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Semester 1 
PRINCIPLES OF MANAGEMENT 

 
Learning Objectives  

- To have brief about the concept of Management and its application and related 
components.  

- Students will learn about features, levels and process of management. 
- Develop the linkages with various approaches towards management. 
- Will become verse with the significance of various components of management like 

planning, organizing, etc.  
- Student will be able to participate actively in the management decision making 

process.  
 
UNIT - I 
Nature of Management, Definition, Management as Science, Management as an Art, Management 
as both Science and Art, Features of management, Process of management, Levels of management, 
Management Thought, Early Management Thought, The Classical Approach, Modern 
Management Approaches, The Quantitative Approach of Management Thought, Systems 
Approach of Management Thought, Modern approaches to management, Other Responsibility of 
Management. 
 
UNIT - II 
Nature and Objectives, Significance Process of Planning, Types of Plans, steps in Planning 
Process, Merits and Demerits of Planning, Management by Objective, Decision Making & Its 
Techniques, Concept of Decision Making, Objectives, Importance of Decision Making, Process 
of Decision Making, Techniques of Decision Making, Types of Managerial Decisions, Essentials 
of Sound Decision Making. 
UNIT – III 
Concept Of Organization, Nature and Characteristics of Organization, Organization Structure, 
Formal Organization, Informal Organization, Concept of Line & Staff, Conflict between Line & 
Staff Managers, Concepts of Departmentation, Bases of Departmentation, Concept of Matrix 
Organization, Advantages & Disadvantages of Matrix Organization Structure, Concept of Span Of 
Control, Factors Affecting Span Of Control, Graicunas Theory of Span Of Control, Concept of 
Centralization & Decentralization, Advantages & Disadvantages of Centralization & 
Decentralization, Concept of Delegation of Authority, Principles of Effective Delegation, 
Authority & Responsibility Relationship. 
UNIT – IV 
Importance of Directing as Managerial function, Supervisor and Role of Supervisor, Functions of 
Supervisors, Leadership and its Characteristics, Importance of Leadership. Roles performed by the 
Leader, Leadership & Management, Leadership Styles. Trait theory of Leadership, Behavioral 
Theories. Role theory. Managerial grid, Staffing Nature, Importance of Staffing, Elements of 
Staffing, Factors Influencing the Staffing Patterns. 
UNIT – V 
Concept of Co-ordination, Importance of Co-ordination, Concept & Nature of Controlling, Process 
of Controlling, Controlling Techniques, Modern Management Practices Objectives, managing 
diversity, Japanese Management Practices, Unique Features of Japanese Management, 



Comparison of Japanese and American Management Concept of Green Management, Features of 
Green Management, Corporate Social Responsibility, Features, Significance, Arguments against  
Corporate Social Responsibility. 
 
References  
1. Koontz, H., and Weihrich, H., Essentials of Management: An International, Innovation and 
Leadership Perspective, 10th ed., McGraw Hill, 2015.  
2. Robbins, SP, Bergman, R, Stagg, I, and Coulter, M, Management 7, Prentice Hall, 7th edition, 
2015.  
3. Richard I Levin, David S Rubin, Statistical management, 7th Edition, Prentice Hall India, 2011. 
4. Kotler, P., Keller, Kevin Lane Keller et al.  Marketing Management, 3rd Edition, 2016.  
5. Eugene F. Brigham and Michael C. Ehrhardt, Financial Mangement: Theory and Practice, 
SouthWestern College Pub; 15th Edition, 2016.   
 



CONTENTS

Unit I - Nature of Management

1. lntroduction to Management

2. Evolution of Management Thoughts

Unit II - Planning and Decision-making

3. Planning and MBO

4. Decision-making

Unit Iil - Organising

5. Organising - I

6. Organising - II

Unit IV - Directing, Leadership, Co-ordination and Controlling

7. Directing and Leadership

8. Co-ordination and Controlling

9. Recent Trends in Management

1alL _ LI

28-44

4s-65

66 -76

77 -100

L}t - 122

t23 - t35

136 - 151

152 - 166





2. P rinciples of M o no gement

l.l Concept of Monogement

The concept of management is as old as human civilisation. The concept of management
is universal and is applicable to all types of organisations. lt is useful and essential to all
types of business organisations, irrespective of their size, area and scale of operations and
nature of ownership. lt is necessary for educational and health institutions, military
organisations, gymkhanas, clubs, trade associations, chambers of commerce, etc. In other
words, management is a universal process.

According to the modern management thinkers, management is a process of integrating
six. 'tuls', viz., Men, Material, Machines, Methods, Money and Markets. The term
managernent may be referred to a distinct process of allocating inputs (physical and
human resources) by typical managerial functions (planning, organising, directing and
controlling) for the purpose or achieving pre-determined organisational objectives.

"Management consists of getting things done through others. A manager is one, who
accomplishes objectives by directing the efforts of others."

Planning Directinglt
titl

Organising Controlling

Fiq. 1.1: Meaninq of Manaqement

Different experts have defined management from different perspectives at different times.
For example, the classical management thinkers have emphasised mainly production and
engineering aspects of management whereas the neo-classical theorists have emphasised
tlt*: human relations approach and behavioural aspects of management. The modern
management philosophers have emphasised on varied areas such as decision-making,
leadership, motivation, co-ordination and workers' participation in management. Thus,
definitions and interpretations of management vary widely.

Fredriclt Winslow Taylor emphasised the engineering aspects of management. His
definition mainly deals with plant management.

"Management is knowing exactly what you want men to do and then seeing that
they do it in the best and cheapest way."

Inputs

. Men

. Money

r Materials

o Machines

r Methods

. Markets

Output

r Aims

. Goals

. Objectives

Management Process
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I ntroduction to Management

Henry Fayol describes management in terms of what a manager does.

"To manage is to forecast, to plan, to organise, to command, to co-ordinate and to
control." - Henry Fayol

"Alanagemenf rs a distinct process conslsfing of planning, organising, actuating and
controlling, performed to determine and accomplish sfafed goals by the use of
human beings and other resources. " - George Terry

"Management is defined as the creation and maintenance of an internal
environment in an enterprise, where individuals, working together in groups, can
perform efficiently and effectively towards the attainment of group goals."

- Koontz and O'Donnell

According to the above definitions, management is the art of creating the most favourable
performance environment and thereby, helping a group of workers to achieve pre-determined
goals of an enlerprise.

As per the above deflnition, management is a continuous ongoing process. lt helps in the
creation, maintenance, direction and operation of an enterprise and it attains the goals through
systematic and scientific co-ordinated and co-operative human efforts in an organisation.

"Management is principally a task of planning, co-ordinating, motivating and
controlling the efforts of others towards specific objectives." - James Lundy

According to this definition, management
implementing and controlling.

functions, v2., planning,

"Management is the art of gefting things done through people."

- Mary Parker Follett
The above definition emphasises the human relations approach to management.

"Management is a multi-purpose organ that manages a busrness and manages
manager and manages workers and work." - Peter Drucker

In the above definition, Drucker stresses three important tasks of management:
(a) Managing a business,

(b) Managing a manager, and

(c) Managing workers and work.

Thus, according to Drucker, a manager is a dynamic and life-giving element
business. An efficient manager ensures optimum utilisation of human, material and
resources of the organisation.

covers three main

In every

financial

"MAiageiment is
operate purposive organisation through systematic, co-ordinated and co-operative
human efforts." - Dalton McFarland



P rinciples of Mo nagement

" Man age menf is declsio n-maki ng." - Ralph C. Davis

,,Management is the art and science of decision.making and leadership.,,

- Donald J. Chough

The above definitions explain the importance of decision-making in modern business'

Decisions are necessary in all functional areas of business such as production' marketing'

finance, personnel and office administration. Managers by profession are decision-makers'

At present, we are living in a dynamic world, where the situation is changing very fast'

Moreover, the forces of external environment are also very powerful and affect business

enterprise to a great extent. Therefore, modern management thinkers and contributors to

literature on management lay great emphasis on decision-making, leadership and

motivational aspects of business management'

The following points explain the nature of management:

(a) Management is an integrating process: Every business organisation requires

human, physical and financial resources to carry on its activities' The six 'Ms" v2''

Men, Materia|s, Machines, Methods, Money and Markets are its basic resources,

These six 'Ms' are routed by managers through managerial process of planning'

organising, actuating and controlling to achieve pre-determined organisational goals'

Management, in this sense, integrates human elements with non-human elements'

(b) Management is a universal process: The principles and techniques of management

are all-pervasive. The basic concepts, principles and techniques of management

areequa||yapp|icab|etoa||sortsofgroupendeavours'However,theyarenot
standard. They require modification and adaptation' depending upon the nature of

activity,sca|eofoperations,typesoftechno|ogyandhumanresourceandother
inPuts used in such endeavours'

(c) Management is a group activity: Management as a group or class can be

considered at two levels:

o At the micro level, management as a group refers to all managers, from the

highest authority to the lowest one, who manage the enterprise'

o At the macro level, it refers to the human activities where people work in

groups,v2.,economic,social,political'religiousorculturalactivities'

(d) Management is goa|-oriented: Management is concerned with the attainment of

group objectives or common objectives of the enterprise' ln the process of attaining

group objectives, management also endeavours to attain personal objectives of the

1.2 Notu?e o? Chorocteristics of Monogrrng$
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lntroduction to Management

individuals. The success of management is judged by the extent to which these
goals are achieved.

(e) Management is a dynamic process: Management seeks to maintain a
continuous equilibrium of an enterprise with its external environment - economic,
social, political, cultural and technological - in order to ensure not only survival and
growth of the enterprise but also to make it fulfil the aspirations of society, in the
best possible manner.

(0 Management is a social process: Management is practised by the people
(managers), through the people (workers) and for the people (consumers and the
society at large). The role of human factor in management cannot be ignored. lt is
the only active factor in the process of production. Thus, management is not an
individual but a social process.

(g) Management is intangible: Management is intangible or an invisible force. lt is
abstract in character. Managerial activities are only descriptive and not quantifiable.
Management cannot be seen but its presence can be felt from its results, viz., higher
productivity, increased efficiency, healthy employee-management relationship, high
employee morale, etc.

(h) Management is art, science and profession: Management is an art as it involves
application of knowledge and skills for the solution of managerial problems. lt is a
science as it is a systematised body of knowledge, consisting of generally accepted
princ'iples and procedures. lt is now unfolding as a distinct profession due to the
separation of management from ownership in large business organisations.

(i) Management is irreplaceable: A number of new techniques of problem solving in
management have been evolved recently, viz., computer applications, information
technology, information systems, PERT, cpM, etc. These techniques improve
managers' decision-making skills and make them more efficient in their jobs, but
they cannot substitute the management.

0) Management is based on certain principles: French industrialist, Henry Fayol
has developed fourteen principles of management which are now universally
accepted. Some of these principles are division of work and specialisation,
discipline, authority and responsibility, balance, scalar chain, unity of purpose, unity
of command, equity and esprit de corps.

(k) Management is multi-disciplinary: Management deals with human behaviour
and thus, it is multi-disciplinary. Many of the ideas, principles, theories and
techniques made use of in management have their origin in a number of other
disciplines, especially, in social sciences such as psychology, philosophy, economics,
sociology and anthropology.
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1.3 fmportonce or Significonce of Monogement

The emergence of management as an essential factor of production is an important event

in the history of business. Classical theorists stressed land, labour and capital as basic

factors of production needed for the production of goods and services. However, due to
growing complexities of business and consequent increase in competition, both internally

and externally, management has become an important factor of production.

Not only the success or failure but also the very survival of an enterprise depends on its
management.

"lneffective management cuts at the very root of the economy." - George Terry

In other words, ineffective management results in wastage of scarce resources like capital

and labour.

The following points highlight the importance of management:

(a) Optimum Utilisation of Resources: A good manager secures maximum results, in

terms of production, sales, profits and employees' satisfaction with the minimum

inputs in terms of physical resources and manpower eftorts. Thus, management

results in optimum utilisation of scarce resources.

(b) Leadership and Motivation: Organisational goals cannot be achieved forcefully.

Management creates willingness and motivates workers to work towards the general

organisational objectives, which in turn helps workers to achieve their individual

objectives. Thus, management leads and motivates employees in the right direction.

(c) Initiative and Innovation: Management is a group activity. A good manager works

with a common consensus and creates an environment in which everyone gets an

opportunity to express his/her views. This gives an opportunity to subordinates to

come forward with innovative ideas and suggestions.

(d) Minimises Wastage: Along with ensuring the judicious use of resources, a good

management also aims at cutting down wastage, both human as well as non-

human. Management plans, organises, directs and controls the activities of the

organisation and thereby, helps in controlling wastage.

(e) lndustrial Peace: Management helps to develop a healttry environment within the

organisation by promoting a two-way free flow of communication between the

superiors and the subordinates. This develops cordial relations between them and

promotes industrial peace and harmony.

(f) Builds Gompetitive Strength: In today's competitive environment, the quality of
performance determines the profitability of an organisation. Sound management

enables the enterprise to achieve higher levels of productivity and profitability,

which in turn biiild c<:mnetitive strenqth.
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(g) lmproves Standard of Living: A sound management helps to improve the

standard of living of both - the workers and consumers by improving its

productivity and profitability. Due to increased profitability, workers get higher

wages and consumers get better quality products at lower prices.

(h) Growth, Expansion and Diversification: In modern commercial fields, growth

and expansion are necessary for making an enterprise stable, profit making and

economically viable. A sound management helps organisation to grow, expand and

diversify and rnake it a going concern.

(i) Social Consciousness: Business is a part of society. Thus, a sound management

shoulders social responsibilities of business and contributes towards the welfare of

different segments of the society, viz., consumers, workers, investors,

shareholders, government and the society at large.

1.4 Functionol Areos of Monogement

The functional areas of management are the various areas in business organisation where

management functions are performed. These functional areas are:

(a) Production Management: Production may be defined as the conversion of raw

materials into finished goods or services through the applications of the mechanical

or human process. Production management is multi-disciplinary in nature and

involves materials management, scheduling techniques, quality management,

stock keeping, inventory management, cost control and budgeting.

