in accordance with their true potential.

Reasons for Emergence of Human Relations Movement

The human relations movement was born in reaction to the alienation of workers at work and the
failure of the scientific management approach to raise the productivity levels beyond a point. This
school of thought focused on the individual employee to determine how to engage him/her with
the associated work and the organisation and raise productivity.

The studies revealed that human behaviour was also determined by factors other than mere eco-
nomic and psychological variables. This led to focused investigation and analysis of the human
behaviour in the organisation setting through the human relations approach of management.

Researchers tried to investigate why the positive aspects of rational variables of organisational
functioning were not raising the productivity of employees to the desired level.

The managements of different business organisations could suppress the unions because of rising
unemployment and the great recession of 1929. But, this led to a situation where workers’ dissat-
isfaction found individual, personal expression in doing as little as possible for the wages they re-
ceived and wasting as much material as possible. Attempt of Elton Mayo and his colleagues from
Harvard Business School to resolve this problem of ‘restriction of output’ led to the emergence of
the human relations approach of management.

A need was felt to increase the worker’s productivity by reducing absenteeism, employee turn-
over, etc. To attain these objectives, managers were encouraged to adopt an orientation that could
lead to worker’s engagement with the organisation.

Mayo’s basic belief was that ‘our understanding of human problems should be at least equal to our
understanding of its material problems. In the absence of such understanding, the whole industrial
structure is liable to destruction or decay’.
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Mayo felt that the social status of workers did not improve with the industrialisation of society. As
a result, a conflict was growing in the industry, and there was an increasing danger of the collapse
of society. It was felt that the real causes of conflict may be found through investigation of human
behaviour, and the situation could be brought under some control.

Outcome of Human Relations Movement

The human relations movement highlighted the following fundamentals about human behaviour, which
affect the working of people in a group setting.

Individual’s desire to continuously associate with his fellow workers significantly affects his/her
performance at work. Management should take into account this human desire while designing the
policies and programmmes.

Scientific management in its originally proposed form was not accepted by workers.

The working group sometimes informally determines the output level that an individual worker
or the group would produce in a particular time period. This standard is set by them in accordance
with what they believe is a fair day’s work. This level might be different from what the management
expects from workers. It has been observed that workers due to peer pressure adhere to the standard
set by the working group even if the management intends to pay according to the output.

Fair and transparent management can utilise human desire for cooperative activity to create a col-
laborative atmosphere between management and workers.

Social understanding and social skill are equally important along with technical competencies. To
be successful, the management needs to listen to its employees and should make an attempt to get
them congenial work associates.

Rather than just adding to the overall compensation through rational production-linked incentives,
the management needs to improve the overall quality of life of workers.

Contributor to Human Relations Approach

Given below is a brief account of the works of the key proponents of the human relations approach to
management.

1. Elton Mayo (1880-1949): Elton Mayo!’, a leader in the field of industrial sociology, is best

known for his empirical research carried out at Western Electric Company’s Hawthorn plant between
1927 and 1933. This research popularly known as Hawthornian Studies. The human relations
movement began with the Hawthorne Studies. These studies were undertaken to analyse the attitude,
behaviour and psychological reactions of workers in on-the-job situations. Elton Mayo identified
the ‘Hawthorne Effect’ — an increase in worker productivity on account of psychological stimulus
of being singled out or the bias that occurs when people know that they are being studied.

Profile: Elton Mayo started his academic career as a lecturer in psychology and ethics at the Uni-
versity of Queensland in 1911 and rose to become Chair in 1919. He received the Rockefeller Foun-
dation grant and worked in the area of general fatigue studies. In 1926 he joined Harvard Business
School as a professor of industrial research where he was involved in conducting research studies
at Western Electric Company’s Hawthorne plant. He retired from Harvard in 1947.
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Mayo was a cooperative collaborator and encouraged the exchange of personnel between Harvard
and Hawthorne to lay the basis for joint activities. He was a supporter and great spokesman of
research. He helped the researchers endure the destructive criticism of their work from inside and
outside the company, and to tolerate their own doubts about the value of their work.

Hawthorne Studies: These studies started in 1927 at the Hawthorne plant of Western Electric
Company where telephone equipment was manufactured. Although this company was providing
good material benefits to its workers, yet there was some dissatisfaction among the workers and
their productivity was less than the expectation of management.

The company sought the help of the National Academy of Sciences to find out the causes of
low productivity. A team of Harvard Business School researchers—T.N. Whitehead, Elton Mayo
(psychologist) and by Fritz Roethlisberger (sociologist)—and company representative William
Dickson was constituted to study low productivity. The objective was to determine the effect of
working conditions on productivity.

The Hawthorne Studies are significant because they demonstrated the important influence of human
factors on worker productivity. The study involved four major phases that are described below.

(a) Illumination Experiments: These experiments examined the relationship between lighting
intensity on the shop floor and employee productivity. To conduct the experiment, experi-
mental and control groups were identified. Lighting was gradually decreased over a period
of time for the experimental group while it was kept at the same level for the control group.
The following major findings were observed from illumination experiments:

e The researchers were surprised that the productivity of both the groups increased at
almost the same rate in spite of the difference between illumination intensity.

e [t was only at a stage when the light was decreased to 0.06 foot-candle (roughly moon-
light intensity) that the performance in the test group declined because the workers
could hardly see anything.

e It was concluded that illumination did not have any effect on the productivity but
something else was affecting the productivity of the control group.

e [t was inferred that ‘human factor’ played an important role in determining the produc-
tivity of workers. But, it was not clear which aspect of human behaviour was affecting
the performance level. To have an in-depth investigation of the cause and effect of this
phenomenon, the second round of experiments were undertaken.

(b) Relay Assembly Test Room Study: HR Interventions: These experiments included intro-
duction of a series of HR policy measures for the test group to study their impact on overall
productivity. The findings of these experiments, conducted under different stages, are pre-
sented below.

e Stage I: Before the experiment started, the researchers measured the output of the
group of girls working at the plant on whom the experiments were to be conducted for
two weeks to know their productive capacity.

o Stage II: For the next first five weeks, no changes were made so that the effect on the
output on account of being transferred was known.

e Stage III: A pay system that aligned the girls’ earnings with their output was intro-
duced.
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Stage I'V: After eight weeks, two rest pauses of five minutes each at 10 a.m. and 2 p.m.
were introduced.

Stage V: The girls were given a light lunch in the rest pauses.

Stage VI: Workday for the girls was reduced by half an hour.

Stage VII: Workday for the girls was reduced by one hour.

Stage VIII: Five-day week introduced in the summer of 1928.

The interventions till Stage VIII led to a gradual rise in daily output.

Stage IX: In order to rule out the effect of something other than the changes that were
introduced, the researchers returned to the original situation: no pauses or lunches and
a full work week. The output was measured for twelve weeks. It was observed that the
output declined, but not to its original level.

If the output had been related to the physical conditions at work, then identical condi-
tions would have produced similar output rates. But, the girls’ output rose from one
phase of the study to the next. Thus, the physical changes appeared to have no effect
on the output.

It was concluded that the changes in the output could be attributed to work attitudes
and social relations. It was inferred that the girls’ behaviour was not related to the
technical but to the social organisation of work.

(c) Extensive Employee Interviewing Programme: As the worker’s attitude was found to be
important, an extensive interviewing programme of 21,000 employees was conducted to
determine employee attitudes towards the company and their jobs. Supervisors learnt that an
employee’s complaint frequently is a symptom of some underlying problem on the job, at
home, or in the person’s past.

(d) Bank Wiring Room Study: This third set of experiments, that formed part of the Hawthorne
Studies, was conducted in 1931-32 comprised of the following interventions:

e A group of 14 men who wired telephone banks were observed in their actual working
conditions.

e An observer was assigned the duty to silently take notes on the workers’ actions with-
out giving any orders or getting involved in any form of conversation with them.

e The workers were initially apprehensive about the presence of the observer, but they
gradually settled into their natural behaviour after about three weeks.

e The workers were free from constant supervision because their foreman was also su-
pervising them from another room and the observer was not interacting with them.

e The observer soon noted that although the workers were paid according to their output,
yet they had established an informal daily norm to produce around 6600 units per per-
son. They would undertake their work in a manner that they reached the norm by the
end of day.

e [t was concluded that the behavioural norm set by the work group had a significant
influence over the productivity of the group.

e This experiment confirmed the influence of peer group and group dynamics on the
individual behaviour and productivity.
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Summary: The Hawthorne Studies highlighted the role of people’s social and psychological be-

haviour in the workplace. The main conclusions of these studies are presented below.

e Through illumination experiments it was discovered that the productivity was not affected
adversely in spite of difficult physical conditions at work because of the attention received
by the group.

e The relay assembly test room experiment established the fact that the changes in working
hours and other working conditions have an impact on productivity.

e The bank wiring observation room experiment found out the effect of social aspects and
group dynamics on the productivity of workers in an organisation.

e On the basis of the Hawthornian Studies, Mayo concluded that:

m Behaviour and sentiments are closely related.

= Group dynamics significantly affect individual behaviour.

= Group standards play a part in establishing individual worker’s output.

m Money is relatively a lesser factor in determining the output than other factors, like
group standards, group sentiments, etc.

These conclusions led to a new emphasis on the human behaviour factor in the functioning of

organisations and the attainment of group goals.