. Plant Layout and Location: lt deals with designing of plant layout, deciding

the location of the plant and providing various plant utilities.

. Production Planning: lt deals with routing and scheduling aspects of
production process.

. Material Management: lt is concerned with purchase, storage, issue and

control of materials required for production department.

. Research and Development: This area deals with research and development,

innovations and inventions of new products and processes.

. Quality Control: lt deals with quality sustenance and quality assurance

initiatives of a firm to ensure customer satisfaction.

(b) Marketing Management: Marketing management usually represents all managerial

efforts and functions undertaken to operate the marketing concept. Marketing

management includes the management of four marketirrg variables (4 Ps), v2.,

product management, price management, place management and promotion

management. Various components of marketing management are:

7.



8. Principles of Monogement #

. product Management: lt includes various decisions related to product such as

product mix, product line, product standardisation and product adaptation'

o price Management: lt is concerned with the determination of appropriate price

for a product using various pricing strategies'

r place Management: lt deals with the selection of a right distribution channel

andmarketingintermediariesforthemarketingofaproduct.

. Promotion Management: lt encompasses efforts made by marketing manager

to sell product through advertising and sales promotion'

ln addition to these, marketing management also includes market segmentation'

marketing research, marketing information system and so on'

(c) Human Resource Management: Human resource (personnel) management is

that aspect of management which deals with the effective use and control of

manpower. lt includes a variety of managerial functions such as staffing,

recruitment, selection, placement, induction, training, career planning, succession

planning, managerial development, performance evaluation' etc'

. Personnel Planning: lt is a process that identifies current and future human

resources needs for an organisation to achieve its goals'

e Recruitment and selection: Recruitment and selection deal with hiring and

employing people for various positions in the organisation'

r Training and Development: Training and development deals with the process

of improving the performance of employees and officers in the organisation'

r wage Administration: lt deals in job evaluation, merit rating of jobs and

determining wage and incentive policy for employees'

r lndustrial Relation: lt deals with maintenance of overall employee relation,

providing good working conditions and welfare facilities for employees'

(d) Financial Management: Financial management deals with planning, organising,

directing and controlling financial activities of an enterprise' lt is a managerial

activity which is concerned with acquisition and conservation of capital funds in

meeting the financial needs and overall objectives of an organisation' lt includes

capital budgeting, working capital management, profit planning, tax planning, etc'

. Financial Accounting: lt relates to record keeping of various financial

transactions, their classification and preparation of financial statements'

r Management Accounting: lt deals with the analysis and interpretation of

financial record so as to assist management in decision-making.
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. Cost Accounting: lt deals with the determination of the cost structure,

recording of actual costs and their analysis and cost control.

. Tax Planning: lt deals with various direct and indirect taxes which an

organisation has to pay.

r Profit Planning: lt estimates the profit generations from sales or undertaking

and project and disbursement of such profits.

Apart from these functional areas, management also deals with office management,

maintenance management, inventory management, transportation management, etc.

1 .5 Monogerial Roles

The concept of 'managerial role'was first introduced in the analysis of managerial work by

Henry Mintzberg in 1973. According to him, role is a set of certain behavioural rules

associated with a concrete organisation or a post. While performing the various managerial

functions, managers assume multiple roles.

Provide
lnformation

Process
lnformation

J
o(!

.Ett,
o,
o
IL

r Entrepreneur

Decisional o Disturbance Handler
. Resource Allocator

' Negotiator

Use
lnformation

Fiq. 1.2: Manaqerial Roles

Henry Mintzberg has identified ten roles common to the work of all managers. These ten

roles have been grouped into three broad heads as under by Henry Mintzberg:

(a) Interpersonal Roles: lnterpersonal roles are primarily concerned with interpersonal
relationships in the organisation.

. Figurehead: In the figurehead role, a manager legally and socially represents
the organisation to those outside it. He is a symbolic leader, who carries out

. Figurehead

Interpersonal ' Leader

o Liaison

. Monitor

Informational ' Disseminator

. SPokesPerson
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social, inspirational, legal and ceremonial duties on behalf of the organisation

as a whole.

o Leader: Leader role is the heart of the manager-subordinate relationship. As a

leader, the manager defines the structures and environment within which

subordinates work and perform. He selects, encourages and promotes employees

and maintains discipline so as to balance individual and organisational goals'

. Liaison: ln the liaison role, the manager interacts with his peers, superiors and

people outside the organisation to develop and maintain contacts' These

contacts give access to information, database, facts, probabilities and

opportunities. For this, a manager must possess excellent networking skills'

(b) Informational Roles: The direct relationship with people, in the interpersonal

roles, places the manager in a unique position to ge.t information. Thus, the three

informational roles are primarily concerned with the information aspects of

managerial work.

r Monitor: As a monitor, the manager keeps a close watch over internal

operations, external events, new deve|opments, trends and pressures causing

changes, new opportunities and threats" This helps him in taking timely and

effective decisions.

r Disseminator: As a disseminator, the manager gathers information, from

internal as well as external sources, and disseminates them to subordinates

and the other interested parties. He formulates and communicates policies,

ru|es,regu|ations,programmesandvaluestothesubordinates.

. spokesperson: As a spokesman, the manager is the official communicator of

the organisation with the outside world. The statements made by him assume a

great significance. He informs the key influencers and stakeholders about the

performance, plans and policies of the organisation'

(c) Decisional Roles: The unique access to information places the manager at the centre

of the organisational decision-making process. There are four decisional roles'

. Entrepreneur Role: As an entrepreneur, the manager innovates and initiates

changes.Heidentifiesgaps,seeksopportunitiesanddevelopsprocessesto
irnprove the organisation's condition and employees' well-being' He initiates

improvement in projects in the organisation'

r Disturbance Handler: As a disturbance handler, the manager deals with

threats to the organisation, internal as well as external' He takes the charge of

a situation when the organisation hits an iceberg unexpectedly' This role

involves analysis, evaluation, reallocation and support for solving the problem'
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. Resource Allocator: As a resource allocator, the manager decides areas

where the organisation will expend its efforts and time. He oversees the

allocation of various resources, viz., physical, financial and human resource,

among various departments and ensures their optimum utilisation.

. Negotiator: As a negotiator, the manager negotiates on behalf of the

organisation. The various managerial roles, such as spokesman, figurehead and

resource allocator also demand negotiation skill. As a negotiator, he should

ensure that his decisions and actions benefit the organisation in the best way.

These roles are performed by the managers at different levels in the management

hierarchy, with different degree and at different time. Although, these roles are described

individually, they form an integrated whole.

1.6 Monogeriol Skills

Managerial skills means the skills or qualities desired in a manager, the possession of

which enable him to act better as a practising manager. According to Professor Daniel

Katz, to manage an organisation, one needs to have the following three skills. The degree

of these skills may change from organisation to organisation and also at the different levels

of managerial hierarchy.

(a) Technical Skill: Technical skill means the skill or knowledge, which is required for

performing an operational activity in the best possible manner. Technical skill can

also be termed as a technical expertise. Technical skill is an imperative skillfor the

lower level managers. Unless, lower level managers are well versed with technical

aspects, they would not be in a position to direct the operations of their

subordinates and lead them towards optimum performance, quantitatively and

qualitatively. The upper and middle level managers should have a general

acquaintance of technical matters. This helps them to formulate operational

planning in a more realistic manner.

(b) Human Skilt: Human skill means an ability to tactfully deal with human beings and

mould their behaviour at work in the desired manner to help them to attain the

common objectives of the enterprise in the most effective and efficient manner.

Human skill requires an understanding of human behaviour, which in turn,

necessitates an insight into human needs and the ways and means of motivating

people. Since managers at all levels in an enterprise are supposed to deal with

human beings, human skill is equally needed by all managers - from the highest to

the lowest authority in the management hierarchy.

(c) Gonceptual Skill: Conceptual skill as the name suggests, is concerned with

concepts or ideas. lt means an ability:

il..
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. To view an enterprise as a whole in its totality, appreciating the inter-

relationship among its diverse components.

. To analyse the implications of external environmental factors, v2', social,

economic, political, technological, etc., on the functioning of business.

. To consider the strengths and weaknesses of the enterprise in the light of

environmental opportunities and threats.

. To take a balanced and rational decision based on the understanding of the

above mentioned factors.

Conceptual skill is imperative for the top level managers, necessary for the middle

level managers and desirable for the lower level managers'

Top Level
Management

Middle Level
Management

Lower Level
Management

Fiq. 1.3: Manaqerial Skills

The Figure 1.3 shows managerial skills which are required by managers working at the

different levels of management. The top level managers require more conceptual skills

and less technical skills. The lower level managers require more technical skills and

fewer conceptual skills. Human relations skills are required equally by all three levels of

management.

The role of manager in the 2l"tcentury has become more complex and diverse than ever

before. This requires him to possess certain other skills and competencies in addition to

the three basic skills suggested by Professor Daniel Katz. Some of these skills are:

(a) Communication Skill: Communication skills are important at all three levels of

management. A manager needs to communicate with his workers, other

managers, superiors, competitors, customers, suppliers, government authorities,

etc., in day-to-day functioning of business. Thus, a good manager should not only

communicate well but also promote two-way communication in the organisation.

(b) Administrative Skill: Administrative skills are required mostly at the top level

management. The top level managers must be aware of how to formulate plans'

policies and programmes and should have the skills of getting work done. They
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should be able to achieve co-ordination at the various levels of the organisation.

Thus, a good manager should also be a good administrator-

(c) Leadership Skill: Leadership skill is the ability to motivate human behaviour as

desired. A good leadership skill helps the management to get the work done

through the management. A good manager should be able to instil trust, provide

direction and delegate responsibility amongst team members. Leadership skills are

equally important for managers at all levels but in different magnitudes.

(d) Problem-solving Skill: Problem-solving skill is also known as design skill. To

manage business is to confront and solve a number of problems. Management must

know how to identify problems and come up with the best possible solutions' This

requires experience, upto-date knowledge of latest developments and intelligence.

A good manager should be proactive in solving management issues and problems.

(e) Decision-making Skill: One of the most important functions of managers is to

make sound and timely decisions. lf decisions are delayed, the organisation will not

be able to reap the benefits of opportunities offered by the environment or the

threats posing business may become unmanageable. Thus, managers at all levels,

especially top level management should possess decision-making skills.

(0 Team Building Skill: Management is an integrating force. lt integrates non-human

factors with human factors. The action of individuals working in organisation at

different levels and in different departments needs to be integrated and directed

towards the common organisational goals. Thus, a good manager must possess an

ability to harmonise the efforts of individuals and departments into a team action.

(g) Ghange Management Skill: Organisational changes are a part and parcel of

modern business. However, people do not generally take to changes happily.

Therefore, it is the manager's responsibility to help his team members cope with

changes, listen to their problems and give them solutions. The manager has to see

when and what changes are required and make efforts to implement them tactfully.

(h) Gonflict Resolving Skill: When different types of people work together, it is

natural for them to occasionally get into conflicts. Such conflicts affect the

individual performance as well as organisational performance in the long run. A

manager must be able to understand these conflicts between the team members

and resolve them on time before they start affecting organisational performance.

Along with above skills, a good manager should also possess the following competencies:

(a) Appraising People and Performance.

(b) Disciplining and Counselling Employees.

(c) Listening and Organising.

13.
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(d) Setting Goals and Standards.

(e) Thinking Clearly and Analytically.

(0 Giving Clear Information to Employees.

(g) Getting Unbiased Information.

(h) ldentifying and Solving Problems.

(i) Making Decisions and Weighing Risks.

(j) Planning and Scheduling Work.

(k) Training, Coaching, and Delegating.

(l) Time Management and Prioritising.

In an industrial enterprise, managers at all levels of management have to perform more or less

similar functions. However, the scope, nature. and importance of these functions may vary

according to the level at which they operate. Generally, mangers are divided into three broad

categories depending upon the level at which they operate in the management hierarchy'

Board ol Directors
Policy Making

Functional Heads

Functional

Supervisors
Supervision &

Rank and File ot Workers

Fiq. 1.4 Manaqement Levels

(a) Top Level Management: Top level management is the ultimate authority, which is

responsible to the shareholders, government and general public. Top level

management of an organisation consists of one of the following:

. Board of Directors;

. General Manager;

o Chief Executive Officer;

. Managing Director;

. President.

Functions of ToP Level Managers:

. To define mission and fundamentalgoals.

1.7 Levels of Monogement



I ntroduction to M anage ment

. To design appropriate organisationalsetup.

. To develop master plans for different functional areas.

. To formulate master strategy and policies.

. To achieve overall efficiency and organisational goals.

. To provide outstanding leadership.

. To achieve co-ordination and exercise overall control.

. To evaluate or compare the organisational performance.

. To act as a'n agent, trustee and a guardian of the enterprise.

(b) Middle Level Management: Middle level managers are the connecting links

between the top and the first line managers. The middle level management

consists of departmental heads, v2.,

. Production Manager.

r Sales Manager.

o Marketing Manager.

. Finance Manager.

. Public Relation Officer.

Functions of Middle Level Managers:

. To explain to the lower management; the objectives, strategies and policies

laid down by the top management.

r To communicate to the top management; the problems, suggestions and

viewpoints of the lower management.

. To prepare departmental plans on the basis of broad objectives and guidelines

set by the top management.

. To design organisational set-up of various functional departments, r.e., division

of work and span of control.

. To control and co-ordinate the functioning of various functional departments in

the organisation.

. To submit a report to the top management on the performance of various

departments and individuals.

r To offer suggestions and recommendations to the top management for the

im provement of overall functioning.

. To perform routine functions such as:

- To select efficient executives and staff.

- To introduce procedures and operating routines.

- To raise necessary funds.

15.
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- To controlcosts.

- To provide better working conditions, etc.