Criticism of Hawthorne Studies: Although these studies have significantly influenced the direc-

tion of management discipline, yet they have been criticised by some scholars and researchers due

to the following reasons.

e The studies were not of high worth from a scientific perspective because of the following
reasons:

(i) The researchers failed to conduct experiments strictly on scientific lines.
(i) As the subjects of research learned to manipulate the researchers, this could have im-
pacted the findings of the studies.

e [t was felt that the findings of these studies were too elementary and self-evident. The re-
searchers made use of jargon in order to impress the non-scientists.

e Renowned sociologist Daniel Bell'8, criticised Mayo and other industrial sociologists for
‘adjusting men to machines,’ rather than enlarging human capacity or freedom. James
Hoopes!? criticised Mayo in 2003 for substituting therapy for democracy.

e [t was felt that the Hawthorne findings were based on intangibles, not on hard scientific evi-
dence.

e It was contended that psychological and behavioural studies were not the remedy for the
economic problems faced by the labour and working class people.

e It was felt that the researchers considered themselves as ‘social engineers’ with a strong
desire to bring in social change. It was perceived that they manipulated the workers in order
to prove their pre-conceived philosophies.

2. Abraham H. Maslow: The major contribution of Abraham H. Maslow to the discipline of man-
agement is the theory of ‘hierarchy of needs’ (Physiological; Safety or security; Belongingness or
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social; Esteem or status; Self-actualisation or self-fulfilment), propounded in 1943. His conten-
tion was that people were motivated by a hierarchy of needs. Once the needs of an individual at a
specific level are fulfilled, they no longer act as motivators of behaviour and the individual strives
to fulfil the next level of needs. This theory provided a strong foundation for motivation research,
but has been found to have a good number of limitations as well (discussed in detail in the chapter
on motivation).

3. Douglas McGregor: The major contribution of Douglas McGregor, an American social psycholo-

gist, to the discipline of management is the famous X-Y theory of motivation that he proposed in
1960 in his book The Human Side of Enterprise. Theory X and Theory Y are referred commonly in
the field of management and organisation behaviour. (This contribution of McGregor is discussed
in detail in the chapter on Motivation.)

. Rensis Likert (1903-1981): An American educator and organisational psy-

chologist, Likert made substantial contribution to the evolution of the discipline
of management by undertaking an extensive research on different leadership
styles. He developed the Likert Scale to measure and analyse the qualitative phe-
nomenon in managerial research.

Rensis Likert established the University of Michigan’s Institute for Social Re-
search in 1946. He remained its director until his retirement in 1970. His studies
accurately predicted the performance of corporations. His books on management
were very popular in Japan in the 1960s and 1970s and made a significant impact on Japanese
organisations.

Contributions: Major contributions of Rensis Likert are described below.

(a) The Likert Scale: Likert developed survey scales, called Likert Scales, as a means of mea-
suring psychological attitudes in a ‘scientific’ way. The 1-5 Likert Scales eventually became
Likert’s best-known work. These scales could capture more information than other compet-
ing methods. Using them, qualitative responses could reasonably be interpreted as measure-
ments on a proper metric scale in a manner similar to that of grams or degrees
While employing these scales respondents are requested to state their level of agreement
with a series of attitude statements on an ordinal scale in terms of degrees. Each degree of
agreement or disagreement is assigned a value, which is usually five (it may also be three or
seven) to quantify the qualitative responses.

Advantages of Likert Scale: The advantages of the Likert Scale are described below.

o [tisrelatively easy to collect information as the respondent has to just select one option
from the given options.
e Responses are gathered in a standardised way and can be easily compared with one
another and analysed.
e [tisnot very difficult to construct and is also easy to use by the researchers and respon-
dents.
(b) Management Styles: The second major contribution of Likert is in the domain of human
resources and interpersonal relationship. He conducted extensive research on human behav-
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iour in major corporations around the world and identified four main systems of manage-
ment style that are described below.

o System-I: Exploitive-Authoritative: In this managerial system, major responsibili-
ties are with the top management and the lower levels are merely executionists. Deci-
sions are taken at the top and are imposed on subordinates. In this system, employees
are motivated by using threats. As a result, there is very little upward communication
and virtually no teamwork.

e System-II: Benevolent-Authoritative: Leadership in this managerial system is akin
to master-servant relationship and trust. The top management feels responsibility but
the lower levels do not. Motivation is mainly undertaken through provision of rewards.
There is somewhat upward communication and little teamwork, which is more than
the one in Exploitive-Authoritative System.

e System-I1I: Consultative System: Leadership in this managerial system has a con-
siderable but not complete trust in their subordinates. A high proportion of employ-
ees at the top management level feel responsibility for achieving organisation goals.
Subordinates are motivated through provision of rewards and by involving them in
decision-making. Therefore, there is both vertical and horizontal communication and
a reasonable level of teamwork.

o System-IV: Participative-Group System: Leadership in this managerial system has
complete confidence in their subordinates. Motivation is provided through economic
rewards on achievement of goals that are set in participation with the concerned em-
ployees. Therefore, employees at all levels feel real responsibility for the achievement
of organisational goals. There is effective communication across the management lev-
els, and there exists a considerable level of cooperative teamwork.

According to Likert?® the fourth system is ideal for a profit-oriented and human-con-
cerned organisation, and all such organisations should adopt this system. A consid-
erable amount of time, effort and pain might be involved in transforming from one
managerial system to another, but it is vital to do that if one is to achieve the maximum
rewards for the organisation.
(c) Effective Work Group: On the basis of empirical research at leading organisations in the
world, Likert described the following characteristics of highly effective work groups:
e The leader has a major influence in establishing the work culture of the group through
the kind of leadership principles and practices that he adopts.

e The leader creates an atmosphere which is supportive and cooperative, but not com-
petitive, among the members of the organisation. In such an atmosphere the member
interaction, and problem-solving and decision-making activities can become more ef-
fective.

e Suggestions, comments, ideas, information and criticisms all are offered by the mem-
bers with a helpful orientation and the leader should receive them in the same spirit.
Respect needs to be given to the viewpoints of one another.



The McGraw-Hill companies

Evolution of Management Thought 149

e The values and goals of the group provide for satisfactory integration of the members.
If a value seems to be more important for the group members, it is quite likely that they
will accept it.

e There is a strong motivation to make an attempt to influence other members and there
is open mindedness to be receptive to the influences made by them.

Limitations of Neo-Classical approach

This approach takes a myopic view of the discipline of management which is much wider a discipline
in application than being just limited to the study of group behaviour. This approach ignores managerial
concepts such as planning, organising and controlling. Moreover, psychological training alone is not
enough to become an effective manager.

QUANTITATIVE OR MANAGEMENT SCIENCE APPROACH

This approach towards management problems emerged during World War II. It emphasises the use of
quantitative techniques from the discipline of mathematics and statistics to aid managers in making
optimum decisions. A wide variety of mathematical models and quantitative tools have been developed
by management scientists for making rational decisions. These models express managerial situations in
terms of mathematical equations to develop optimum solutions.

H. Dodge, Ronald Fisher and Thornton C. Fry introduced mathematical and statistical techniques
into management studies around the 1940s to give the discipline of management a more quantitative and
scientific basis rather than the basis of assumptions. Patrick Blackett combined the statistical theories
with microeconomic theory in the 1940s, and laid the foundation of Operations Research in the ‘Man-
agement Science’.

Limitations of Quantitative or Management Science Approach

Although the management science approach provides the practising manager important tools for mak-
ing rational decisions with respect to allocation of resources, yet all the managerial processes cannot be
rationalised and quantified. This approach is very useful in select areas of management, like inventory
management, warchousing and transportation related problems, assigning of manpower or vehicles for
the tasks, etc. where a logical and rational process can be applied to the managerial situation to develop
optimum solutions. But, this approach fails to provide solution for all facets of management, especially
the areas with high level of human element, like leadership, motivation, etc. Managing is not a pure sci-
ence and hence cannot be completely modelled for all types of situations.

SYSTEMS THEORY AND CONTINGENCY APPROACH:
INTEGRATING DIFFERENT MANAGEMENT THEORIES

The systems theory and contingency approaches are the managerial approaches that can help in integrat-
ing different theories of management. With an integrated approach, a manager can apply an appropriate
managerial technique as per the requirement of the situation and the environmental conditions. An inte-
grated perspective comprising different managerial viewpoints is more applicable to practising manag-
ers rather than a narrow view, when they are actually managing people and work.
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Systems Theory

This approach, propagated in the early 1960s, believed that organisation is an open system and its com-
ponents are interrelated and interdependent, which are functioning as a whole. The contributors to the
systems approach include: Lawrence J. Henderson, W.G. Scott, Peter Senge, Denial Katz and Talcot
Parsons. Business too is a kind of an open system that interacts with its environment. It is composed of
inputs from the environment (material or human resources), transformation processes to convert inputs
into finished goods (technological and managerial processes), outputs of those finished goods offered
to the environment for a consideration (products or services) and feedback or response (reactions from
the environment).

According to this approach, an organised enterprise cannot exist in isolation, rather it is dependent on
its external environment; it is a part of larger systems such as the industry, the economic system and the
society to which it belongs. Even the subsystems within an organisation, like departments, strategies,
policies, etc. are related with one another. Any modification in one subsystem has an effect on one or
more subsystems. The organisation system is goal-oriented whose subsystems derive their goals from
organisational goals on the basis of logical and rational thinking.

The systems theory focuses on the design of the whole system as distinct from the design of its com-
ponents or subsystems. The synergistic characteristic of the systems approach believes that the total
effect is greater than the sum of the effects of the parts taken independently.

The advantage of the systems approach is that it lays emphasis on the interdependencies and interac-
tions of systems and subsystems. But it also has the following disadvantages.

e The systems approach of management studies the organisation at a philosophical level.
e This approach treats all organisations as same.
e [t fails to bring in any new or innovative techniques into the field of management.

Contributor to Systems Approach

Chester Barnard (1886-1961): Barnard is widely credited with having originated the ‘systems’
approach to the study of organisation?!. Although Chester Barnard was not an
‘academician’ in conventional sense, yet he has made a significant contribution
to the discipline of management. After his retirement as president of New Jersey
Bell Telephone and the Rockefeller Foundation, he recorded his insights about
management and leadership in the book on corporate leadership, The Functions of
the Executive, which was published in 1938. This work is regarded as one of the
most influential books on management during the pre—modern management era. In
many ways, Barnard’s book laid the foundation for the management and organisation
theory as it exists today (Andrew??, 1968).