(c) Lower Level Management': Lower level management is also known as the first

line management, because the management levels begin with it. lt is a vital link

between the higher level management and the rank and file of workers. They are

important because they link managers with non-managers. They exercise a direct

supervision over the entire workforce in factory, office and sales field, where results

are obtained.

Functions of Lower Level Managers:'

. To do day{o-day operational planning, as per the directives of the middle level

managers.

r To maintain high level of morale among workers and create conducive

environment for them to Perform.

. To supervise work of employees and ensure that their performance conform to

the pre-determined standards.

. To submit reports on the performance of workers and to recommend reward or

punishment for them.

r To communicate to workers about the decisions of the top level management

and its policies.

. To report to higher authority, the problems, feelings and expectations of the

rank and file of workers.

l,lanagement pioneers such as George Terry, Harold Koontz, Cyril O'Donnell, and Ralph

[-,avis - all published management texts in the 1950s that defined management as a

proaess consisting of a set of interdependent functions. Collectively, these and several

other management experts popularly came to be known as the Process School of

Management. According to them, management is a distinct intellectual process consisting

of several interrelated functions. The Process theorists believe that all managers, regardless

of their industry, organisation or level of management, engage in managerial process

which consists of a number of managerial functions.

Henry Fayol was the first person to identify elements or functions of management in his

book tiiled 'Administration lndustrietle et Generale' pubtished in the year 1916. He

identified five main functions or elements of managemenl, viz., planning, organising'

commanding, co-ordinating, and controlling

1.8 Concept of PODSCORB
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In 1930, Luther Gullick coined the word "PODSCORB" from the initial letters of tnanagemer.ii

functions, where:
(a) P - stands for Planning;

(b) O - stands for organising;

(c) D * stands for directing;

(d) S - stands for staffing;

(e) CO - stands for co-ordinating;

(0 R - stands for rePorting and

(g) B - stands for budgeting.

Of these, reporting is covered by the controlling function'

The sequence of manager's function begins with planning. However, a manager performs

all these functions simultaneously and continuously. The top management generally

spends more time in planning and organising and less time in staffing, directing and

controlling while managers at the middle level and lower levels of management are more

concerned with the operational aspects of managerial functions.

Let us analyse the various components of management process in detail:

(a) Ptanning: Planning is the fundamental function of management. lt is primarily an

intellectual exercise. lt is the process through which a manager looks at the future

and discovers alternative courses of action for effective corporate achievements at

all levels. lt is the base of all managerial activities, i.e., controlling, co-ordinating,

managing, staffing, etc.

"Planning is deciding in advance what to do, how to do it, when to do it and

who is to dct it. Ptanning bridges the gap from where we are to where we

want to go." - Koontz and O'Donnell
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(b) Organising: A sound organisation is a pre-requisite for the success of any business

enterprise. lt is a foundation upon which the entire structure of management is

constructed. Organisation is the process of establishing relationships among the

members of the enterprise. These relationships are created in terms of authority

and responsibilitY.

,,Organising involves the grouping of activities necessa4y to accomplish

goals and plans, the assignment of these activities to appropriate

departments and the provisions for authority delegation and co-ordination."

- Koontz and O'Donnell

(c) Directing: Once subordinates are organised, superiors have a continuous

responsibility of guiding and leading them for higher work performance and

motivating them to work with zeal, confidence and enthusiasm. George Terry has

used the word'Actuating' for'Directing'.

"Direction embraces those activities,

su pe ruising subordinates."

which are related to guiding and

- Koontz and O'Donnell

The direction function of the management consists of four sub-functions:

. Gommunication: Promoting free and fair exchange of communication, both

upward and downward.

r Leading: Influencing subordinates at work towards the attainment of desired

objectives.

. Motivating: Psychologically encouraging subordinates for executing plans and

policies through the efforts of others

. Supervising: Overseeing the functioning of subordinates to ensure higher

performance and Prevent wastage.

(d) Staffing: Staffing means selecting and recruiting competent and qualified people

needed for jobs. lt is one of the most important functions of human resource

(personnel) management. lt consists of manpower planning and manpower

management" Staffing function of management encompasses selection, placement,

induction, training, promotion and transfer of employees'

"fne ianagerial function of staffing involves manning the organisational

structure through proper and effective selectiort, appraisal and development

of personnetto fittthe roles designed into the structure"
* Koontz and O'Donnell

(e) Co-ordination: Co-ordination is the essence of management. lt is the process ot

integrating various departmental activities of an organisation. lt involves unity of

purpose and the harmonious implementation of plans for the achievement of desired
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ends. lt aims at canalisation of group efforts in the direction of pre-determined

goals of business.

"Co-ordination may be defined as an ongoing process whereby a manager
devetops an integrated orderly and synchronised pattern of group efforts

among his subordinates and tries to attain unity of action in the pursuit of a

common purpose." - McFarland

(f) Reporting: Reporting is essential for locating deviations from the pre-determined

objectives and taking corrective actions in order to minimise wastage and achieve

desired organisational objectives on time. Every subordinate in the organisation is

expected to report to his immediate superior at a periodic interval of time.

Reporting is also important for determining the staffing policies regarding

promotion, transfer and demotions of the employees.

(g) Budgeting: A budget puts minimum and maximum limits on expenditure for a
specific period. Budgeting is also a tool of controlling as it controls financial

wastage in the organisation.

"Budgetary control ls a proces s of finding out what is being done and

camparing fhese resu/fs with the corresponding budget data in order to
approve accomplishments or to remedy differences by either adiusting

budget esfimafes or correcting the cause of the difference."

- George Terry

19.

The process school of management became a dominant

management and the functions of management became the

describing the nature of managerial work.

paradigm for studying

most common way of

1.9 Monogeriol Grid

Management (Leadership) styles are explained in different ways by different authorities.

Ohio State Leadership Studies (1950) is one of them. A famous series of studies on

leadership were done in Ohio State University, starting in the 1950s. These studies found

two critical characteristics, either of which could be high or low and were independent of

one another. The research was based on questionnaires to leaders and subordinates.

These are known as the Leader Behaviour Description Questionnaire (LDBQ) and the

Supervisor Behaviour Description Questionnaire (SDBQ).

In line with Ohio State Studies, Robert Blake and Jane Mouton (196a) developed a distinct

approach to the study of leadership style called the Managerial Grid. Managerial Grid was

developed by Blake and Mouton on the basis of a study of 5,000 managers working in

different organisations. lt is a two-dimensional measurement of manager's leadership style.
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ln other words, this study is based on two aspects of leader's behaviour represented on

the two axes of a grid:

(a) Concern for production (production/task oriented), and

(b) Concern for people (employee oriented).

In the Managerial Grid, 'Concern for Production' was represented on the X-axis and

'Concern for Employees' on the Y-axis. Each axis was divided into 9 points where 9

represented the maximum concern. In this 9 x 9 grid, Bl points could be plotted. Each of

these points represented a combination of 'concern for production' and 'concern for
peopte' in a particular leadership style. However, of these 81 points, only 5 points were

considered to be important.
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Fiq. 1.6 Manaqerial Grid

The figure shows a grid with the concern for production on the horizontal axis and concern

for employees on the vertical axis. The Managerial Grid represented the following five

styles of management (leadership):

Grid (9, 1) -+ Autocratic leadership style.

Grid (1, 9) -+ Democratic leadership style.

Grid (1 , 1) -+ Laissez-faire leadership style.

Grid (5, 5) -+ Practical approach leadership style.

Grid (9, 9) -+ Participative leadership style.
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Types of Management (Leadershlp) Styles based on Managerial Grid:

(a) Authority Obedience Management (9, 1): The manager in Grid (9, 1) style is
described as a stern taskmaster, an autocratic manager. His emphasis is on

gefting the task done or target achieved at any cost. Here, the manager plans and

the subordinates must execute that plan for achieving the production target. This is

similar to the Theory X as explained by Douglas McGregor.

(b) Country Club Management (1,9): The manager in Grid 1i, S1 styte is described

as a democratic leader. He emphasises a high concern for employees but very
less concern for production. This type of leadership style tends to avoid the use of
force or pressure in getting the work done. The style assumes that happy/satisfied

employees take initiative and work hard to achieve organisational objectives.

(c) lmpoverished Management (1, 1): The manager in Grid (1, 1) style is described

as /aissez-faire leader. He has hardly any concern for people or for production. lt
represents a dissatisfied manager with little or no interest in the position given. He

, communicates when absolutely essential. The manager fails to motivate his

subordinates. This type of manager is described as an abdicator.

(d) Organisation Man Management (5, 5): The manager in Grid (5, 5) style places

equal emphasis on concern for people and concern for production. Such manager

refrains from making any strong commitment to either of the factors. This

leadership style tries to balance the individual and organisational objectives. Here,

the manager may adopt bargaining approach to get the work done.

(e) Team Management (9, 9): The manager in Grid (9, 9) style emphasises a high

concern for both production and people. He adopts participative, team approach in

order to get the work done. This leadership style is democratic as efforts are made

to achieve results through collective efforts of all. The views and opinions of
workers are given due consideration while planning organisationalobjectives.

Blake and Mouton emphasise that a high concern for both employees and production is
the most effective leadership style. Their ultimate conclusion is that Grid (9, 9) leadership

style (team management) is the best as it is concerned with both people and production.

Chopter Summory

Concept of iionogemeni
The concept of management is as old as human civilisation. The concept of management is

universal and is applicable to all types of organisations. According to the modern management

thinkers, management is a process of integrating six 'Ms', viz., Men, Material, Machines,

Methods, Money and Markets. The term management may be referred to a distinct process of

2'J..
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allocating inputs (physical and human resources)

organising, directing and controlling) for the

organisational objectives.

Nature or Chorocteristics of AAanogement

(a) Management is an integrating process

(b) Management is a universal process

(c) Management is a grouP activitY

(d) Management is goal-oriented

(e) Management is a dynamic process

(0 Management is a social Process

(g) Management is intangible

(h) Management is art, science and profession

(i) Management is irrePlaceable

U) Management is based on certain principles

(k) Management is multi-disciplinary

of Monogenent

(a) Optimum Utilisation of Resources

(b) LeadershiP and Motivation

(c) Initiative and Innovation

(d) Minimises Wastage

(e) Industrial Peace

(0 Builds ComPetitive Strength

(g) lmproves Standard of Living

(h) Growth, Expansion and Diversification

(i) SocialConsciousness

Functional Areos of lAonogement

(a) Production Management

. Plant Layout and Location

. Production Planning

o Material Management

. Research and Development

. Quality Control

Principles of Manogement 

-

by typical managerial functions (planning,

purpose or achieving pre-determined

things done through others' A manager is one'

who accomplishes objectives by directing the efforts of others."
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(b) Marketing Management

. Product Management

. Price Management

. Place Management

. Promotion Management

(c) Human Resource Management

. Personnel Planning

. Recruitment and Selection

. Training and Development

. Wage Administration

. lndustrial Relation

(d) Financial Management

. Financial Accounting

r ManagementAccounting

. Cost Accounting

. Tax Planning

. Profit Planning

Apart from these functional areas, management also deals with office management,

maintenance management, inventory management, transportation management, etc.

ilonogeriol Roles

The concept of 'managerial role' was first introduced in the analysis of managerial work by

Henry Mintzberg in 1973.

(a) Interpersonal Roles

. Figurehead

. Leader

. Liaison

(b) Informational Roles

r Monitor

. Disseminator

. SPokesPerson

(c) DecisionalRoles
. Entrepreneur Role

. Disturbance Handler

. Resource Allocator

. Negotiator

23.
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Monogeriol Skills

Managerial skills means the skills or qualities desired in a manager, the possession of which

enable him to act better as a practising manager. According to Professor Daniel Katz' to

manage an organisation, one needs to have the following three skills.

(a) TechnicalSkill

(b) Human Skill

(c) Conceptual Skill

The role of manager in the 21"t century has become more complex and diverse than ever

before. This requires him to possess certain other skills and competencies in addition to the

three basic skills suggested by Professor Daniel Katz. Some of these skills are

(a) Communication Skill

(b) Administrative Skill

(c) LeaCership Skill

(d) Problem-solving Skill

(e) Decisiorr-making Skill

(0 Team Building Skill

(g) Change Management Skill

(h) Conflict Resolving Skill

Levels of Alonogenent

ln an industrial enterprise, managers at all levels of management have to perform more or less

similar functions. However, the scope, nature and importance of these functions may vary according

to the level at which they operate.

(a) Top Level Management

(U) wiOOte Level Management

(c) Lower Level Management

Concept of PODSCORB

Henry Fayol was the first person to identify elements or functions of management in his book

liled 'Administration lndustrielle et Generale' published in the year 1916. He identified five main

functions or elements of managemenl, viz., planning' organising, commanding, co-ordinating,

and controlling.

In 1930, Luther Gullick coined the word "PODSCORB" from the initial letters of management

functions, where

(a) P - stands for Planning;

(b) O - stands for organising;

(c) D - stands for directing;
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(d) S - stands for staffing;

(e) CO - stands for co-ordinating;

(0 R - stands for reporting and

(S) B - stands for budgeting

Of these, reporting is covered by the controlling function.

ilonogeriol 6rid

Management (Leadership) styles are explained in different ways by different authorities. Ohio

State Leadership Studies (1950) is one of them. In line with Ohio State Studies, Robert Blake

and Jane Mouton (1964) developed a distinct approach to the study of leadership style called

the Managerial Grid. lt is a two-dimensional measurement of manager's leadership style.

(a) Concern for production (production/task oriented), and

(b) Concern for people (employee oriented).

The Managerial Grid represented the following five styles of management (leadership)

(a) Grid (9, 1) + Autocratic leadership style.

(b) Grid (1, 9) + Democratic leadership style.

(c) Grid (1, 1) -+ Laissez-faire leadership style.

(d) Grid (5, 5) -+ Practical approach leadership style.

(e) Grid (9, 9) -+ Participative leadership style.