The major contributions of Chester Barnard to the discipline of management are as follows:

(a) Concept of Strategic Planning: This form of planning deals with the formulation of major plans
or strategies after analysing the business environment of an organisation to guide it in the pursuit
of its major objectives.
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(b) Acceptance Theory of Authority: Barnard did not agree with the classical view that authority
transcends from top to down. He gave a new concept of authority which is termed as ‘Acceptance
theory of authority’ or ‘Bottom—up authority’. According to this concept, managers only have as
much authority as their subordinates allow them to have. The acceptance theory of authority sug-
gests that authority flows downward but depends on the acceptance by subordinates. According to
Barnard, acceptance of authority depends on the following four conditions:

(i) Employees must understand what the manager wants them to do.

(i1)) Employees must be able to comply with the directive.
(iii)) Employees must think that the directive is in accordance with the organisational objectives.
(iv) Employees must think that the directive is not contrary to their personal goals.

Barnard believed that each person has a zone of indifference or a range within which each indi-
vidual would willingly accept orders without consciously questioning authority. It is up to the or-
ganisation to provide sufficient inducements to its employees to broaden their zone of indifference
so that the manager’s orders would be obeyed.

(c) Concept of Organisation as a Social System: Barnard believed that the management system
prevalent in an organisation is very much similar to a social system. The Classical concept of
organisation, given by thinkers like Fayol, does not fully explain the features of an organisation.
According to Barnard, the concept of an organisation can be divided into two parts:

(i) Formal Organisation: It is a system of consciously coordinated activities of two or more
persons (Barnard?3, 1938). It comes into existence when the following three conditions are
met:

m There are persons who are able to communicate.

m They are willing to contribute to an action.

m They make an attempt to accomplish a common purpose.
According to Barnard, the four elements of a formal organisation are:

m A system of functionalisation to enable the people to specialise, in a particular skill, i.e.
departmentation.

m A system of effective and efficient incentives to encourage people to contribute to
group action.

m A system of power which can make the group members accept the decisions of execu-
tives.

m A system of logical decision-making.

(i1) Informal Organisation: Along with the formal organisation, there exists the informal or-
ganisation as well. Barnard suggested that executives should encourage the development of
the informal organisation as complementary to the formal organisation to achieve the fol-
lowing objectives.

m To serve as a means of communication.
m To bring cohesion in the organisation.
m To protect the individual from the dominance and onslaught of the organisation.
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(d) Functions of Executives: Barnard identified three top functions which an executive should per-
form in a formal organisation. These are as follows:
e Establishment and maintenance of the organisational communication system through formal
interactions.
e Securing of essential services from individuals to achieve organisational purpose by hiring
and retaining effective employees in the organisation.
e Formulation and definition of organisational purpose in order to motivate subordinates.

(e) Motivation: Barnard suggested a number of non-financial incentives in addition to financial in-
centives to motivate the people working in the organisational setting. Prominent among these
are:

e Opportunity of power and distinction.
e Pride of workmanship.

e Pleasant organisation climate.

e Participation in decision-making.

e Mutually supporting personal attitudes.
e Feeling of belongingness.

(f) Vitality of Leadership: A high order of responsible leadership is required to make an executive
effective as it is the most important strategic factor in securing cooperation from others. According
to Barnard, executive leadership calls for these competencies: high calibre, technological compe-
tence, technical and social skills.

(g) Organisational Equilibrium: It refers to aligning individual efforts with organisational efforts to
satisfy the concerned individuals. Affordability of the organisation to satisfy the needs of individu-
als is required to maintain equilibrium in the organisation. But, the leadership must keep it in mind
that this equilibrium is dynamic and not static.

The contributions of Barnard are regarded quite high in management because he advocated for the
development of the organisation as an integrated social system. Barnard believed that the discipline of
management lacked a comprehensive conceptual framework and was clouded by ambiguous thinking.
Through his highly celebrated work The Functions of the Executive he made a significant contribution
to make the study of organisation and management much more realistic.

Contingency View

In the mid-1960s, the contingency view of management or situational approach emerged. This approach
assumes that the managerial behaviour is dependent on a wide variety of elements. The work of Joan
Woodward marked the beginning of the contingency approach. Some other contributors to this ap-
proach are: Pigros, Myers, Tom Burns, G.W. Stalker, Paul Lawrence, Jay Lorsch and James Thompson.
The contingency approach emphasises the development of an appropriate fit between organisational
processes and the characteristics of situation because there is no one best way to handle any manage-
ment problem. It questions the use of universal management practices to deal with different types of
circumstances. It advocates that the application of management principles and practices should be made
contingent upon existing circumstances (Jay Lorsch?*, 1986).
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According to the contingency approach, the behaviour of one subunit is dependent on its environ-
ment and its relationship with the other sub-unit that have some control over the sequences desired by
that sub-unit (Tosi and Hammer?, 1974). The important features of the contingency approach are as
follows:

o [t stresses that there is no one best way of doing a thing. The conditions of contingency or situation
will determine which technique would be most suitable.

e Management is situational in nature and managers should prepare objectives, policies, procedures,
rules and regulations according to the situation of business.

e Managerial procedures, policies and strategies can be made more effective by adjusting them to
the changes in environment.

The contingency approach fails to give one particular answer to a problem. There can be more than
one best way to do a thing. Therefore, it can require a lot of creativity and thus can be very complex.

Integration of Management Processes Approach

This approach advocated by Harold Koontz, Heinz Weihrich, Cyril O’Donnell and George R. Terry
believes that management is an integration of different managerial functions. Management is the pro-
cess of designing and maintaining an environment in which individuals, working together in groups,
efficiently accomplish selected aims (Koontz?, 2008). Management is a human activity which directs
and controls the organisation and operations of business enterprise (Wheeler?’, 1962).

This approach emphasises that there is a central core of knowledge that is applicable to all levels of
management and in all types of organisations. This knowledge, concepts and techniques have been de-
rived from other fields such as the systems theory, psychology, sociology and mathematics for applying
them to the decision-making analysis to resolve the situations that are faced by managers.

Advantages

e This approach has provided a framework which has been applied worldwide to study the prin-
ciples of management.

e [t makes an attempt to develop management principles, which have been tested through research,
and their validity and applicability can be improved over a period of time.

Disadvantages

e As organisations have to work under dynamic conditions, the universal principles suggested by
this approach may not always prove to be true in different situations.

e [t could not make any additional significant contribution in the field of management.

Developments in Second half of 20" Century

Towards the end of the 20th century, the discipline of business management evolved in the form of six
separate branches or specialisations. The business managers started opting for a particular specialisa-
tion as a field of study and practice. The career progression of managers started happening in different
departments based on these specialisations until they moved into a general management role. These
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specialisations are: Human Resource Management, Operations Management or Production Manage-
ment, Strategic Management, Marketing Management, Financial Management, Information Technol-
ogy Management, etc.

Contemporary Management Viewpoints

Extensive research is being undertaken in the domain of management and new viewpoints or philoso-
phies are regularly emerging in the discipline of management. Some new approaches to the management
discipline are as follows:

Management by Objectives (MBO) MBO as a concept was first published by Peter Drucker
in his book The Practice of Management in 1954. It is an integrated management system to manage the
organisation by aligning the entire managerial effort with specific performance goals that are jointly
determined by employees and their managers. In this approach, the progress towards accomplishing
pre-decided goals is periodically reviewed and rewards are allocated on the basis of this progress. (This
concept has been discussed at length in an exclusive chapter titled MBO and TQM: Systemic Ap-
proaches to Management.)

Managerial Roles Approach This approach of management is an outcome of an empirical re-
search study conducted by Henry Mintzberg?®. The research consisted of observations of the role played
by five chief executives. It identified ten key roles that are played by managers in their day-to-day life.
According to this approach, managers do not practise the functions of management (Planning, Organising,
Staffing, Directing and Controlling) as it was described in the management theory. Therefore, it emphasis-
es that management should be approached and learnt in a manner as it is actually practised by managers.

The limitation of this approach is that the sample (five CEOs) used in the study was very small. Sec-
ondly, certain activities, identified as the role of manager, were actually non-managerial, whereas some
of the key managerial activities were not included in the role of manager.

Quality Management System With organisations giving increasing importance to customer
satisfaction through provision of high quality goods and services, quality has emerged as a key integra-
tor of systemic approach to implement the managerial practice. The scope of quality is not just limited
to the activities in the production arena of organisation but includes a whole gamut of activities and
processes right from the vendors or suppliers to the stage where the final product reaches the customer.
Renowned quality gurus W. Edwards Deming, Joseph M. Juran and Phil Crosby have contributed ex-
tensively to the development of comprehensive literature for the systematic application of quality in the
domain of management not just as a tool but as a strategy, approach and philosophy.

Different approaches for attaining quality that are practised by organisations are as follows:

(i) Imspection: This approach involves testing and certifying the outcome to determine whether it
meets the specifications or not.

(ii) Quality Control: This approach involves application of certain statistical tools, known as Quality
Control (QC) tools, to ensure that the degree of variance in the production process is within the
acceptable limits.
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(iii)

(iv)

V)

(vi)

(vii)

ISO 9000 Quality Management System: This is a holistic quality management system. It
ensures that the issue of quality is approached not just from the product or service angle but also
from the organisational perspective. It advocates that in order to attain organisation-wide quality,
proper processes for all the activities in business organisations should be documented and each
activity should be undertaken in accordance with the documented processes.

Quality of Work Life (QWL): This approach takes quality as an attitude. It emphasises that
organisations should ensure that employees take quality as a way of life. For this purpose, quality
should be integrated in all aspects of the life of the employees inside as well as outside the organi-
sation.

Total Quality Management (TQM): TQM is the organisation-wide management of quality.
This approach is a structured system that deals with the domain of management on the basis of
four pillars of Total Quality Management: customer satisfaction (internal and external customers
and suppliers), continuous improvement and achieving breakthroughs, total employee involve-
ment and leadership commitment. These fundamental principles form the basis of implementa-
tion of various projects in the organisation through cross-functional teams while transforming the
organisational culture. (This concept has been discussed at length in an exclusive chapter titled
MBO and TQM: Systemic Approaches to Management.)

CMM Quality Level Model: This model for incorporation of quality in an organisation is de-
signed according to the needs of the service sector, especially the information technology and
computer software sector.

Six Sigma: Sigma is a methodology that provides tools and techniques to improve the process
capability and reduce defects or variations in any process by constantly reviewing and re-tuning
the process through statistical techniques and application of Six Sigma Projects. It derives its
name from Six Standard Deviations (Sigma, a Greek letter, that represents standard deviation in
statistics) from mean, which actually means it allows for only 3.4 defects per million opportuni-
ties. To achieve this, Six Sigma uses a methodology known as DMAIC (Define opportunities,
Measure performance, Analyse opportunity, Improve performance and Control performance).
The DMADY process (define, measure, analyse, design, verify) is used to develop new processes
or products at Six Sigma quality.

The discipline of quality management has gradually evolved into a complete managerial philosophy
to manage the working of entire organisation in a manner that can satisfy the needs of its customers
(internal as well as external).

McKinsey’s ‘Seven-S’ Framework

This approach towards application of management in the corporate world is based on the conceptual
framework developed by McKinsey, a leading consultancy organisation. It is a tool to guide various
organisations towards developing effective managerial systems. The seven aspects that characterise this
approach are: Strategy, Structure, Systems (also termed as hard ‘S’s); Staff, Skills, Style (termed as soft
‘S’s); and, Shared values or Super Ordinate Goals.

The classification of ‘S’s into hard and soft is based on the relative difficulty of bringing a change
with respect to them. The hard ‘S’s of an organisation are relatively difficult to change than soft ‘S’s,
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which can be modified or changed relatively easily. The shared values and super ordinate goals are at
the centre of the organisational philosophy and managerial approach. Although the concept is of great
practical value, it fails to discuss the different elements of the conceptual framework in detail.

Business Process Re-engineering This approach emphasises that only incremental gains are
possible if the organisation goes in for efficiency improvements on a regular basis. It cannot obtain
drastic or significant improvements that might be required by the disruptive changes in the business
environment. It emphasises the need for basic rethinking, radical redesign and process analysis in order
to align the organisation with the changing business environment.

The business process re-engineering approach believes that after a certain time period (depending
on the nature of technology life cycles in an industry), there emerges a need for redesigning the entire
organisation and its associated processes that are crucial to customer satisfaction in order to achieve the
business goals in an effective and efficient manner. But, this is not a very comprehensive approach to
management as it neglects important constituents, like management system, external environment and
customer needs.

Chaos Models Tom Peters highlighted this approach towards management in his book Thriving
on Chaos. It suggests that the corporation is a complex adaptive system that interacts and evolves with
its surroundings like a living system. This approach believes that living systems operate at their most
robust and efficient level in the narrow space between stability and disorder poised at the edge of chaos.
It is at this stage that the elements within a system conduct the fullest range of productive interactions
and exchange the greatest amount of useful information.

This model advocates the creation of a culture within an organisation that leads to development of
manageable flux, where there is optimum balance between stability and change, and between authority
and autonomy so that the organisation can naturally evolve with the fast changing business environ-
ment. Organisations like Google are practising this model to build a culture that does not resist change
but accepts change as a natural phenomenon on a regular basis.

21st Century Approach to Management

In the 21st century, organisations are finding it increasingly difficult to subdivide management into func-
tional categories. With increasing expectations of customers, it is not possible to delight them by work-
ing with traditional functional or departmentation approach. Organisations are integrating themselves
in a manner that enables them to serve customers as a single entity and not as different departments.
Practising managers and academicians are advocating the application of management in terms of vari-
ous interlinked processes that have to be executed through cross-functional teams.

A large number of information technology tools like CRM and ERP, are enabling this integration
through the creation of a single relational database which provides the current and regularly updated
information to the entire organisation. At the same time, specialised branches of management theory
relating to non profit organisations management, public services management, hospital management,
social entrepreneurship, etc., have also evolved.
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The management themes like corporate governance, corporate social responsibility, environment
management, business ethics, green reporting, social audit, disaster management, data and network se-
curity management—that were at the fringes of the management discipline in the 20th century are now
gaining centrestage because of the demand of different stakeholders, like investors, regulators, public
and customers. Workplace democracy, decentralisation, delegation and empowerment too have become
more common, leading to distribution of different management functions among employees and work-
ers. This is necessitated by the criticality to serve the customers in a timely manner.

The advent of the Internet and online business has created a situation where competition is as close as
the click of a mouse because plethora of information is available to the customer from all over the globe
at virtually zero cost within minutes and seconds. This has necessitated changes in the practice of man-
agement by business organizsations. The nature of products and service (on account of digitalisation),
character of research, pace of management decision-making, concept of time and geography, criticality
of introduction and incorporation of change—all have been significantly affected in this digital age.

In view of the developments discussed above, management has started to become less based on the
conceptualisation of classical theory of management and the typical military command-and-control, and
more on facilitation and support of collaborative activity. Now, managements deal with the complexities
of human interaction to achieve organisational or group goals in an effective and efficient manner.

Points to Remember

1. Drucker developed Management by Objectives (MBO) in 1950s as a comprehensive system-based ap-
proach to accomplish organisational objectives that are specific in nature and are established through
participation of superiors and subordinates.

2. Classical theories developed in the late 1800s and early 1900s and continued into the 1920s. These
can be divided into three general branches: Bureaucratic Management, Administrative Management
and Scientific Management. These theories focused on attainment of efficiency and productivity in an
organisational setting.

3. Bureaucratic management by Max Weber provided a foundation for rule-based managerial system to
prevent managerial abuse.

4. Administrative management by Henry Fayol provided a theoretical framework to develop a systematic
theory of management.

5. Scientific management focused on improving efficiency by eradicating the activities that waste time
and resources through measurement and analysis of different activities.

6. Neo-Classical theories, comprising the human relations school: behavioural approach, were developed
from 1920s to the 1950s in reaction to the limitation of Classical theories with respect to ignorance of
human element.

7. Elton Mayo’s Hawthorne Studies established the importance of social, psychological and behavioural
factors and group dynamics on human performance in a group setting.

8. Chester Barnard’s major contributions to the discipline of management are: Concept of Strategic Plan-
ning, Acceptance Theory of Authority, Concept of Organisation as a Social System Approach—Formal
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10.
I1.

12.

13.

and Informal Organisation, Functions of Executives, Motivation, Vitality of Leadership, Organisa-
tional Equilibrium.

Rensis Likert’s major contribution is in the form of extensive research on different leadership styles,
development of the Likert Scale to measure and analyse the qualitative phenomenon in managerial
research and defining an effective work group.

The systems theory approaches business as an open system that interacts with its environment.

The contingency approach assumes that managerial behaviour is dependent on a wide variety of ele-
ments, so there is need to develop appropriate fit between organisation processes and the situation.
Towards the end of the 20th century, the discipline of management evolved in the form of six separate
branches or specialisations: Human Resource Management, Operations Management, Strategic Man-
agement, Marketing Management, Financial Management and Information Technology Management.
Some contemporary management viewpoints are: Management by Objectives (MBO), Quality Man-
agement System, Business Process Re-engineering and Chaos Models.

Review/Discussion Questions

R A

_‘
e

11.
12.
13.
14.
15.
16.

Describe the evolution of managerial practice prior to the Industrial Revolution.

How did the background literature on management evolved in the 18th and 19th centuries?
Outline the major management theories of the 20th century.

Explain the basic fundamentals, advantages and disadvantages of scientific management.
Highlight the contribution of F.W. Taylor to the discipline of management.

Present a critical analysis of the fundamentals and principles of scientific management.
Highlight the contribution of Henry Gantt and Gilbreths to the discipline of management.
Highlight the contribution of Henry Fayol to the discipline of management.

Present the principles of bureaucratic management outlined by Max Weber.

What are the basic fundamentals and principles of the Neo-Classical or human relations approach to
management?

What are the contributions of Elton Mayo to the discipline of management.

Explain in detail a critical analysis of different experiments that constituted Hawthorne Studies.
Discuss the contributions of Rensis Likert to the discipline of management.

What are the fundamentals and limitations of quantitative or management science approach?
Discuss the contribution of Chester Barnard to the discipline of management.

Outline the developments in the management discipline in second half of the 20th century and select
contemporary management viewpoints.

Field Exercises/Class Exercises/Group Projects

1.

Relate the historical or mythological literature or religious scriptures to the domain of application of man-
agement to determine what learning these great works have for a modern-day manager.

Relate the principles of Scientific Management and the findings of Hawthorne Studies with the Indian
context.
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Case Study

Evolution of Management with Organisational Growth

[ ]

Mr. and Mrs. Shivkant along with their only son Mohit were sitting in the serene lawns of a tourist resort in Kasauli.
They were accompanied by a professional consultant, Dr. S.K. Singh, who has now become their family friend.
They were there to deliberate upon the managerial approach with respect to their management institute.

For a moment, Mr Shivkant went into a reverie about his professional life so far. He clearly remembered that
right from the early childhood he was a hard worker. He was very ambitious and a firm believer in doing whatever
was required in order to be successful. So, when others were not that forthcoming, he would take the onus of re-
sponsibility and would do almost everything himself. These virtues made him a sort of misfit in government service
that he joined after his graduation in science. After a brief stint, he felt he was under-utilising his potential and
could do a lot if he does something on his own. He took a tough decision and resigned from the stable and secure
government job.