Types of Management (Leadership) Styles based on Managerial Grid

(a) Authority Obedience Management (9, 1)

(b) Country Club Management (1, 9)

(c) lmpoverished Management (1, 1)

(d) Organisation Man Management (5, 5)

(e) Team Management (9, 9)

Blake and Mouton emphasise that a high concern for both employees and production is the

most effective leadership style. Their ultimate conclusion is that Grid (9, 9) leadership style

(team management) is the best as it is concerned with both people and production.

Questions Bonk

Q.1 Choose the correct alternative of the following: (1 mark each)

(1) ___________ is not one of the Ms of management.

(a) money (b) methods (c) morale (d) machine

(2) Management is an art of getting things done from _-__-------:
(a) others (b)workers (c) managers (d) machines

(3) Management is a/an

25.
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(a) art (b) science (c) profession

(4) F. W. Taylor emphasised - aspect of management'

(a)administrative (b) human (c) engineering

(5) Fayol gave ------ principles of management'

(a) 10 (b) 12 (c) 1a

(6) ----------- coined term PODSCORB for functions of management'

(a) Luther Gullick (b) Henry Fayol (c) George Terry

(7) --------*-- is the primary function of management.

(a) planning (b) organising (c) co-ordinating

(8) Leading is a part of ----------- function of management

(a) planning (b) organising (c) supervising

(9) Robert Katz has identified - managerial skilis'

(a) 3 (b) 4 (c) 5

(10)--*----.---- skills are important for managers at all levels'

(d) all options

(d) modern

(d) 18

(d) F.W. Taylor

(d) motivation

(d) directing

(d) 6

(d) None(a) Technical

Ans.:

(b) Human (c) Conceptual

Q.2 Practical Application/Gase Study: (15 Marks)

Read the following case carefully and answer the questions given:

AMAN Industries recently hired Mr. Robert, an experienced general manager to direct

operations of the industrial products division. Prior to his appointment, Mr. Robert had a long

conversation with the President of the company. The President indicated that the AMAN

lndustries had never developed any plans because the company had more sales than they

could handle. But recently, the competition had increased and sales were slackening' The

Board of Directors had demanded a 3-year integrated business plan.

Mr. Robert met all the departmental heads and had a detailed discussion with them. He had

asked them to identify major issues and concerns. The marketing manager then indicated that

to boost up sales he needed more sales managers. He also needed a generous budget for

demonstration systems which could be sent on a trial basis to customers to win business' But

his main concern was a lack of engineering support to sales and marketing. sales people had

no central organisation which had responsibilities to provide sales support. As a result, some

jobs were getting done and others suffered in quality.

The production manager indicated the company had quality problems as compared to the

competitors. As the sales volume grew, the competitors automated their production lines' while

(1)morale (2) others (3) all options (4) engineering (5) 14

(6) Luther Gullick (7) planning (8) directing (e) 3 (10) Human
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AMAN lndustries stuck to its conventional methods of production. So to reduce costs and

improve quality, it was essential to automate production lines by installing new equipment'

He had no complaints from the director of R & D. However, one day he met with one of the

principal scientists in the cafeteria. over a short lunch the principal scientist indicated that

although tfre director of R & D was a nice person, he could not understand why the director was

not approving short-term research projects that guaranteed improvement in production

efficiency by 20% in six months. Such projects did not involve major capital expenditures'

Questions

(1)Discussthenatureofmanageria|prob|emsfacedbythecompany'

(2) Are these problems insurmountable? Justify. What should be the priorities of Mr. Robert?

(3) What management principles can achieve co-ordination among various departments?

(4) What recommendations would you make in case you were in place of Mr' Robert?

Q.3 Descripted Questions/short Essay Type Questions: (7-8 marks each)

(1) Discuss the changing nature of management as reflected by its definition.

(2) Discuss the process of management.

(3) State the importance of management for society'

(4) What are the functional areas of management? Explain them'

(5) What are the management skills identified by. Katz? Discuss them.

Q.4 Long Essay Type Questions: (15 marks each)

(1) Define management. What are its characteristics?

(2)Discusstheprocessofmanagementwiththehe|pofadiagram.

(3) State and explain the significance of management'

(4) What are the various managerial roles? How are these roles interrelated?

(5)Whatarethevariousmanagerialskil|s?Exp|ainthemindetai|.

Q.5 Short Notes: (5 marks each)

(1) Management as a universal process.

(2) Management as a social process.

(3) PODSCORB.

(4) Aspects of production management.

(5) Aspects of human resource management.

(6) Human skills.

(7) Interpersonal roles of manager.





Evolution of Monogement Thoughts

2.1 Evolution of
The earliest contribution to the management theories can be traced back to the periods of

the Greeks, the Romans and the Egyptians. The use of the principle of specialisation and

division of labour was evident in China as early as 1650 B.C. The Roman Catholic Church

with its hierarchy of management has greatly contributed to the management thoughts.

The development of management thought has been evolutionary in nature. The present

status and position of management can, therefore, be best appreciated and understood in

the light of its evolution over the years. Much of the development in this field has taken

place during the last 100 years. The evolution of management thought may be classified

into three broad categories:

(a) The Classical Theory of Management: The Classical Theory of Management

includes three streams:
. The Scientific Management theory, developed by F.W. Taylor, who is referred

to as the father of Scientific Management. The basic principle of scientific

management is an adoption of a scientific approach to managerial process and

decision-making.

. The Process Management theory, propounded by Henry Fayol, who is known

as the father of Modern Management. According to him, management is a
distinct process of five inter-related functions, v2., pldnning, organising,

commanding, co-ordinating and controlling.

. Max Weber received credit for initiating the Theory of Bureaucratic

Organisation and Management. He considered bureaucracy as the most

efficient form for large organisation. Bureaucracy is the combined organisation

structure, procedures, protocols and set of regulations to manage activity.

(b) The Neo-classical Theory of Management: Neo-classical theory gave more

weightage and importance to man behind the machines and stressed the

importance of individuals as well as group relationships in the plant or workplace.

The Neo-classical Theory of management consists of two streams:

o The Human Relations Approach to management was developed by Elton Mayo.

Human Relations Movements actually started with a series of experiments

conducted by George Elton Mayo and his colleagues at the Hawthorne plant of

Western Electric Company to bring about improvement in productivity.

. The Human Behaviour Approach is the outcome of the thoughts developed by

behavioural scientists such as A.H. Maslow, Frederic Herzberg, Douglas,

McGregor, and many others who viewed organisation collectively as a group of
people for achieving certain pre-determined objectives.

29.
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(c) The Modern Theory of Management: Modern Management theories indicate a

further refinement, extension and synthesis of all the Classical and Neo-classical

approaches to management. These movements started after 1950' There are three

streams under the Modern Management theory:

r The euantitative Approach to management makes use of several mathematical

and statistical models to offer solutions to the complex organisational problems'

Some of these mode|s are |inear programming, game theory, simulation and

probability. Moreover, computers are also used to solve business problems'

. Chester Barnard made a significant contribution to the development of the

SystemsApproachtomanagement'TheSystemsapproachtomanagement
views management as a complex system consisting of many interrelated and

interdePendent subsYstems.

. The Contingency Approach to management was developed during the 1970s'

This Approach believes that there is no standard way of managing and the

managerial actions are contingent upon situations or circumstances. Thus, this

approach tries to evolve practical solutions to the managerial problems.

Harold Koontz was the first scholar who classified the various approaches in the schools of

management theory as under:

(a) The Classical School.

(b) The Human Relations School.

(c) The Decision Theory School.

(d) The Management Science School.

(e) The SYstems Theory School.

(f) The Contingency Theory School.

The concept of scientific management was introduced by

Frederick Winslow Taylor in the USA in the beginning of

20th century. This concept was further carried on by Frank and

Lillian Gilbreth, Henry Gantt, George Berth Edward Felen and

others. scientific management is concerned essentially with

improving the operational efficiency at the shop floor level'

Taylor joined Midvale Steel Company in the USA as a

worker and later became a supervisor. During this period, he

continued his studies and eventually completed his Master

of Engineering (M.E.). Subsequently, he joined Bethlehem

Frederick Winslow TaYlor

(1 8s6-l e1 5)

?.2 Contribution of F.W. T
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Steel Company. At both these places, he undertook several experiments in order to improve

the efficiency of people at work. On the basis of his experiments, he published a book entitled

as Sclenfdc Management'.

"Scientific management is the art of knowing exactly what you want your men to do

and then seeing that they do it in the best and cheapest way." - F.W. Taylor

Principles of Scientific Management:

(a) Science, not the Rule of Thumb: The basic principle of scientific management is

an adoption of a scientific approach to managerial process and decision-making. lt

completely discards all unscientific approaches and practices, hitherto practised by

the management.

Harmony, not Discord: Harmony refers to the unity of actions while discord refers

to differences in approach. As a principle of scientific management, it refers to

absolute harmony in the actions of people in order to facilitate the best attainment

of organisational goals.

Co'operation, not Individualism: Co-operation refers to the development of mutual

understanding between employees and management in order to direct their efforts

towards the attainment of group objectives while regarding their individual objectives

as subordinate to the generalinterest.

Maximum Output, instead of Restricted Output: In Taylor's view, the most

dangerous evil of the industrial system was a deliberate restriction of output in order

to maximise returns. He emphasised maximisation of output as a means of promoting

the prosperity of workers, management and society.

Development of Workers: Management must develop its workforce to the fullest

extent of their capabilities to ensure maximum prosperity for both - employees and

employers. There is no doubt that developed human resource promotes maximum

human efficiency, productivity and profits.

Equal Division of Responsibility: This principle recommends separation of planning

from execution. Taylor strongly opposed the practice of planning of work by the

subordinates themselves. According to him, management should be concerned with

planning of work and workers with its execution.

Mental Revolution: According to Taylor, no scheme of scientific management

could be successful unless the workers and managers learn to co-operate with each

other. This requires a mental revolution on their part by giving up the attitude of

hostility and enmity towards each other.

31.

(b)

(c)

(d)

(e)

(0

(g)
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Structure of Taylor's Scientific Management:

Though Taylor's work is quite comprehensive and detailed, the major aspects of work done

by him can be summarised as under:

(a) Determination of a Fair Day's Task: Taylor recommended the use of scientific

rfiethods, based on three types of work studies, for determining a fair day's task for

each worker:

. Time Study: Time study is the process of observing and recording the time

required to perform each element of an operation so as to determine the

standard time in which a work has to be completed'

. Motion Study: Motion study is a careful study and analysis of various body

movements while doing a work. lt aims at removing unwanted and unnecessary

body movements while doing a work.

. Fatigue Study: Fatigue study is conducted to find out as to after how much time

of work, a rest pause is required for an average worker so that he can relax and

proceed to his job in a refreshed manner.

(b) Scientific Selection and Training: Taylor has emphasised that the workers should

be selected on scientific basis taking into account their education, work experience,

aptitude and physical strength. Further, adequate training must be imparted to the

selected workers as a measure to increase their efficiency on job performance'

(c) standardisation: Taylor stressed two types of standardisation:

o Standardisation of raw materials, tools, machines and work conditions, like

lighting, space, ventilation, etc. so as to allow workers to proceed to work in a

healthy PhYsical environment'

r Standardisation of work conditions for the workers performing similar types of

work. Different work conditions for the same job would adversely affect

efficiency and ultimate prod uction.

(d) Functional Foremanship: Taylor evolved the concept of functional foremanship

based on the specialisation of functions. He identified eight types of foreman to

direct the activities of workers. Of these, the following four foremen are concerned

with Planning:
. Route clerk.

. lnstruction card clerk.

. Time and cost clerk.

. Disciplinarian.

The remaining four foremen are concerned with the execution of work:

. Speed boss'
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. Inspector.

r Maintenance foreman.

. Gang boss.

(e) Differential Piece-rate System of Wage Payment: Taylor devised a 'differential

piece-rate system of wage payment' in order to motivate workers, positively as also

negatively, to produce the standard output. The inherent features of this scheme are:

. A standard output for each worker is determined in advance through scientific

work studies.

o Two rates of wage payment based on piece-rate system are established:

- Higher rate Per unit of output; and

- Lower rate Per unit of outPut.

. Workers, who produce the standard output or exceed the standard output, are

paid as per the higher rate while those who fail to achieve standard, are paid

as per the lower rate.

33.

Henry Fayol was a French mining engineer who later turned

a leading industrialist and a successful manager. His lifelong

experience, in the field of managing, was produced in the

form of a monograph titled 'Administration lndustrielle et

Generale' in 1916 in the French language' This monograph

was reprinted in French several times but was never

translated in English until 1929.

Fayol's contribution to the science of management may be

summarised as:

(a) Classification of Industrial Activities: Fayol classified the activities of industrial

organisations into six groups. These six groups are:

. Technical (relating to production);

. Commercial (relating to distribution);

. Financial (relating to financial planning);

. Security (relating to protection of persons and property);

o Accounting (relating to recording transactions); and

. Managerial (planning, organising, co-ordinating and controlling).

Fayol mainly emphasised the managerial aspect of the organisation.

Henry Fayol

(1841-192s)

2.3 Contribution of HenrY FoYol
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Classification of Managerial Functions: According to Fayol, the following are the

important functions of a manager. He termed these functions as the 'Elements of

Management'.
. Planning;

. Organising;

. Commanding;

. Co-ordinating; and

. Controlling.

Universal Principles of Management: Henry Fayol has identified fourteen

fundamental principles of management, which are now universally accepted' They

are applicable to all types of business organisations, whether small of large,

commercial or non-commercial and private or government. They are also applicable

to managers at all the levels of management hierarchy, from top to the lower level'

Some of these principles are unity of command, division of labour, unity of direction,

scalar chain, authority and responsibility, etc.

(d) Significance of Management Function: Earlier, management was considered as

a technique of 'trial and error'. Henry Fayol considered management as one of the

most significant and indispensable functions and justified it to be an essential factor

of production. According to him, management is not only a systematised body of

knowledge but a profession. He identified certain qualities and qualifications,

essentialfor managers at allthe levels in the management hierarchy.

(e) Managerial Qualities and Training: Fayol was the first person to identify the

distinctive managerial qualities. These qualities are:

. Physical qualities (appearance, health' etc.)