He was good in science and mathematics, so he decided to start a coaching centre in the garage of a rented
home in a suburb of Chandigarh in 1974. He was proficient in teaching physics and soon a good number of students
joined tuition at his academy. A self-made man with a strong belief in making things happen, Shivkant started
becoming more and more confident about the new venture. Soon his wife also left her government job and joined
him in the academy.

As both were now dependent on the earning from the academy, it was important that the cost should be kept
to the bare minimum because initially their earnings were not much. They refused to hire even the maids and
sweepers and focused on expanding the academy by doing almost everything on their own with full commitment
and enthusiasm. As a result, they were able to survive the tough time that almost every entrepreneur faces. Their
struggle taught them the importance of values, like hard work, dignity of labour, complete commitment to work,
extreme cost consciousness, hard bargaining and negotiation. These efforts were handsomely rewarded, and over a
period of time they had a flourishing academy with hundreds of students. Being thriftly, they saved a lot of money
which they invested in acquiring a 2.5 acres piece of land in the heart of Chandigarh.

With the privatisation of professional education came a turning point in the lives of Mr and Mrs Shivkant. They
had requisite land and became one of the pioneers in the city to start a professional management institute. He man-
aged it with the same values of thrift, hard work, sincerity and complete devotion. Both husband and wife were
completely dedicated to their role and fully engrossed in managing the institute.

They hired reasonably competent staff and a director for the institute. But, Mr. and Mrs. Shivkant had a strong
belief that due to over two decades of successful experience in institution building, they were in the best position to
manage the affairs of the institute. They did not want to leave the management of the institute in the hands of some-
body else, but were not themselves eligible to take on the role of the Director as they lacked requisite qualification
as per the provisions of the All India Council for Technical Education (AICTE), the regulator for the technical
education sector.

Now, Mr and Mrs Shivkant were in a catch-22 situation—they couldn’t leave the management of the institute
in the hands of others but they themselves were not eligible to head it. Even their son Mohit, who was a qualified
MBA, lacked requisite experience to head the institute. It would take few more years for him to be in a position
to head the institute as per the conditions of the regulatory body. As a way out of to this situation, Mr and Mrs
Shivkant took the role of virtual heads of the institute by appointing a dummy director. As they knew their job well
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and could get the things done at the minimum possible cost, they could manage the institute quite well with this
arrangement.

Everything was going perfectly fine. The institute emerged as a reasonably good brand name in the region. It
could boast of highest returns on investment at least possible overheads with highly efficient operations. But, there
arose a problem. Parallel to their institute, other colleges started flourishing at a fast pace. In no time, some small-
time colleges actually developed into private or deemed universities with thousands of students.

The institute of Mr Shivkant was still doing reasonably well, financially as well as academically. But, due to the
rapid growth of other institutions, it was being relegated to the position of a small institute. Although profits were
quite good, yet economies of scales were highly in favour of other institutes because large base of their students and
varied courses. These institutes could invest lot of money to acquire good faculty resources and for brand build-
ing.

Mr and Mrs Shivkant, on the one hand, were satisfied with what they had achieved from a humble beginning
of a coaching academy. But, on the other hand, they were feeling helpless in view of their inability to cash on the
tremendous growth opportunities which other promoters with little background in education business were making
good use of. This thought was constantly bothering them.

Dr. Singh, the consultant, put a gentle hand on the ageing shoulders of Shivkant and woke him up and said, ‘Sir,
what we should do now?

Questions for Discussion and Analysis

1. Comment upon the personality and traits that Mr Shivkant possesses as a leader and as a manager.
2. Identify the challenges that the Shivkant family is facing.

3. Identify the reasons why in spite of all the strengths the Shivkant family is bothered about the management
of their institute.

4. Do you think experience is a great teacher? Explain.

5. What should have been the managerial approach of Mr Shivkant with respect to managing the institute over
a period of time?
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Chapter

Personal Qualities of
Effective Manager

The key is not to prioritise what's on your schedule, but to schedule your priorities.

—Stephen R. Covey!

LEARNING OBJECTIVES

After studying this chapter, you should be able to:
m understand the practices adopted by effective managers
= |ook into the managerial mindsets of effective managers

m comprehend personal qualities of an effective manager in terms of: professional traits, consistent routine habits
and time management

INTRODUCTION

Managers are expected to understand and employ different managerial practices discussed in detail in
the preceding chapters. But they must also develop certain personal habits to enhance their efficacy.
These habits may not be directly related to the execution of the task at hand but have a significant impact
on the people that a manager is managing and the outcome of the ongoing work.
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The desire to inculcate certain habits that enhance the managerial capability has to come from the
manager himself/herself. Developing and practising these essential personal habits or qualities can help
a manager develop a consistent style of managing that gradually turns into a personality trait. The ex-
perience gained in the process of developing these habits help an individual become an effective man-
ager.

PRACTICES ADOPTED BY EFFECTIVE MANAGERS

Like every discipline, effectiveness can be learned and should be learned. It requires an understand-
ing of what needs to be done and then doing that systematically. On the basis of formal and informal
research and consultancy experience spanning over 65 years, Drucker? (2004) identified nine practices
that he found common in most of the effective executives. These practices can be categorised under the
following three heads:

Practices to Become a Knowledgeable Executive

These practices facilitate the development of knowledge-based competency in an executive. These are
of the following three types:

(a) Asking “What needs to be done?”: This practice does not refer to what the manager wants to do
represent what should be done in accordance with the situation. It’s about finding what should he/
she do in a given situation. So executives should ask themselves and others about the appropriate
action in a given situation, find the right answer and then go ahead to do that.

(b) Asking “What is right for the enterprise?”: Effective executives prefer to do what is right for
the entire organisation, not just what is beneficial individually to either the owners or the stock
price or the employees or the executives. They strongly believe in the philosophy that a decision
that is not right for the enterprise will also not be right for any of the stakeholders in the long run.
They also understand that the decisions that are right for the key stakeholders, such as owners or
executives, may or may not be right for the organisation in the long run.

(c) Listening first and speaking last: In order to be more knowledgeable and get a true perspective
of what others think, the executive needs to listen first and speak last. If the leader speaks first,
others may not share their original thoughts that are in contrast with the leader’s opinion. They
may prefer to just toe the line of the leader, to avoid spoiling their relationship with him/her. In
this case, the leader would be deprived of upward communication in its true spirit, thus losing
important input on key issues that he would have got from the frank views of others.

Practices to Convert Knowledge into Action

The following practices enable a manager to optimally transform the acquired knowledge into produc-
tive actions for achieving desired results:

(a) Developing action plans: Effective managers develop their action plans for the near future by
asking questions, like: What contributions do the enterprise or my role expects from me over the
next one to two years? What results should I commit to deliver by what time?’ Before giving the
final shape to their action plan, managers take into consideration various facets of the proposed
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(b)

(©

(d)

action plans, represented by these questions: ‘Is this course of action ethical? Is it legal? Is it ac-
ceptable within the organisation? Is it compatible with the mission, values and policies of the
organisation?’
Although plans do not guarantee that finally everything will happen as planned, yet without an
action plan an executive could become a prisoner of events. He has no way to determine which
events really matter and which are not significant, how far has he come, and what is yet to be ac-
complished? Napoleon strongly believed that no successful battle followed its plan, yet he planned
all his battles, much more thoroughly than any other general before him.
Taking responsibility for their decisions: Effective executives take responsibility and owner-
ship for their decisions. They clearly understand that a decision cannot be made until the people
involved clearly understood the following aspects of the proposed decision:

e The name of the person who would be accountable for implementing the decision.

e The deadline for implementing the decision is clearly determined and is known to all con-
cerned.
e The people who are likely to be affected by the decision are aware of it. They understand and
approve of it or at least are not strongly opposed to it.
e The people who have to be informed of the decision, even if they are not directly affected by
it, are apprised of it.
Taking responsibility of communicating what is expected: Effective managers ensure that all
concerned are made aware of what is expected of them to enable them perform their roles as de-
sired.
Focusing on opportunities rather than problems: Effective managers regularly monitor the
business environment of the organisation for the changes that occur and ask, ‘How can we make
use of this change as an opportunity for our enterprise?’

Practices to Make the Whole Organisation Feel Responsible and
Accountable

Effective managers very well understand that they are responsible and accountable for their decisions.
However, they also make everybody around them feel a sense of responsibility and accountability for
their actions by adopting the following practices on daily basis:

(@

(b)

Think and say ‘we’ rather than ‘I’: Effective executives know that the ultimate responsibility
rests with them. They relate themselves with the organisation and think about the needs and the
opportunities of the organisation before they think of themselves.

Conduct productive meetings: They understand the importance of meetings to communicate and
build commitment for the organisation’s mission, goals, objectives and tasks. To facilitate a fo-
cused and fruitful discussion with the staff, they approach and prepare for different types of meet-
ings in different ways. They encourage wider participation in the meetings that they are chairing
by preferably listening first and speaking last.
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MANAGERIAL MINDSETS OF EFFECTIVE MANAGERS

While developing a curriculum for a master’s programme in management for practising managers,
Gosling and Mintzberg? identified the following five aspects of managerial mindset that need to be de-
veloped in order to become effective managers:

@

(b)

(©

(d)

(®)

Managing Self: The Reflective Mindset: Managers need to occasionally step back and reflect
thoughtfully on the events, happenings and their experiences. In his book, Rules for Radicals, Saul
Alinsky* stresses the point that events or happenings become experience only after they have been
reflected upon thoughtfully, related, analysed and absorbed to develop some generalisations.

Managing Organisations: The Analytic Mindset: Managers need to regularly analyse their
situation by breaking it up into component parts for in-depth analysis. This competence enables
them to manage their organisation according to the situation in an effective and efficient manner.

Managing Context: The Worldly Mindset: Organisation is an open system that is significantly
affected by different constituents of the business environment. Effective managers need to make
an effort to influence the context whenever it is possible, and if it is not possible then align the
organisation functioning with the context.