. Mentalqualitiesfiudgement, adaptability' etc.)

. Moral qualities (firmness, initiative, loyalty, dignity, etc).

. Educational qualities (general acquaintance with the background of management).

. Technical qualities (related to functions to be performed).

. Experience (arising from the work itself).

According to him, no one is born with all these qualities and training and

development is necessary for maintaining and developing managerial skills.

(0 Macro Approach to Management: Management science, as described by Fayol'

is not merely a solution to a specific problem but it is general in nature. According

to him, management has universal applicability and can be applied to solve all

types of business as well as non-business problems. ln this sense, management is

all pervasive. Thus, Fayol's macro or universal approach to management makes

him universalist.

(b)

(c)
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(g) Human Aspect of Management: Fayol realised that the human factor in business,
is the most important factor as it is the only active and sensitive factor. Considering
the significance of human factor in the success of a business organisation, Fayol
advocated the principles of stability of tenure, initiative, remuneration and equity for
betterment of employees. All these principles have positive impact on the work
efficiency of employees.

2-4 Foyol's Fourteen P?inciples of Monogement

Henry Fayol has been rightly called the 'Father of Administrative Management' for his
practical approach to the management theory. He has identified fourteen fundamental
principles of management. These fourteen principles are:

(a) Division of Labour and Specialisatlon: Division of labour is a famous principle of
Economics, put forth by the classical economists like Adam Smith. Fayol applied
this principle to the management theory. Division of labour leads to specialisation,
which in turn improves the efficiency of employees.

(b) Authority and Responsibility: According to Fayol, authority and responsibility
must flow in the same direction. Responsibility is the natural outcome of authority.
A prooer balance between authority and responsibility helps to prevent the misuse
of authority and promotes a fair fixation of responsibility.

(c) Discipline: Discipline means observation of certain rules and regulations. People
in the organisation should be bound to accept certain code of conduct. The three
basic reguisites of discipline are disciplined supervisors at all levels, clear and fair
agreement on goals and judicious application of penalties.

(d) Unity of Command: According to this principle, an employee should receive
orders from only one superior. lf more than one superiors exercise their authority
over the same employee, then the latter will always be in a state of confusion and a
confused employee will never be able to perform to the best of his ability.

(e) Unity of Direction: Unity of direction is essential for achieving unity in action in the
pursuit of common goals by a group of persons. For this, Fayol advocates 'one
head and one plan'. Unity of direction (one head, one plan) is not same as unity of
command (one employee receives orders from one superior).

(f) Subordination of Individual Interest to General lnterest: According to this
principle, the fulfilment of individual objectives in the long-run is contingent upon
the attainment of common objectives in the short-run. Thus, in case the need
arises, an individual must sacrifice in favour of larger group objectives.
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(g)Remuneration:Remunerationisthepricepaidtomanagersandworkersforthe
services rendered by them. According to Fayol, the system of remu;::ating

personne|shou|dbefairandsatisfactorytoboththeemp|oyeesandtheemployer.
It should be attractive in order to employ and retain the best talent'

(h)Gentra|isation:Everythingthatgoestoincreasetheimportanceofsubordinates'
role is decentralisation and everything which goes to reduce their role and

significance is centralisation. There should be a fair balance between the degree of

centra|isationanddecentra|isationinordertoachievethebestresu|ts.

(i) scalar chain: scalar chain refers to the line of authority from the highest to the

lowestexecutiveintheorganisationforthepurposeofcommunication.However,in
theroutinecourseofbusiness,emp|oyeesatthesame|eve|cancommunicatewith
each other following the principle of 'Gang Plank''

0) Order: Fayol has classified order into two categories:

. Materia| order: Materia| order is described as 'a place for everything and

everything in its Place''

.Socia|order:Socia|orderdemandstheemp|oymentoftherightpersoninthe
right Place.

(k)Equity:Theprincip|eofequityimp|iesaSenseoffairnessandjusticefora|1.
observanceoftheprincipleofequitymakespersonne|,|oya|anddevotedtothe
organisationanditsphi|osophy'Loya|tyanddevotionmustbee|icitedfromthe
personnel through a combination of kindness and justice while dealing with them'

(|)Stabi|ityofTenure:Anemp|oyeeneedstimetoadjustwiththenewworkandits
environmentanddemonstrateefficiencyandhigherperformance.Therefore'
stability of tenure is a desirable principle for ensuring efficiency' unnecessary

employees'turnover is the cause and effect of a bad management'

(m) Initiative: Initiative is the freedom to propose and execute a plan' To have freedom

in this respect is the greatest satisfaction for an intelligent person' A manager' who

induceshissubordinatestothinkandactontheirown,isalwaysbetterandmore
successful than the one who does not'

(n)EspirifdeCorps:EspiritdeCorpsisaFrenchphrasewhichmeans,,unionis
strength,,'|tmeansthespiritof|oyaltyanddevotiontothegroup,towhichone
be|ongs'|tisthefoundationofasoundorganisation.|tcanbeachievedby
avoidingthedirtypo|icyof.divideandru|e'andpromotingfreecommunication.

These principles are flexible and require suitable adjustment and modification in the view

of situational factors operating in different enterprises'
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2.5 Toylorism rs, Foyolism

Both Taylor and Fayol have analysed the problem of managing from practitioner's point of
view. Therefore, there must be similarity between their approaches:

(a) Both have attempted to overcome managerial problems in a systematic manner.

(b) Both have developed some principles which can be applied for solving managerial
problems.

(c) Both have emphasised that managerial actions can be effective if they are based
on sound management principles.

(d) Both of them are of the opinion that managerial qualities can be acquired through

training and development.

(e) Both have emphasised harmonious relations between management and workers

for the achievement of organisational objectives.

(f) Both have advocated division of labour and specialisation.

There are more dissimilarities between the approaches of Taylor and Fayol as compared
to similarities.

37.

Taylorism Fayolism

(a) Employees' Performance ys. Management Performance:

Taylor's scientific management focuses more

on the performance of workers.

Fayol's principles of management emphasise

more on the performance of management.

(b)Approach:

Taylor followed bottom-up approach as he

mainly focussed on shop and factory

management.

Fayol followed top-down approach as his

main focus is on functions and qualities of

managers.

(c) Applicability:

Taylor's principles and techniques have narrow

applicability. They can be applied only to
production units.

Fayol put forth general principles of

management, which can be applied to any type

of organisation or activity.

(d) Nature:

Taylor's techniques are more specific and
rigid.

Fayol's techniques are general and flexible in

nature.

(e) Populhrity:

Taylor is popularly known as the 'Father of

Scientific Management'.

Fayol is popularly known as the 'Father of

Functional Management'.



(f) Mechanistic vs. Human Approach:

Fayol's approach is humanistic as he considers

human elements, viz', equity, stability of tenure'

unity, etc.

Taylor's approach is mechanistic as it mainly

emphasises increase in productivity and

efficiency.

(g) Individual vs. Group Performance:

Fayol's functional management stresses more

on performance of managers as a group'
Taylor's scientific management gives more

importance to the individual performance'

(h) Functional Foremanship vs' Principle of Unity of Command:

Fayol strongly advocates the principle of

'Unity of Command', whereby one subordinate

should report to only one superior'

Taylor introduced a concept of 'functional

foremanship', whereby workers hsvs ls report

to several functional heads'

P ri nci ptes of Man age me nt."

The contingency approach, a|so called situationaI approach, was developed by

managers, consultants and researchers who tried to apply the concepts of the major

schools of thought to the real-life situations. when methods, highly effective in one

situation, failed to work in other situations, they sought an explanation' why did an

organisational development programme work brilliantly in one situation and fail miserably

in another? The advocates of the contingency approach had a logical answer - results

differ because situations differ; a technique that works in one case will not necessarily

work in allthe cases.

Meaning of Gonti+rgency Approach:

The contingency approach to management finds its foundation in the contingency theory oI

leadership effectiveness developed by management psychologist' Fred Fielder'

|t is appropriate to quote Theo Haimann, ,,As iong as we refer to Taylor as the Father of

Scientific Management, we would do iustice to Fayot and his work to catl him the Father of

aves in response to another system or

sub-system, we say that reiponse is contrn gent on the environment' Hence' a
'";;;;;;;;;'"iprirrn 

is an approach where the behaviour of one sub-unlf is

dependent on its environmental retationship to other units or sub-unlfs that have

P rinciples of M a nagement

control over tne consequences desired by that subuni@

"The work of Taylor and Fayotvvas essenti 
"

Approoch tq]!ono9"m"nt
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The contingency approach to management, also called the situational approach, assumes

that th6re is no best approach to managing because organisations, people, and situations

vary and change over time. In other words, management effectiveness is contingent or

dependent upon the interplay between the application of management behaviours and

sDecific situations.

Features of Contingency Approach:

As per the above statement, contingency approach has the following features:

(a) Management action is contingent on certain action outside the system or sub-

system of an organisation, as the case may be'

(b) Organisational action should be based on the behaviour of action outside the

system so as to integrate the organisation with its externalenvironment.

(c) since, the organisation-environment relationship is not static, no action can be

universal. lt varies from situation to situation'

In conclusion, it can be said that the managerial action largely depends upon the total

strengths and weaknesses of the organisation and opportunities and threats that lie out in

the environment of each organisation.

ldeal ContingencY APProach:

According to the contingency approach, a manager's task is to identify which technique

will, in a particular situation, under particular circumstances and at a particular time' best

contribute to the attainment of management goals. Managers have to find a "best fit'

between the demands of:

(a) The tasks.

(b) The peoPle.

(c) The environment.

For example, where workers need to be encouraged to increase productivity, a classical

theorist may prescribe a work simplification scheme while a behavioural scientist may seek

to create a psychologically motivating climate and recommend some approach like job

enrichment. But the manager trained in the contingency approach will ask, "Which method

witt work best here?"

(a) lf the workers are unskilled and training facilities and resources are limited, then

work simplification will be the best option.

(b) On the other hand, with skilled workers driven by pride in their abilities, a job

enrichment programme might be more effective.

On the whole, it can be concluded that contingency approach represents an important turn

in modern management theory, because it portrays each set of organisational relationships

in its unique circumstances"

39.
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Principles of Monogement 

-Evolution of Monogement Thoughts

The earliest contribution to the management theories can be traced back to the periods of the

Greeks, the Romans and the Egyptians. The present status and position of management can'

therefore, be best appreciated and understood in the light of its evolution over the years' Much

of the development in this field has taken place during the last 100 years.

(a) The Classical Theory of Management

(b) The Neo-classical Theory of Management

(c) The Modern Theory of Management

Harold Koontz was the first scholar who classified the various approaches in the schools of

management theorY as under

(a) The Classical School'

(b) The Human Relations School.

(c) The Decision TheorY School'

(d) The Management Science School.

(e) The SYstems TheorY School.

(f) The Contingency Theory Scttool'

Contribution of F.W. ToYlor

The concept of scientific management was introduced by Frederick winslow Taylor in the

USA in the beginning of 20th century. This concept was further carried on by Frank and Lillian

Gilbreth, Hegrry Gantt, George Berth Edward Felen and others'

Principles of Scientific Management

(a) Science, not the Rule of Thumb

(b) HarmonY" not Discord

(c) Co-operation, not Individualism

(d) Maximum Output, instead of Restricted Output

(e) DeveloPment of Workers

(f) Equal Division of Responsibility

(g) Mental Revolution

Structure of Taylor's Scientific Management

(a) Determination of a Fair Day's Task

r Time Studv

knowing exactty what you want your men to do and

then seeing that they do it in the best and cheapest way'"
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. Motion Study

. Fatigue Study

(b) Scientific Selection and Training

(c) Standardisation

(d) Functional Foremanship

(e) Differential Piece-rate System of Wage Payment

Contribution of Henry Foyol

Henry Fayol was a French mining engineer who later turned a leading industrialist and a

successful manager. His lifelong experience, in the field of managing, was produced in the form

of a monograph titled 'Administration lndustrielle et Generale' in 1916 in the French language.

(a) Classification of Industrial Activities

(b) Classification of Managerial Functions

(c) Universal Principles of Management

(d) Significance of Management Function

(e) Managerial Qualities and Training

(0 Macro Approach to Management

(g) Human Aspect of Management

Foyol's Fourteen Principles of lAonogement

Henry Fayol has been rightly called the 'Father of Administrative Management' for his practical

approach to the management theory. He has identified fourteen fundamental principles of

management. These fourteen principles are

(a) Division of Labour and Specialisaticn

(b) Authority and Responsibility

(c) Discipline

(d) Unity of Command

(e) Unity of Direction

(0 Subordination of Individual Interest to General Interest

(g) Remuneration

(h) Centralisation

(i) Scalar Chain

(j) Order

(k) Equity

(l) Stability of Tenure

(m) Initiative

(n) Esprnf de Corps

4L.
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Toylorism rrs. FaYolism

(a) Employees' Performance vs. Management Performance

(b)Approach

(c)Applicability ,

(d) Nature

(e) Popularity

(f) Mechanistic vs. Human Approach

(g) Individual vs. Group Performance

(h) Functional Foremanship vs. Principle of Unity of Command

Contingency Approach to Monogement

The contingency approach to management finds its foundation in the contingency theory of

leadership effectiveness developed by management psychologist, Fred Fielder'

The contingency approach to management, also called the situational approach, assumes that

there is no best approach to managing because organisations, people, and situations vary and

change over time. Management effectiveness is contingent or dependent upon the interplay

between the application of management behaviours and specific situations.

ldeal ContingencY APProach:

According to the contingency approach, a manager's task is to identify which technique will, in a

particular situation, under particular circumstances and at a particular time, best contribute to the

attainment of management goals. Managers have to find a "best fit" between the demands of

(a) The tasks.

(b) The peoPle.

(c) The environment.

Q.1 Choose the correct alternative of the following: (1 mark each)

(1) --------*-- was the first to classify various approaches to management'

(a) F.W. Taylor (b) Henry Fayol (c) Harold Koontz

(2) -------------- put forth bureaucratic approach to management'

(a) F.W. Taylor (b) Henry Fayol (c) Max Weber

(3) ----------- theory of management is called human relation movement'

(a) Classical (b) Neo-classical (c) Modern

(4) -*------*-- is known as the 'Father of Scientific Management"

(a) F.W. Taylor (b) Henry Fayol (c) Harold Koontz

Questions Bonk
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(5) ----------- pioneered administrative school of management thought'

(a) F.W. Taylor (b) Henry Fayol (c) Harold Koontz

(6) ----------- pioneered human relation movement'

(a) Elton Mayo (b)A.H' Maslow (c) Douglas McGregor

(7) ----------- introduced the concept of functional foremanship'

(a) F.W. Taylor (b) Henry Fayol (c) Harold Koontz

(B) ----------- was first to describe the essential qualities of a manager'

(a) F.W" Taylor (b) Henry Fayol (c) Harold Koontz

(9) -------- -- approach to management is based upon circumstances'

(a)Contingency (b)Systems (c) Quantitative

(10)--------.--- put forth the Jungle Theory of Management'

(a) F.W. Taylor (b) Henry Fayol (c) Harold Koontz

Ans.:

Q.2 PracticalApplication/Gase Study: (15 Marks)

Read the following case carefully and answer the questions given:

Mayuresh had just completed his masters from the llM, Bangalore and joined his father's small

export business, which employed 40 semi-skilled workers. After one week, his father, who was

a retired Government officer, called him and said, "Mayuresh, I have had a chance to observe

you working with the employees of the firm for the past few days. Although I hate to, I must say

something. You are just too nice to people. I know they taught you human relations approach at

the llM, but it just does not work here.

I remember when the Hawthorne studies were first reported, everyone in the acadenric field got all

excited about them. But, believe me, there is more to managing people than just being nice to them'

Questions:

(1) Do you think, Mayuresh's father understood and interpreted the Hawthorne studies rightly?

(2) Do you support the point of view of Mayuresh's father? Justify'

(3) What according to you would be the best approach to management? substantiate'

(4) lf you were Mayuresh, what would your reaction be to your father's comments?

Q.3 Descripted Questions/short Essay Type Questions: (7-8 marks each)

(1) Discuss the classical theory of management thought.

(2) Explain the concept of functional foremanship.

.+ J.

(1) Harold Koontz (2) Max Weber (3) Neo-classical (4) F.W. Taylor

(5) Henry Fayol (6) Elton Mayo (7) F.W. Taylor (8) Henry Fayol

(9) Contingency (10) Harold Koontz
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(3) What are the principles of 'the Scientific Management'?

(4) Discuss the significance of Hawthorne Experiments

(5) Explain the Human Behaviour Perspective of management. 
.

Q.4 Long Essay Type Questions: (15 marks each)

(1) What are the major schools of management thought? State their contribution.

(2) Explain F.W. Taylor's Scientific Management.

(3) Explain Fayol's contribution to the management thoughts.

(4) Discuss the principles of management conceived by Fayol.

(5) Compare Taylorism and Fayloism.

Q.5 Short Notes: (5 marks each)

(1) Time study and Motion study.

(2) Mental revolution.

(3) Functional foremanship.

(4) Differential piece-rate system.

(5) Scalar chain.

(6) ldeal contingency approach.
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3.1 Concept of Plonning

"A plan is a trap laid to capture the future." - Allen

planning is the fundamental function of management. lt is pervasive of all other management

functions. Planning is the process through which a manager looks in to the future and

discovers alternative courses of action for the effective corporate achievements at all levels'

It is deciding in advance about the future course of action. The future is uncertain and its

prediction is always difficult. Instead of leaving the future events to chance, they are made to

happen in a specified well planned manner through planning. lt includes the selection of

objectives, policies, procedures and programmes from among alternatives.

3.2 Noture ond Chorocteristics of Plonning

J"he nature or characteristics of planning can be studied under the following three major heads:

Constitutional Features:

(a) planning is goal-oriented: Objectives are the beginning and the end-points of a

business planning process. Planning process begins with the determination and

formulation of organisational objectives and ends with their attainment

(b) Planning is future-oriented: Forecasting is the heart of planning process. While

planning, the planner has to forecast economic, social, political and technological

conditions, within the framework of which a plan will have to operate.

(c) planning is the primary function: Although various managerial functions cannot

be arranged sequentially, planning precedes all of them. lt is the base of all

managerialactivities, r.e., organising, staffing, directing, co-ordinating and controlling.

(d) ptanning is an intellectual process: Planning is a creative process. lt requires

deep imagination, foresight and intelligence. Needless to say that more intelligent

and experienced a manager is, better would be his planning abilities and vice versa.

"Planning is deciding in advance what to do, how to do it, when to do it and who is

to do it. Ptanning bridges the gap from where we are to where we want to go'"

- Koontz and O'Donnell

"ptanning is a continuous process of making present entrepreneurial decisions

systematicatty, with besf posslbte knowtedge of their futurity and organising

systematicatty the efforts needed to carry out these decr'sions and measuring the

resu/ts of these decisions against the expectations through organised, systematic

feedback." - George Terry
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Operational Features:

(a) Planning is all-pervasive: Planning function is performed by all managers, fron:

the highest to the lowest in the management hierarchy. However, the nature, sci-i!),.)

and significance of planning function vary at each level of management.

(b) Planning is both - short-range and long-range: Short-range plan is meant for a

period of less than one year while long-range plan is spread over number of vears or

may be decades. In fact, short-range plans are derived from the long-range pl,,n.

(c) Planning is continuous: Planning process continues so long as an ent' rl-r' ;e is ir

existence. Management cannot afford to be rigid in the era of fast changii'ig uttsinr,,.;r.

environment, technological developments and changing government poiicies.

Desirable Features:

(a) Planning is actionable: An ideal plan should be actionable. In other words, given

the existing socio-economic, technological and political environment, the plan

should be executable. lt should neither be over-targeted nor under-targeted.

(b) Planning is flexible: Planning operates in a dynamic environment. Hence, if

should be adaptable to the ever-changing business environment. lf a pian fails t*

adapt to its environment, then it might be rendered obsolete and may go lvaste.

(c) Planning is an integrated system: Planning function is performed at all leveli; of

management hierarchy. All these plans must be harmonised into a single

integrated system in order to achieve organisational goals.

3.3 Essentiols of o Sound Plon

"Plans cannot make an enterprise successfu/. Action is required, the enterprise

must operate manageriat ptanning seeks fo achieve a conslsfent, co-ordinat':d

structure of operations focused on desired trends. Without plans, action m st
become merely activity producing nothing but chaos." - Billy E' Goerz

The essential features of a sound plan are as follows:

(a) A plan should be easy to understand and execute: Since plans are implementecl

at comparatively lower levels of management manned by personnel of average

vision and intelligence, it is desirable that they must be simple and free from all

types of complexities and ambiguities.

(b) lt must be based on clear-cut objectives: A business plan must be based on

clear-cut objectives. lt should not only satisfy the needs of an organisation and

individuals working in it but should aiso fit into the requirements of the envircttrnent

and resources available.
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(c)|tmustbesuitabletotheneedsofanorganisation:Aplanmustbeformulated
consideringtheneedsofanorganisation.Agoodp|annermustconsideravailab|e
resources, opportunities for business, challenges from competitors, co-operation of

workers, etc., before formulating a business plan'

(d)|tmustbecomprehensiveandintegrated:Anidea|p|anshou|dbe
comprehensive enough to include all important areas of action' The hif or miss'

method should not be adopted by a planner. An ideal plan should harmonise the

efforts of various departments and individuals into a single integrated system'

(e) lt must be flexible: Planning operates in a dynamic and ever-changing external

environment. A plan cannot afford to be rigid in such ever-changing and ever-

evolving environment. Just as a car has to cope with the traffic, a ship has to cope

with the currents, a plan has to absorb and adjust to the changes in the market'

(0 lt shoutd be based on rational forecasts: The basic function of a planner is to

forecast future event s, viz., behaviour of consumers, competitors, government and

various social and economic phenomena. Therefore, a sound plan must be based

on a rational and objective forecast of the future events'

(g) lt should be consistent with the environment: A sound plan must be consistent

with the environment, both internal and external. lnternal environment refers to the

strengths and weaknesses of the organisation while external environment consists

of economic, social, technological and political forces'

(h) lt must be realistic and not idealistic: A sound plan must adopt a realistic

approach, i.e', it shou|d be practicab|e. In fact, some high|y idea|istic p|ans may be

a result of the psychology of egoistic leaders who may over-target plans for the

reason of self-satisfaction or for creating false impression of the enterprise'

(i) lt must be efficient and economical: Business planning is basically an economic

exercise'Therefore,everypossib|eeffortmustbemadetominimiseandreduce
cost and eliminate wastage of resources. However, a good planner must ensure

that economy should not be achieved at the cost of quality'

(j) lt should be time-bound: A plan must be launched and accomplished within a

specified time period. Time-bound plans provide yardstick for the evaluation of

achievements of the planning objectives. Additional time increases the associated

costsoritmayevenrendertheentireplanningactivityfuti|e.

(k) lt must win employees' favour and confidence: In the ultimate analysis' all

p|ansareexecutedbytherankandfi|e.Asoundplan,therefore,mustwin
employees' favour and beget their confidence. ln fact, there should be an equal

involvement of everyone concerned in the organisation while formulating plans'
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3.4 Need ond Importonce of Plonning

"With ptanning, we may or may not succeed but without planning we are bound to

fait. Ptanning may not change the future but it certainly changes us, equips us with

a clear vision and more determination. The problems before us are so complex and

chronic that unless we plan, we perish."

The importance of planning may be highlighted with the help of the following points:

(a) Planning is complementary to all management functions: All management

functions, vlz., organising, directing, co-ordination, control, staffing, motivation, etc.,

are directly related to planning. In fact, planning is the starting point of all

managerial activities.

(b) lt helps management to face the future with confidence: The most certain thing

about future is that it is uncertain. Planning cannot change the future but it certainly

equips managers with clear visions and great determination to face the future with

greater strength and confidence.

(c) lt focuses its attention on objectives: Plans are objective-oriented. Hence, they

help in synchronising the efforts of everyone in the organisation towards the

fulfilment of pre-determined organisational objectives. This helps in minimising

deviations and thereby, reducing wastage.

(d) lt leads to optimum utilisation of resources: Planning recognises the alternative

courses of action and chooses the best alternative in terms of cost and resources.

It also exercises a control over the acquisition and employment of resources and

thereby, ensures their optimum use.

(e) lt increases overall efficiency: lt is said that more sweat on the parade ground,

lesser blood on the battlefield. Planning prepares the organisation to meet unforeseen

contingencies in future and thus, reduces wastage of organisational resources and

increases overall organisational efficiency.

(0 lt provides premise for effective control: Planning lays down the track on which

the work should proceed within the given unit of time, labour and cost. Thus, it
provides bases for comparing the actual performance with the targeted ones and

thereby, locates deviations and helps managers to take corrective action in time.

(g) lt guides decision-making: Though planning in itself amounts to decision-making,

it acts as a guide to further decision-making by the middle and lower level

managers. Organisational or strategic plans set the boundaries within which

decisions can be taken by middle level and lower level managers.
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It facilitates co-ordination: A well-defined plan clearly lays down the objectives

and defines the role of each individual and department in the organisation' These

objectives lay down boundaries for individual performance and co-ordinate their

efforts and convert them into a homogeneous activity'

It helps in performance evaluation: Planning defines the total volume of work,

lays down alternative courses of action and identifies constraints' lt is a time-bound

exercise and hence, provides a yardstick for evaluation of the performance of

managers and emPloyees.

It rnakes provisions for contingencies: A plan anticipates the possible unforeseen

contingencies in advance. Moreover, it makes provision for such contingencies in the

form of reserves and equips the organisation to face these contingencies with

confidence. Hence, a plan provides cushion for absorbing future shocks'

!:rianning function of managers is constrained by a number of factors' which limit

effectiveness of planning exercise of organisations. These limitations can be broadly

':tudied from two PersPectives:

Fundanrental Limitation :

Limitation of Forecasting: The limitation of forecasting is a fundamental limitation of

planning. The whole exercise of planning depends upon the accuracy of forecasting'

houvsoever rational or scientific it may be' In fact, some of the best laid plans collapse due

to unprecedented changes taking place in the future conditions. This limitation of planning,

among other factors, has induced management thinkers to recommend a situational or

continEency approach to managing - ruling out any need for advance planning.

Other Limitations:
(a) Egoistic Planning: some top level managers have a tendency to undertake

unrealistic planning just to add to their own prestige and status, without making any

useful contribution to the organisational goals. Such planning raises false hopes'

without Producing anY results.

(b) Expensive: planning requires a great deal of funds in order to finance the activities

of collection of data, their tabulation and classificaiion, analysis and interpretation

and employment of field staff and statisticians. Hence, a small- or a medium-scale

organisation cannot afford planning exercise'

(c) Time-consuming: Planning is a complex and comprehensive activity' Thus' it

becomes a time-consuming process. The plan formulated by the higher-level

(h)

(i)

iJ)

3"5 Limitotions of Plonning
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management may become ineffective for an existing environment due to a great

deal of time involved in formulating such plan.

Delayed Action due to Deliberation: Planning is the result of continuous efforts

put in by the management experts. lt is the result of a democratic process. The

decisions are taken by the managers through consensus and deliberation. This

leads to delayed decisions and aclions.

Unsuitable for Small Units: Planning is a continuous process undertaken by

experts from different functional areas of business. lt involves considerable amount

of time, money and labour. lt also requires specialised machinery for research and

study which necessitates huge investment. Therefore, it is unsuitable for small units.

Dynamic Environment: Nothing ever is permanent except change. Business

environment is dynamic and flexible, while planning makes business units rigid.

Thus, if business units are to function according to the pre-determined plan, then

they will lag far behind the existing environment.