Managing Relationships: The Collaborative Mindset: This mindset refers to developing a
management style that can engage others with mission, goals and tasks of the organisation. It can
be done by empowering the teams and the individuals who are competent and committed.
Managing Change: The Action Mindset: Effective managers have a bias towards action. They
are action-oriented, proactive individuals who try to make the best use of the available opportuni-
ties and minimise the impact of threats. They constantly take some action or another to augment
their strengths and minimise their weaknesses.

Minds of Future Managers

Howard Gardner?, a leading modern thinker and a Professor at Harvard, identified the following five
minds that managers would need to develop in order to be relevant in the future.

(a) Disciplinary Mind: In order to lead others, it is important that the present-day manager must

(b)

(©

master a basic discipline. According to Subroto Bagchi®, the co-founder of Mindtree, ‘mastering
any discipline requires a decade of dedicated practice; professional qualification alone does not
make a complete professional.’

Synthesising Mind: Effective decision-making on major issues requires an interdisciplinary ap-
proach along with mastery in one basic discipline. A professional should be competent enough to
synthesise the knowledge of different disciplines to solve practical problems.

Creative Mind: An effective manager needs to be creative enough to conceptualise something
into a totally different thing.

(d) Respectful Mind: An effective professional needs to develop a respectful mind so as to work

successfully in a team setting and collaborate with other professionals in solving such problems or
executing such projects that require interdisciplinary approach.

(e) Ethical Mind: An effective professional is competent and willing to successfully execute an as-

signment on his own without scrutiny and supervision by others.
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PERSONAL QUALITIES OF EFFECTIVE MANAGERS

Many people think it is easy to be a manager. But, being an effective manager takes a lot of practice. To
manage other people effectively, a manager needs a battery of qualities that are not easily acquired. The
personal qualities that are crucial for a manager to be effective and can significantly contribute to his/
her credibility as well as personal and professional growth are described below.

1. Integrity: A manager should say what he/she really intends to do and then do that. A manager
needs to possess candour, sincerity, transparency and honesty. Being honest is essential to earn
the trust and respect of the people one works with. James Kouzes and Barry Posner’ conducted
a series of studies on thousands of managers to identify the personal characteristics that people
admire, look for, and expect in the persona of those whom they are willing to follow. The most
frequently mentioned characteristic was ‘honesty’. People want a leader who is truthful with them
and who can be trusted. They judge honesty less from one’s communication and more by observ-
ing one’s behaviour. The important touchstone used by subordinates to measure honesty is: ‘Does
a manager actually do, what he/she says that he/she is going to do?

Sam Walton, founder and chairman of Wal-Mart Stores, told his employees that if they achieved
their profit objectives, he would put on a hula skirt and dance down the Wall Street. They did it.
And, he also did what he promised to do. This type of behaviour and commitment to the promise
sets an example that honesty and integrity are extremely important for one and all irrespective of
the position one holds. A leader must be the first to show the way for others to follow by setting an
appropriate example.

Managers must make a serious attempt to project themselves as persons who are helpful, kind
and compassionate with those with whom they work. They should develop an optimal balance
and harmony between the people factor and the results that they are looking for. A manager needs
to possess sensitivity towards the needs and feelings of others and should visualise how his/her
actions/decisions are likely to affect the people involved. This does not necessarily mean chang-
ing or altering the decision according to the feelings of people, but this sensitivity would help a
manager develop a strategy to take care of the feelings of others.

2. Intelligence and Desire to Update and Develop: Managers need to constantly update themselves
so that they and their skills remain relevant over a period of time. In the present-day knowledge-
based economy, even human beings as a resource can become obsolete and unwanted if they do
not constantly update themselves or constantly sharpen their edge.

Managers need to make the maximum of experiential learning and couple it with self-introspec-
tion-based personal and professional development. They must constantly ask themselves ques-
tions, like:

Am I capable of being a good leader?

What is there in me that makes me a good leader?

What is hindering me from becoming an effective leader?

Why should people be led by me?

To the question, “Why should people be led by me?’ the answer could be: ‘People would be happy
to be led by me provided I add significant value to their life’. And, it is not possible to add value
to the life of others without being relevant and updated.
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Managers should also try to inculcate reading habit and devote some time regularly to read about
the latest research and happenings in their field of specialisation. This knowledge enables them
take better decisions and help in the development of their subordinates and earn their respect.

3. Energy and Confidence: Managers must possess enthusiasm and drive to act even when things
are not happening as per their expectations. This positivity must be backed by persistence, stamina
and energy to continue efforts in the pursuit of desired results. It is aptly said, “When going gets
tough, the tough gets going’. High energy level plays a big role in enabling a manager perform
against odds.

Leadership and management are not a popularity contest. Leaders are expected to take tough deci-
sions to bring a turnabout in adverse situations. These decisions may not be liked by one and all.
Therefore, managers need to develop confidence for making hard choices or taking tough deci-
sions in the long-term interest of the organisation.

Confidence does not automatically produce future success, but it gives the people a will to con-
tinue their effort when things are difficult. This increases the probability of their attaining the
success. Managers make their people confident by creating opportunities for them to take small
steps and experience small incremental wins. This leads to generation of confidence to make an
endeavour for bigger successes.

So, if managers have a grand strategy or a daunting long-term goal, they can divide it into small
goals that their people are confident of accomplishing. Attainment of these small successes boosts
their confidence to take on other tasks in the future with a belief that they can also be done.

4. Not Passing the Buck: Managers must be ready to accept personal responsibility for their deci-
sions and should be willing to suffer the painful consequences of unpopular decisions®. They
should not have the habit of passing the buck to others to save themselves. Such a tendency dam-
agers their credibility, and they lose the respect of their subordinates.

A manager should share the credit for accomplishments with his/her team members and subordi-
nates. He/she should never take the credit for the work of others. This helps in building effective
teams and strengthening the superior-subordinate relationship which goes a long way in enhanc-
ing the performance and productivity.

5. Appearance: A manager needs to look like a professional. The dress and overall appearance helps
in commanding respect from others. A manager should ‘dress for success’. Appropriate business
attire imparts a manager the appearance of a sincere professional and helps in winning the respect
from others.

6. Punctuality: By being punctual for meetings and appointments, a manager indirectly communi-

cates to others the importance that he/she associates with time and deadlines. When a manager
leads by the example of being on time, others are most likely to follow. This sets the right tone for
meetings and tasks get accomplished in time without unduly wasting the time of others.
In case of appointments, the punctuality, shown by managers, presents them as thorough profes-
sionals who are serious about their job and can be trusted and relied upon. Respect for deadlines
and the passion to meet them brings in the desired discipline and commitment to accomplish a
given task as per the criterion set by the management or the customer.
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7. Effective Communication: Managers need to employ effective verbal and non-verbal commu-

nication. They should use clear and concise communication with everyone. It should preferably
be devoid of jargon and complex terminology. How well a manager passes on information and
instructions for easy understanding of others is of paramount importance for his/her reputation and
success.

Managers should always be conscious of their body language as their subordinates derive lot of
inferences from it. They should ensure that appropriate and desired tone and feelings are com-
municated through the gestures and body language. They should try to convey a positive image
through body posture, hand movements, eye contact, etc. A positive and confident appearance
leaves a good impression on the superiors and subordinates of a manager. It helps in building ac-
cessibility, confidence and trust.

Good managers are expected to treat individuals with respect and dignity while coordinating their
activities. They should treat other people the way they themselves like to be treated. However,
they must not surrender to those wishes of people that may force them to go out of their way.

It is important for managers not be leave unanswered the questions, asked by seniors and subor-
dinates, during a meeting. If the manager does not know the answer, then he/she can promise to
return with an answer or for discussion on the matter at an agreed upon time. Subsequently, he/she
needs to make a serious effort to find out the appropriate answer and report it accordingly.

8. Participatory approach: Wherever possible, managers should attempt to enlist the assistance of

others when making important plans or decisions. This participation not only provides valuable
ideas but also elicits the commitment of others to the concerned issue.

9. Effective control: A manager should administer discipline fairly and in private. He/she should also

ensure that others are able to perceive his/her administration of discipline as just and transparent.
Whenever possible, a deserving individual should be praised in front of the people who matter
to him/her. However, disciplinary action must be taken in private until or unless the situation de-
mands otherwise.

10. Focus on the strength of subordinates: Great managers are familiar with both the strengths and

11.

weaknesses of their subordinates. But they focus on the strengths of the subordinates. They find
out what is distinctive about each of their subordinates and then capitalise on it, whereas average
managers treat all their subordinates alike. Identifying and capitalising on each person’s unique-
ness builds a strong sense of teamwork because it helps people appreciate different skills of one
another. Great managers also reinforce self-assurance in their subordinates by focusing on their
strengths and telling them about the contribution of a particular strength in their success. Research
by Albert Bandura’, the father of social learning theory, has shown that self-assurance or self-
efficacy is the strongest predictor of a person’s ability to set high goals, to persist in the face of
obstacles, to bounce back when reversals occur, and, ultimately, to achieve the goals the person
sets.

Time Management: Effective managers know how to manage time, by simply taking out the time
to plan it. To make the best of their time, they plan to spend it fruitfully. However, it is important
to understand that in some cases even a good time management plan can be sidetracked by un-
planned events or distractions, but that does not undermine the importance of time planning. By
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following the fundamentals mentioned below, one can manage one’s time effectively as well as
succeed in adhering to daily routine.

(a) Make time plan realistic: If a manager works eight hours each day, then he/she can plan for
two key functions in the morning session and two in the afternoon. This will provide him/
her with time to manage unplanned activities that will require immediate attention almost
everyday.