Wastage of Resources: Planning involves huge investment in terms of time,
money, efforts and resources. lt is, in fact, a time-consuming, fund-consuming and

mind-consuming process. lf a plan fails, valuable resources of the individuals and

organisation go waste.

Limits Individual Freedom: Plans are formulated by the top level managers.
Therefore, they try to exercise their power over the lower level managers. Usually,

the lower level managers are ignored while framing organisational plans. This
restricts their individual freedom and initiatives.

Not an End: Planning just lays down the path along which the organisation has to
move. Thus, planning is a means to achieve organisational objectives and is not an

end in itself. People and departments in the organisation have to work as a team in
order to achieve the desired results.

Non-availability of Authentic and Accurate Data: The success of planning process

depends upon the availability of data, from both primary as well as secondary
sources. Sometimes such data may not be available and even if available, they
may not be adequate or relevant for the existing business environment.

Other Limitations:
r Inaccurateforecasting.
. Internalandexternal inflexibility.

. Rapidly changing business environment

r Unrealistic targets

)r.

(d)

(e)

(0

(g)

(h)

(i)

0)

(k)
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-In a business enterprise, there are a number of plans, which might seem to be different in

their content and application. However, a careful analysis of various plans would reveal

that they are closely connected and form a sort of structure. This structure of plans can be

classified into the following categories:

Standing Plans:

Standing plans are meant for repeated use or are used as and when the need arises. The

various types of standing plans are:

(a) Mission: The word 'mission' as a type of planning explains the most fundamental

purpose of an enterprise. lt explains the raison d'6tre (i.e., reason for the existence) of

an enterprise. The significance of mission is that all business planning - functional as

well as departmental - must constantly keep in view the mission of the enterprise. A

company's mission statement is essentially its statement of purpose. lt serves as a

guide for decision-making for managers at all levels of management hierarchy.

(b) Objectives: Objectives are more precise and are derived from the mission. An

organisation can have a number of objectives but not mission. Objectives are more

flexible and can change as per changes in the business environment. Objectives

are results, which an organisation wants to achieve through the implementation of

planning. Therefore, the objectives must be clearly defined, determined, stated,

expressed, understood and accepted.

(c) Strategies: The concept of strategy owes its origin to military organisations- In

military, it means a grand plan of attack considering the likely actions and reactions

of the enemy. In management, it refers to the proactive or reactive measures taken

by a manager in order to counter the move of competitors or a stand taken by

business to deal with peculiar problems or situations such as growth and

expansion, falling demand, changing fashion, growing competition, etc.

(d) Policies: Policies are framed to bring about uniformity in the planning activities at

different levels in the organisation. A policy may be defined as a statement of

guidance and instructions, which defines and confines ihe area of discretion of

subordinates in the matters of decision-making. A good polrr ' must be simple, clear,

reasonable, well communicated and equally well understood and ethically sound. lt

can be verbal or written, expressed or implied and temporary or permanent.

(e) Procedures: Procedures guide actions rather than thinking. They are the clear

administrative specifications or norms prescribing the chronological manner in

which respective activities are rnitiated. Most of the routine and repetitive nature of
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work can be effectively disposed of through procedures. Procedures make use of
documents, generally known as forms. They are filled, processed and filed as per

the rules. Such forms serve as an authentic proof of procedural validity.

(0 Rules: Rules spell out the specific actions and non-actions allowing no discretion.
For example, there may be rules governing the calculation of overtime, rules for
dealing unauthorised absence or for breach of discipline. A policy is a statement of
guidance while a rule is a statement of action. A policy leaves a scope for
discretion while a rule is more stringent. There may be different types of policies for
different cadres of employees while rules are more or less same for all.

Single Use Plans:

Single use plans are meant for one-time use. The various types of single use plans are:

(a) Programmes: A programme is a sequence of activities designed to implement
policies and accomplish objectives. lt is a complex and comprehensive term, which
includes goals, policies, procedures, rules, assignments and resources to be
employed. Programmes are divided into major and minor programmes. Major
programmes are related to the organisation as a whole while minor ones deal with
a specific problem or a particular department.

(b) Budget: As a plan, budget is a statement of expected results in numerical terms.
For example, units of output, man-hours, machine-hours, sales targets, expense
estimates or revenue estimates. A budget plays a double role. lt is a planning tool
and also provides a means for controlling. Budgets are classified as master
budgets and sectional or functional budgets. A master budget is prepared for the
whole organisation while sectional budgets are prepared for different sections.

(c) Schedule: Schedule shows the break-up of work for a particular period, say a day
or a week or a month. A schedule shows the relationship between time and work. lt
is an effective instrument for daily supervision. lt should be presented in numerical
terms so that it can be easily understood by the workers.

(d) Forecast: Forecasting is a science of calculating the nature and impact of probable
future events on the organisation. Hence, information about all aspects of business
are continuously gathered and processed in order to predict the future trends in the
market. Only experts and experienced people can predict future rationally.

(e) Project: A project is usually referred to as a special type of programme. lt is
constructed around one specific activity in the course of plannin g. For example,
construction of a new office building, automation of a factory, setting up of a new
plant, etc. A project has its own name, unit of management and a separate budget.
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[3.7 Steps in Ptonning Process

Plans are made in all types of enterprises, at all the levels and for all types of activities.

Therefore, it is difficult to identify a standardised planning process. However, some of the

basic steps involved in the most types of planning are:

(a) Awareness of Opportunities and Threats: Technically, this could be referred to

as a'pre-step' in the planning process. A progressive management must always be

alert enough to visualise opportunities offered and threats posed by the environment.

The management should, accordingly, initiate the planning process at the most

appropriate time in order to grab opportunities and avoid threats.

(b) Gollecting and Analysing lnformation: Little knowledge is always dangerous in

business planning. Hence, accurate, up-to-date, adequate and unbiased data should

be collected for planning from all possible sources, r.e., both internally and externally.

The information so collected should then be analysed through statistical tools such as

classification, tabulation, correlation, time series analysis, trend analysis, etc.

(c) Determining Objectives: Determination of objectives is the most crucial step in the

planning process. The following factors should be considered while setting objectives:

. Objectives must be in conformity with the mission of the organisation.

. Objectives, as far as possible, must be expressed in numericalterms.

. Objectives must be realistic and not idealistic or over-ambitious.

(d) ldentifying Planning Premises: Planning premises are the constraints operating

in the environment. They are the assumptions regarding economic, social, political

and technological conditions in future, subject to which the plan rnust be framed.

While establishing the planning premises, following factors should be considered:

. Assumptions are to be made only about those factors, which may hinder or aid

the implementation of a plan.

r A concept of common premising should be used when a number of

departments are involved in the planning process.

(e) ldentifying Alternative Courses of Action: fuleans have alternative uses.

Similarly, one end can be achieved by different means. 'i-his diversity on both sides

leads to many permutations and combinations. A number of alternative solutions

can be developed for the problem under consideration by changing the ratio of

time. cost and labour. In fact, planning pre-supposes the existence of alternative

courses of action to solve problems and achieve planning objectives.

(f) Evaluation of Alternative Courses of Action: A critical evaluation of different

alternatives is undertaken in order to choose the best one. lt involves a thorough

analysis of pros and cons of each alternative in order to find out their net
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contribution to the planning objectives. Certain factors against which these

alternatives can be evaluated are the degree of risks, timing, technological

implications and resource requirements, associated with each alternative.

Choice of the Best Alternative and Working Out its Details: Alternative that

makes the maximum contribution towards planning objectives with the minimum

costs and the one which is acceptable to everyone should be chosen for execution.

Once a plan is selected, then the next step is to work out its details such as

derivation of secondary plans, sequence of activities, starting and completion time

for each activity, resource allocation, control points, etc'

Promulgation and lmplementation: Drafting a plan completes the theoretical

aspect of planning while implementation is its practical aspect. Promulgation

means to declare, proclaim or to make the plan known to the concerned people so

that they co-operate and contribute towards its achievement. Active participation of

workers should be secured by providing them monetary and non-monetary

incentives in order to ensure success of the proposed plan-

Progressive Review: Progressive review is necessary in order to analyse the

consequences, both good and bad, which arise from the implementation of the

plan. lt is also necessary in order to locate deviations due to changes in the

internal and external environment. This calls for revision, modifications and

adjustments in order to keep the plan up-to-date. The outputs received from the

periodical review can also be used as inputs for future planning.

3 .8 Conc ept of Monogement by Objectives (i BO)

The principle of Managemerrt by Objective (MBO) was first stated by Peter F. Drucker in

1954 in his book'Practice of Management'. Later on, it was developed by various writers

like John Humble, George Ordiorne and Douglas Mcgreoger. This concept is known by

several other narnes such as 'Management by Results' or 'Joint Target Setting'.

Under MBO, the goals of organisation must be set by both management and subordinates

jointly. In other words, it is a group effort. The role of subordinates should not be ignored

because they are nearer to the action. According to him, the following are the main eight

areas of the accomplishment:

(a) Market standing.

(b) Innovation.

(c) Procluctivity.

(d) Physicai and financial resources.

(e) Profitability.

55.
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(f) Workers' performance.

(g) Management performance and development.

(h) Public or social responsibility.

U proce"" *fr"ren1 srpeior and subordinate managers of an organisation iointly

define its common goals, define each individual's major areas of responsibility in

terms of resu/fs expected of him and use fhese measures as guides for operating

the unit and assessrn g the contribution of each of its members. " - George Odiorne

The main features of the philosophy of Management by objectives are:

(a) MBO is a Management Philosophy: MBO is an approach or a philosophy of

menagement and not merely a technique. A management technique can have a

limited applicability in the organisation while a management philosophy can be

applied to the organisation as a whole, in general'

(b) Key Result Area Technique (KART): MBO integrates individuals with

organisation and organisation with the environment. This is done through Key

Result Area Technique (KRAT). Typical key result areas are R&D, productivity'

finance, personnel, marketing, customer satisfaction, social responsibility, etc.

(c) MBO is Result-oriented: The whole philosophy of MBO revolves round the

objectives. The main purpose of MBO is to achieve objectives of the organisation

through group efforts. ln other words, it focuses on achievements rather than

methods of achievement.

(d) Superior-subordinate Participation: MBO makes an attempt to integrate the

goals of an organisation and individuals. This is achieved by promoting joint setting

of goals by superiors and subordinates, rather than goals being imposed from the

top. This promotes better relations in the organisation'

(e) lt is an Evaluation Technique: Being resulloriented, MBO is also an evaluation

technique, r.e., managers are evaluated in terms of their ability to achieve

objectives. In fact, the concept is often known as, 'Management by Results' or

'Appraisal by Results'.

(f) lt is a Managerial Process: MBO is a managerial process and excludes non-

managers from its scope.

The process of MBO involves the following stages:

3.9 Chorocteristics of MBO

3.10 Process of I BO
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(a) Setting Organisational Objectives: The first step in MBO is the definition of

corporate mission or objectives. Usually, the process of setting objectives beings at

the top level and moves downward to the lowest managerial level in the order such
as mission, long-range or strategic objectives, short-range objectives, departmental
objectives and individual objectives.

(b) Key Result Areas (KRAs): After that, those areas which are critical to the firm's
long-term success are identified. These areas are commonly known as Key Result
Areas (KRAs). Some typical KRAs are profitability, market standing, innovation,
productivity, workers' performance, financial and physical resources, managers'
performance and public responsibility.

(c) Setting Subordinates' Objectives: The organisational objectives are achieved
through individuals. Therefore, each individual is given an opportunity to make his

recommendations about the objectives. Thereafter, there are many rounds of
meetings, negotiations and adjustments in order to arrive at an agrecment over the
objectives to be achieved.

(d) Fixing Standards: Once objectives are laid down, standards are determined
against which actual performance can be evaluated. Generally, standards are set
in numerical terms so that objective evalualion of the performance can be

undertaken. lt is also necessary that everyone in the organisation should be

communicated these standards in advance.

(e) Matching Resources with Objectives: Resources availability is an important
aspect of objective setting because it is the proper application of resources that
ensures achievement of objectives. Therefore, resources are allocated to different
departments and individuals in consultation with subordinate managers in order to

ensure their optimum use.

(f) Developing Action Plan: Setting objectives on paper is not sufficient. They must
be translated into action plans. This requires allocation of responsibilities to

different departments. The superiors and subordinates jointly determine an action
plan in terms of time, resources, etc. This includes preparing work schedule, time
schedule, resources schedule, etc.

(g) Conducting Periodic Review: Superiors and subordinates meet periodically,to
review progress in terms of quantity, quality, time and cost. Periodic review
measures performance of each individual and department against the objectives
and the pre-determined standards and deviations, if any, are reported and
corrective action are taken.

(h) Performance Appraisal: Finally, superiors and subordinates meet to review
subordinates' overall level of performance. Such performance appraisal may be
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undertaken semi-annually or annually. During appraisal, failure to achieve goals is

discussed logically, problem areas are identified and a plan for corrective action is

devised for future-

(i) Achievement of objectives: Past performance has an important implication on

the future. lf the overall performance in past is good and satisfactory, then people

in the organisation feel confident of doing better in future. The essential factors

which help to achieve objectives are planning, commitment, sincerity, hard work,

good understanding and Patience.