(b) Plan for a week, not for a single day: It may not be possible to spend the entire day exactly
as planned because the manager has to attend to a number of urgent but unplanned tasks. In
order to overcome this limitation, the manager can plan for the entire week so that if some
important activity could not be completed on a scheduled day, it can certainly be completed
within that week. One advantage of planning for a week is that it balances an overloaded day
with the under-loaded one within the same week without any adverse effect on performance
and planning.

(c) For more urgent activities, the manager should not wait to plan, rather he/she should deal
with them immediately and then adjust the schedule as required.

(d) For recording the time plan, a bound day planner works best. It can easily be used in con-
junction with a computerised calendar if necessary.

(e) Each mid-morning, the manager may take twenty minutes for himself/herself. Everyone
should be made aware that he/she should not be ideally disturbed during this time. He/she
can have a cup of tea/coffee and analyse what has happened so far and review the schedule
for the rest of the morning session. Similarly, another twenty-minute break can be taken in
mid-afternoon to analyse what has happened since mid-morning and review what is planned
for the rest of the day. During this review, a look can also be taken on what is planned for the
following day, and the schedule can be readjusted if need be.

CONCLUSION

There is no simple process to help an individual become an effective manager; one must continually
practise to enhance one’s personal and professional skills. The ability to be aware of one’s strengths and
shortcomings and the desire to develop professionally by augmenting one’s strengths are essential for
one’s success in effectively managing people and work.

There are many different opinions with respect to what a manager actually is: a facilitator or a coach
or a mentor. One opinion is that a manager should be authoritative or controlling. In reality, a manager
first needs to be a leader and then a facilitator or a coach or a mentor. He/she must be authoritative as
well as controlling if the situation requires him/her to act in that manner. The manager should be enlight-
ened enough to understand when to perform which role in order to get the things done through people
in an effective and efficient manner.

When the right mix of personal characteristics and sound management fundamentals are properly
practised, the manager really becomes effective. To sum up, an effective manager is not a one-man
band; he/she is like a conductor of the orchestra, who keeps every one on the same page and in key. He/
she understands that independent decisions, even if they are good, are actually a means of isolating team
members, and this isolation can be detrimental for the organisation in the long run.
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Points to Remember

1.

According to Drucker (2004), the practices adopted by effective managers can be categorised as: prac-
tices to become a knowledgeable executive; practices to convert knowledge into action; and, practices
to make the whole organisation feel responsible and accountable.

According to Gosling & Mintzberg (2003), the managerial mindsets of effective managers can be clas-
sified as: managing self: the reflective mindset; managing organisations: the analytic mindset; manag-
ing context: the worldly mindset, managing relationships: the collaborative mindset; and, managing
change: the action mindset.

Key professional traits of a manager are: appearance, integrity, positive personal image, intelligence,
desire to update and develop, energy and confidence, punctuality, effective communication, not passing
the back, participatory approach, effective control, time management and focusing on the strengths of
subordinates.

Effective managers are aware of their strengths and shortcomings, and develop professionally by aug-
menting their strengths.

A manager first needs to be a leader and then a facilitator or a coach or a mentor. He/she must be au-
thoritative as well as controlling if the situation requires him/her to act in that manner. The manager
should be enlightened enough to understand when to perform which role.

An effective manager is not a one-man band, rather he/she is like a conductor of the orchestra, who
keeps every one on the same page and in key.

Review/Discussion Questions

b S

Outline the practices adopted by effective managers.
What are different managerial mindsets of effective managers?
What are the personal qualities of an effective manager?

How can managers manage their time effectively?

Field Exercises/Class Exercises/Group Projects

1.

Each student can identify an individual in his/her social circle, who is considered to be reasonably successful
in the domain of business. The individual should be interviewed on different parameters suggested in the
chapter to understand his/her qualities that contributed to his/her success.

Students should be asked to maintain a log to record how they spend a particular day. These recordings
should be used as live case studies of time utilisation patterns of the students to suggest how they could have
made a better use of the available time.

Students can set a benchmark rating of different managerial skills cited in the chapter and develop a personal
profile of these skills to identify the gaps. They need to develop strategies for improvement to reach ideal
position and set timelines to achieve that.
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On the Internet

1.

Log on to http://www.projectmagazine.com/leadership-skills/410-effective-management to learn the charac-

teristics of Effective Management.

Visit http://www.projectsmart.co.uk/top-10-qualities-project-manager.html to learn top 10 qualities of a
Project Manager.
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Case Study

From Household Kitchen to Rs. 200 crore Turnover

When a hobby becomes a career, success is not far away. It all started with a small ice cream hand churner in the

kitchen of Mrs. Rajni Bector one of the first women entrepreneurs in north-west India. Famous as the ‘Tata iron” of
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Ludhiana for her iron will and dedication to work, she transformed her hobby into a Rs. 200 crore (US $ 25 million)
food business in a span of 25 years, with her faith and motto “work is worship”.

She could easily have been like any other housewife of an affluent, orthodox business family of Punjab. But she
was destined to do something great. Her interest in cooking innovative dishes went beyond the four walls of her
home to a high business level. Soon her family quitted their traditional well-established fertiliser business of 107
years and joined her. (The reverse of it normally happens.)

Rajni’s ice creams became a hot favourite among her friends and they started asking her to make them for their
parties. The first turning point in Rajni’s life came when on the insistence of her friends, she put up an ice cream
stall at a club fete in 1974-75. It was pitted against Kwality, and she gave Kwality stall a run for their money. That
was the first time when she thought of doing it at a large scale. With this began her business journey. She got her
company registered and the brand ‘Cremica’ was born. After that, there was no looking back.

For Rajni, excellence; and perfection, not profit, were the driving force from day one. But, growth and profit
followed her all the way. The list of her renowned institutional customers included McDonalds, Cadbury’s, ITC,
Britannia, and the Government of India for UN food programmes in Afghanistan. Now Mrs. Bector’s Cremica
has a couple of units with her partners that include the names like EBI foods, UK, Quaker Oats, USA. Under the
Cremica brand are produced a host of products, like bread, bread crumps, biscuits, bites, mayonnaise, sauces, pizza
sauces, candies, etc.

Rajni’s attitude to experiment and bring out new flavours was something new and it was well received. Innova-
tion and strong emphasis on quality made institutions like McDonalds buy 1 lakh buns a day from Cremica and
sourcing 60 per cent of their input from her.

Nominated for the ‘Economic Times Award for Women Entrepreneurs of 2004°, Rajni was among the 10 con-
testants chosen from the corporate world of India. Presently, she is giving employment to around 2000 workers
in her state-of-the-art plants. These plants use the latest equipment and technology under the guidance of highly
qualified technical experts.

Rajni’s success story started from her kitchen, moved to the backyard of her home before finally entering the
corporate arena. Among the key factors that contributed to her success were: bringing in innovations, participa-
tion in food fares in Dusseldorf, reading a lot of literature on the subject, and learning from association with large
corporate buyers and manufacturers.

As outsourcing of manufacturing by most of food and retail giants is the order of the day, Cremica is emerging
as a rising star of Indian manufacturing in food business. This all started with nothing but labour of love.

Questions for Discussion and Analysis
1. What lessons can you learn from this success story of a housewife transforming her hobby into a great busi-
ness organisation?
2. What challenges she might have had to face to attain this well-deserved success?

3. What factors could have led to such a magnificent success for Mrs. Rajni Bector?
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Chapter

Planning

Take hold of the future or the future will take hold of you.

— Patrick Dixon in Futurewise!

7~ LEARNING OBJECTIVES =

After studying this chapter, you should be able to:

m understand the nature, importance, purpose and types of planning
m appraise the assumptions and essentials of effective planning

m understand the steps in formal and strategic planning process

m comprehend the nature, purpose and classification of plans

m appraise the relationship between planning and control

= know why people avoid planning

k m comprehend select applications of planning and the role of computer software in planning )

INTRODUCTION

Planning is the most basic and pervasive management function. It is undertaken by managers at all lev-
els. Although it is classified as a distinct managerial function, yet it is integrated with all other manage-
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ment functions and their success greatly depends upon the performance of planning activity. The need
for planning arises the very moment a business venture is undertaken, and the success of an organisation
throughout its lifetime depends on the rigour and thoroughness of the business plan and its optimum
execution.

Planning is a systematic attempt to look into the future to foresee opportunities by forecasting the
likely possibilities and scenarios at different times, and then devising ways, means and actions to take
advantage of them. This is done with an objective to bridge the gap between the present (the current
reality) and the desired future (vision) where an organisation or individual intends to reach.

Planning is also defined as a process that involves chalking out a future course of action for accom-
plishing a purpose. Proper planning helps in fulfilling the purpose by making an attempt to utilise the
available time and resources in an efficient and effective manner. Therefore, planning is an exercise that
determines in advance:

(a) the ends (What is to be done or achieved?)

(b) the means (How it is to be done?)

(c) the timing (When to do what?)

(d) the responsibility and accountability (Who should do what?)
(e) the reason (Why it should be done?)

In operational terms, planning is a process concerned with selecting the mission, goals or objectives
for the future and deciding on the actions, tasks and resources to achieve them. It requires decision-
making to choose from a series of alternative future courses of action the most appropriate one. Thus,
planning transforms the options and alternatives into a blueprint or a road map (plan) for future action
through selection and decision-making.

Planning can be done for the entire organisation (Corporate Planning) or a business unit (Business
Planning), or a division (Divisional Planning) or a department (Departmental Planning) or at the level
of an individual manager or employee (Personal Planning).

CHARACTERISTICS OF PLANNING

These following characteristics of planning make it an essential activity for every organisation in order
to survive and grow in the competitive environment.

e Planning is a primary function of management: It is the first or fundamental function of a
management and is performed for almost every activity or function including organising, staffing,
directing and controlling at every level of the organisation. Therefore, planning is also called the
foundation of management.

e Planning is an intellectual process: Planning by nature is an intellectual process. It involves
creative thinking, imagination, foresight, evaluation, sound judgment and decision-making about
different activities that are required to be performed to create a desired future state. Exhibit 8.1
makes it clear that how by applying ingenuity a problem can be transformed into an opportunity.
Planning is not just a one-time activity. Rather, it is a continuing organisational process as it in-
cludes creation, refinement and maintenance of a plan and its integration with other plans.
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DG RN Problems are Opportunities Too!

Every March, between 1980 and 1985, Chandrakant and Anil Sanghvi couldn’t find a crane they could rent for the
month at any cost. It was the peak period for their marginally profitable business of running a steel stockyard on
the outskirts of Pune. That's when the Sanghvi brothers realised that they were probably in the wrong business and
brought three small (eight tonnes) second-hand, cranes—all Indian made—and started the crane renting business.
Today they are one of the leaders in the crane renting business in India.

Source: Karnani, R. (2002). ‘Rise of the Crane Gang’, Business Today Collector’s Edition 2002, The New
Entrepreneur, p. 97

The intellectual aspect of planning is evident in its following characteristics.

m [t involves translating knowledge and information into a basis or a roadmap for an action
plan.

m [t involves coordinating different action plans to achieve the common or super-ordinate
goals and objectives.

m [tis a conscious as well as subconscious activity that is going on intermittently in the life of
a professional.

Planning is goal-oriented: Planning is a process to determine the vision, mission, goals and ob-
jectives of a business. It prepares plans to help individuals, groups and organisations achieve the
agreed upon goals or performance objectives.

Planning is future-oriented and involves forecasting: Planning is an anticipatory (or forward-
looking) decision-making process that determines a future course of action on the basis of certain
estimates. The essence of planning is forecasting so as to prepare and equip the manager for the
future. It helps the manager in coping with complexities associated with the future.

Planning needs to be dynamic (flexible) in nature: Planning process should provide the likely
action plans for different scenarios (optimistic, realistic and pessimistic scenarios). The action
plans should have flexibility in-built into them. To cope with the changes that are likely to happen
in the environment, planning should also provide contingency plans along with the main plans.
This would help the practising manager to know in advance what steps need to be taken if the
project, task or an activity deviates from the intended planning.

Planning involves choosing from among alternatives: Planning is done to select the future
course of action from among various alternatives. It involves decision-making because it is a
process to determine and analyse various alternatives and choose the best possible alternative(s)
under the given circumstances for generating optimum performance.

Planning and control are inseparable: Planning and control are inseparable because happening
of one affects the other and they act as a pre-condition for one another. If the controlling function
is executed on the basis of planning, then the outcome of controlling helps an organisation or an
individual to undertake effective planning.

Planning has limitations: A plan is created by considering the five Ms (men, material, money,
machines and management). The availability of these elements is somewhat contingent on the
future business environment, which is very dynamic and complex and cannot be predicted with
great accuracy. Therefore, it is difficult to predict at the outset whether the original plan can be
implemented exactly in the manner that was desired initially.
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IMPORTANCE OF PLANNING

It is unfortunate that a large number of individuals are always in a hurry and feel that they cannot afford
to spend time on planning in detail. The consequences of the neglect of planning are there for everyone
to see: huge time and cost over-runs; poor quality, etc. Therefore, it is imperative that professionals
understand the value of detailed planning. The hours of time spent in planning are far cheaper than the
prototypes built and scrapped during performance or reliability evaluation.

In the absence of planning, it becomes difficult to understand the appropriateness of proposed actions
and determine what is right or wrong. The advantages of planning can be understood from the following
points:

(a) Direction Setting: Planning sets the direction for the entire organisation as well as for the impor-
tant functions of management.

(b) A holistic picture of consequences: Planning assesses in advance the impact of a plan on the or-
ganisation and the people within it, and on different stakeholders outside the organisation. It also
evaluates whether the effort, cost and implications of implementing a plan are beneficial to the
organisation. Thus, planning clarifies to a practising manager to a great extent the consequences
and valid justifications of different actions to be undertaken in the future.

(¢) No haphazard actions: Planning is the process by which a manager can determine whether he/
she should attempt the task or not. It helps in developing a precise detail of who, what, when,
where, why and how of the task. In this way, it avoids haphazard action. Through proper planning,
appropriate and properly coordinated actions, relating to a task, can be planned in advance.

(d) Economy in operations: Planning helps in making the judicious use of available resources through
their efficient utilisation. Effective results can be produced with least cost with the help of proper
planning. It determines the means that would help in optimum realisation of the goals and objec-
tives of the orgtanisation.

(e) Minimising risks and uncertainties: Future is uncertain and planning makes an attempt to mini-
mise the uncertainties associated with future activities by trying to comprehend different future
scenarios. It helps in formulating different action plans to face the uncertainties in a manner that
would not adversely affect the organisational objectives.

(f) Estimation of the needed resources: Planning makes the manager aware of the resources that will
be needed in the near future. This helps the manager arrange the required things in time so that
the project does not fail or suffer due to the lack of resources that would be required to implement
a particular plan. Planning also helps in developing contingency plans to cope with the lack of
resources or changes in the business environment.

(g) Better decision-making: A systematically undertaken planning can improve the quality of deci-
sion-making because it takes into account all factors, and helps in focusing on the critical ones.
Planning ensures that the manager is aware of the priorities with respect to the actions to be
performed. It also helps the manager understand the implications of what he/she wants to do and
whether he/she is prepared for all the reasonable eventualities of his/her actions.

(h) Promotion of Teamwork: Planning forms the basis for facilitating teamwork by assigning differ-
ent tasks and responsibilities to different individuals.
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(i) Provision for Control: Planning helps in developing appropriate control mechanisms with re-

)

spect to standards, acceptable quality levels, timelines, cost control, reporting, etc. In the absence
of planning, controlling action may not be possible. Control mechanisms help in proper imple-
mentation of a plan to achieve desired goals.

Technological Development: Through planning, the organisation can assess appropriate techno-
logical requirements and also develop plans for the integration of a technology into the business
in an efficient manner with least amount of resistance.

Assumptions for Planning

Planning is based on the following assumptions which are necessary for the formulation of business
plans.

The planner (individual or a team) is responsible for anticipating the likely opportunities and
threats. It is also the responsibility of the planner to devise means to take advantage of opportuni-
ties and protect business interests from threats. The planner’s ability to foresee, analyse and judge
significantly affect the outcome of the planning process.

The planner has to undertake planning in accordance with the well-defined vision, goals and core
values of the organisation, which usually remains fixed over the course of planning. These goals
and values affect the process and outcome of planning.

The planner is assumed to have complete and accurate functional knowledge of the situation for
which planning is being undertaken. To what extent the planner is informed about the different
variables related with the situation influences the process and outcome of planning.

The planner is assumed to possess the knowledge and skills required to accurately model different
constituents of decision-making. The degree of the rationality that an individual demonstrates in
the planning process has a significant impact on the planning process.

ESSENTIALS OF EFFECTIVE PLANNING

Planning needs to be undertaken with careful and extensive research of future situations and their vari-
ables in order to achieve the optimum results. For planning to be effective, the management needs to
ensure the following things:

1.

Clearly define the goal or objective of planning in writing. The goal/objective should be specific,
measurable, agreed upon, realistic and time-bound. It should be approved by a person having
authority.

Review of the past performance and the corresponding feedback should be considered as a key
input for effective planning for future.

The planner needs to focus on identification of the main issues which need to be addressed.
Budgetary and other requirements need to be determined well in advance, and planning should
take into account the budgetary and other constraints.

. Timelines and milestones for the implementation of the plan need to be developed and, if possible,

accepted by the people involved in plan formulation and execution, preferably at the planning
stage.
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6.

Shortcomings in the concept, bottlenecks and areas of concern need to be determined in advance
as this helps in introducing flexibility in plans and formulation of contingency plans.

Effective planning includes development of strategies that aid in effective implementation of plans
by creating a positive context and reduction of resistance to plans.

Periodically review the progress of the plan formulation so that necessary modification with re-
spect to planning can be developed and incorporated in a timely manner.

PITFALLS AND LIMITATIONS OF PLANNING

In spite of many significant advantages, planning has its own share of limitations. The planning process
has to deal with many obstacles and constraints. Some of the pitfalls and limitations associated with
planning are discussed below.

1.

Lack of Accurate Information: The quality of planning depends on the relevance and accuracy
of the information that is available with the concerned manager. Precise and accurate information
is generally not available for strategic and long-term planning. Therefore, plans developed on the
basis of inaccurate or inadequate data may not produce optimum results.

Time-consuming Process: The more detailed is the planning, the greater is the time consumed.
Managers may spend an excessive amount of time in securing information and decision-making
in order to increase the accuracy of planning. This can lead to a delay in the plan implementation,
which can result in the loss of opportunities.

Expensive: Gathering of information and testing of various courses of action can involve a large
amount of money. As a result, many organisations, particularly the small ones, are unable to afford
a formal planning programme. Planning should be undertaken only to the extent to which the ac-
cuing benefits justify the costs involved.

Inflexibility: Planning may cause internal inflexibility in the organisation because once a plan is
accepted, the focus of the entire organisation would be to go exactly in accordance with the plan.
This limited approach may stifle innovation and creativity. This is the reason that small startups
with flexible planning are able to challenge large and well-established organisations that have
formal planning procedures.

Environmental Constraints: Managers hardly have any control over changes in the external
environment of their organisation. These environmental factors are difficult to be predicted accu-
rately. For example, it is difficult to predict the government policies. In the present-day scenario,
when change is happening at an accelerating pace, even the best of plans can fail.

False Sense of Security: A manager may believe that once a plan has been prepared, its imple-
mentation will go smoothly. It may not necessarily be the case. If a plan is not reviewed and re-
vised periodically, it may hinder or delay successive processes.

Capital Invested in Fixed Assets Limits Planning: If an organisation has made significant in-
vestments in the fixed assets, it puts