The foliowing are the benefits of MBO process:

(a) Aid in Planning: MBO is closely linked with the cerporate planning' lt makes

organisational planning effective by linking it with the internal and external

environrnent, company and rndividuals through the process of joint goalsetting'

(b) Result orientation: The main purpose of MBO is to achieve objectives of the

organisationthroughgroupefforts.Therefore,MBoisaresult-orientedphi|osophy.
As such, the focus is on achievement rather than on the method of achievement'

(c) Evaluation Technique: Being result-ortented process, MBO is also an evaluation

technique, r.e., managers are evaluated in terms of their ability to achieve objectives'

Therefore, it is also known as, 'Management by Results' or'Appraisal by Results"

(d) superior-subordinate Interaction: MBO increases the frequency of interaction

between the superiors and the subordinates. This reduces frictions and conflicts

between them and thereby maintains cordial industrial relations and industrial peace'

(e) Motivationat Tool: MBO is a motivationaltool. lt provides workers with an opportunity

to participate in managerial decisions. lt also challenges subordinates for better

performance. At the same time, goal achievement also brings in reward for them'

(0 Development of Management Potential: MBO largeiy leaves managers free to

adopt a management style that will enable them to achieve objectives' Therefore' it

provides for a buillin facility for managerial development through on-the-job training'

(g) self-control and self-reliance: MBO promotes self-reliance and self-control as it

matches the changing levels of job responsibilities and authorities with the

changing levels of managerial competence'

(h) Facilitates Control: MBO facilitates effective control' lt lays down the standards

against which actual performance can be evaluated. Therefore, it helps in locating

deviations and taking corrective action in time'
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3.tZ Limitotions of MBO

The limitations of MBO are as under:

(a) Time-consuming: MBO is a time-consuming process. The process of goal setting,

the frequent interaction between superiors and subordinates, negotiations,

adjustments, evaluation, reviews, feedback, etc., take a considerable time and

therefore, plans are delaYed"

(b) Increases paperwork: The success of MBO largely depends upon information

system which generates a large volume of paper. Innumerable number of forms,

instruction manuals, reports, etc., move back and forth until the system is snowed

with masses of PaPer.

(c) Reward-Punishment Approach: MBO is a pressure-oriented philosophy as it is

based on reward-punishment approach. lt tries to indiscriminately force

improvement on all employees. At times, it may penalise the people whose

performance remains below average.

(d) Routine and Mechanised: Newly introduced MBO may generate enthusiasm but

later, if not checked, the process of goal setting and reviewing may become too

rigid leading to loss of opportunities. This may have negative impact on the morale

of managers.

(e) Creates Organisational Problems: MBO is not a solution to all organisational

problems. Perhaps, it creates more problems rather than solving them. lt may

develop misunderstanding between superiors and subordinates in respect of

targets to be set and performance to be achieved.

(0 Inconsistent with Managerial Philosophy: There are many internal barriers both

on the part of managers as well subordinates which hinder the successful

implementation of MBO philosophy. The general management philosophy is that

managers set goals on behalf of subordtnates.

(g) Qualitative Goals: MBO is action-oriented philosophy and emphasises the

achievement of goals in quantitative terms. lt mainly focuses its attention on the

achievement of objectives rather than qualitative goals related to job satisfaction

and employees' attitudes.

(h) Inadequate Support from Top Management: Top Management does not favour

this technique as it may dilute their authority. On the other hand, even if MBO is

implemented, it is executed half-heartedly just to add to the prestige and status of

the top management.
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Summory

Concept of Plonning

"Planning is deciding in advance what to do, how to do it, when to do it and who is to do

it. Planning bridges the gap from where we are to where we want to go."

Noture ond Chorocteristics of Plonning

Constitutional Features

(a) Planning is goal-oriented

(b) Planning is future-oriented

(c) Planning is the primary function

(d) Planning is an intellectual process

Operational Features

(a) Planning is all-pervasive

(b) Planning is both - short-range and long-range

(c) Planning is continuous

Desirable Features

(a) Planning is actionable

(b) Planning is flexible

(c) Planning is an integrated system

Essentiols of o Sound Plon

(a) A plan should be easy to understand and execute

(b) lt must be based on clear-cut objectives

(c) lt must be suitable to the needs of an organisation

(d) lt must be comprehensive and integrated

(e) lt must be flexible

' (f) lt should be based on rational forecasts

(g) lt should be consistent with the environment

(h) lt must be realistic and not idealistic

(i) lt must be efficient and economical

(j) lt should be time-bound

(k) lt must win employees'favour and confidence

Need ond fmportance of Plonning

"With planning, we may or may not succeed but without planning we are bound to fail.

Ptanning may not change the future but it certainly changes us, egurps us with a clear

vision and more determination. The problems before us are so complex and chronic

that unless we plan, we perish."
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(a) Planning is complementary to all management functions

(b) lt helps management to face the future with confidence

(c) lt focuses its attention on objectives

(d) lt leads to optimum utilisation of resources

(e) lt increases overall efficiency

(0 lt provides premise for effective control

(g) lt guides decision-making

(h) lt facilitates co-ordination

(i) lt helps in performance evaluation

(j) lt makes provisions for contingencies

Limitotions of Plonning

Fundamental Limitation

Other Limitations

(a) Egoistic Planning

(b) Expensive

(c) Time-consuming

(d) Delayed Action due to Deliberation

(e) Unsuitable for Small Units

(0 Dynamic Environment

(g) Wastage of Resources

(h) Limits Individual Freedom

(i) Not an End

(j) Non-availability of Authentic and Accurate Data

(k) Other Limitations

Elements of Plonning

Standing Plans: Standing plans are meant for repeated use or are used as and when the need

arises. The various types of standing plans are:

(a) Mission

(b) Objectives

(c) Strategies

(d) Policies

(e) Procedures

(0 Rules

Single Use Plans: Single use plans are meant for one-time use. The various types of single use

plans are:

or.
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(a) Programmes

(b) Budget

(c) Schedule

(d) Forecast

(e) Project

Steps in Plonning Process

(a) Awareness of Opportunities and Threats

(b) Collecting and Analysing lnformation

(c) Determining Objectives

(d) ldentifying Planning Premises

(e) ldentifying Alternative Courses of Action

(0 Evaluation of Alternative Courses of Action

(g) Choice of the Best Alternative and Working Out its Details

(h) Promulgation and lmplementation

(i) Progressive Review

Concept of lAonogement by Objectives (l BO)

The principle of Management by objective (MBO) was first stated by Peter F' Drucker in 1954

in his book 'Practice of Management'. Later on, it was developed by various writers like John

Humble, George Ordiorne and Douglas Mcgreoger. This concept is known by several other

names such as 'Management by Results' or 'Joint Target Setting"

Charocteristics of lrtBO

(a) MBO is a Management PhilosoPhY

(b) Key Result Area Technique (KART)

(c) MBO is Result-oriented

(d) Superior-Subordinate Participation

(e) lt is an Evaluation Technique

(0 lt is a Managerial Process

Process of lr\BO

The process of MBO involves the following stages

(a) Setting Organisational Objectives

(b) Key Result Areas (KRAs)

(c) Setting Subordinates' Objectives

(d) Fixing Standards

(e) Matching Resources with Objectives
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(f) Developing Action Plan

(g) Conducting Periodic Review

(h) Performance Appraisal

(i) Achievement of Objectives

Advontcges of MBO

(a) Aid in Planning

(b) Result Orientation

(c) Evaluation Technique

(d) Superior-Subordinate lnteraction

(e) MotivationalTool

(f) Development of Management Potential

(g) Seltcontrol and Self-reliance

(h) Facilitates Control

Limitotions of |1BO

(a) Time-consuming

(b) Increases Paperwork

(c) Reward-Punishment Approach

(d) Routine and Mechanised

(e) Creates Organisational Problems

(0 Inconsistent with Managerial Philosophy

(g) Qualitative Goals

(h) Inadequate Support from Top Management

63.

Questions Bonk

Q.1 Choose the correct alternative of the following: (1 mark each)

(1) __________- is the fundamental function of management.

(a) Planning (b) OrganisinS (c) Staffing

(2) ___-------- planning is undertaken at the top level of management.

(a) Functional (b) Strategic (c) Tactile

(3) ___--*----- is the fundamental limitation of planning.

(a) Forecasting (b) Time (c) Cost

(4) __----_*--- are the assumptions on which planning is based.

(a) Factors (b) Constraints (c) Premises
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(5) A ----- is a special type of programme.

(a) programme (b) project (c) schedule

(c)John Humble
(6) The concept of MBO was introduced by -----

(a)Alex Osborn (b) Peter Drucker

(7) A ----- is a statement of expected results in numerical terms'

(a) Programme (b) Plan (c) Budget

(B) According to Drucker, there are ----------- areas of accomplishment'

(a) 2 (b)B (c) 1a

(c) Peter Drucker
(9) The concept of KRAs was put forth by

(a) George Terry (b) James Urwick

(10)----------- planning is done to display prestige and status'

(a) Strategic (b) Egoistic (c) Divisional

Ans.:

(1) Planning (2) Strategic (3) Forecasting (4) Premises

(5) project (6) Peter Drucker (7) Budget (8) B

(9) Peter Drucker (10) Egoistic

Q.2 Practical Application/Case Study: (15 Marks)

Read the following case carefully and answer the questions given:

The Executive Vice president of Mid-West was getting increasingly concerned about the future

of the company. He is worried that the business-as-usual policies would not only contribute to

reduced market share but increased losses in future' The severe cash-flow problems being

faced by Mid-West would continue to get worse, and if the financial backing of the major

investor, it would be a disaster. He was convinced that the integrated business plan was

necessary but did not know how he could approach the President and get some guidance

without antagonizing the President.

The Executive Vice President called the meeting of ihe directors of marketing, manufacturing,

engineering, and R&D. He said that they as a group owed it to the company to develop a

business plan and proposed the following two strategies'

The group reluctantly agreed to develop an abbreviated business plan for two strategies' One

strategy was to aggressively seek business and attempt to increase market share' Gaining

market share would require pricing Mid-West products slightly below the competition, increase

marketing coverage and special promotion. Marketing would require 2oo/o of revenues to

accomplish this goal from current expenditure of 15%. The only way to increase profitability

was to reduce production costs through intensive engineering improvements, and R&D' The

director of finance was instructed to project sales levels and to develop costs of production
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including potential cost reduction as a result of engineering and R&D efforts. The operating

statement would then accurately depict Mid-West's profiVloss position.

The second strategy would abandon the efforts to maintain the market share. Instead, Mid-

West would concentrate on developing special market niches. The director of marketing was

instructed to develop special market niches plan. The director of marketing was tasked to

identify specialty products and the directors of engineering and R&D would develop estimates

to produce these products. These products would need investment in specialised equipment

and R&D. The specialised market niches would offer high profit margins and contribute to

improved corporate financial position. However, the revenues would be much smaller

compared to the first strategy.

Questions

(a) In the absence of a specific direction and initiative from the President, is this the best

approach to begin the corporate planning process?

(b) What do you think would be the response of the President to these two strategies?

(c) What would you do, as an Executive Vice President, if the President did not give you a

specific direction as to the future of the Company?

(d) Can you identify another approach that would elicit a positive response from the

President?

Q.3 Descripted Questions/Short Essay Type Questions: (7-8 marks each)

(1) What are the essentials of a good plan?

(2) Highlight the importance of planning.

(3) What are the various elements of planning? Explain.

(4) What are the KRAs?

Q.4 Long Essay Type Questions: (15 marks each)

(1) Define planning. Discuss the nature of planning.

(2) What are the merits and demerits of planning? Discuss.

(3) Write in detail the planning process.

(4) What is MBO? Discuss the process of MBO.

(5) What are the merits and demerits of MBO process? Discuss.

Q.5 Short Notes: (5 marks each)

(1) Pervasiveness of planning.

(2) Limitation of forecasting.

(3) MBO.

(4) Mission.

(5) Standing plan.

65.
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4.1 Concept of Decision-moking

Decision-making is the core of planning. A plan cannot be said to exist unless a decision

has been made. A manager's ability is often judged by the decisions that he makes.

Decision-making is the central job of all managers because they are always concerned

with the problems like what is to be done, who is to do it, when and where and occasionally

even how it is to be done.

Decision-making is a process to anive at a decision. lt is the process by which an individual or

an organisation selects one position or action from several alternatives.

"Decision-making is a conscious human process involving both individual and

social phenomenon, based upon factual and value premise, which concludes with

a choice of one behavioural activity from among two or more alternatives with the

intention of moving towards some desired sfate of affairs." - Shull et al

"Decision-making is the selection based on some criteria from two or more possib/e

alternatives." - George Terry

4.2 Tmportonce of Decision-moking

Decision-making is a process of selecting the best among the different alternatives. lt is the

act of making a choice. According to Stephen P. Robbins, "decision-making is defined as

the selection of a preferred course of action from two or more alternatives." Right decision

at the right time assumes great significance in business organisation.

(a) Pervasiveness of Decision-making: Like planning, decision-making function is

all-pervasive. Managers, at all managerial levels in the management hierarchy, are

concerned with decision-making while performing their functions. The nature of

decisions differs according to the levels of management. Decisions at the higher

level are strategic in nature while those at the lower level are routine in nature.

(b) lmplementation of Managerial Function: Without decision-making, different

managerial functions such as planning, organising, directing, controlling and

staffing cannot be performed. In other words, every management function in

business organisations presupposes decision-making. lt is only through decision-

making that the various management functions can be effectively implemented.

(c) Evaluation of Managerial Performance: The quality of decisions made by

managers can serve as a yardstick to evaluate their performance. lf decision is

correct and successful, then it is understood that the manager is qualified,

experienced and competent. On the other hand, when the decision is wrong, it is

understood that the manager is not competent and experienced.
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(d) Helpful in Planning and Policies: Any policy or plan is formulated through the
process of decision-making. Without decision-making, no plan or policy t a:-r be

formulated. In fact, planning and policy-making are essentially decision-making
functions, l.e., processes of choosing the best option from a number of alternatives
subject to constraints of organisational resources.

(e) Efficient Business Operations: Means have alternative uses. Similarly, one end can

be achieved by different means. In other words, every business problem has number
of alternative solutions. lt is the process of decision-making which helps in ncit only
identifying these alternatives but also in selecting the most efficient alternative. Thus,

decision-making helps in the efficient functioning of a business unit.

(0 Better Utilisation of Resources: Business operations involve proper blending of
'6 Ms', viz., Men, Money, Materials, Machines, Methods and Markets for the
achievement of organisational objectives. Decision-making helps to select the most
efficient alternative course of action which guarantees the best use of available
resources at the disposal of business organisation.

(g) Facilitates Business Growth and Expansion: Quick and correct decision-rliaking
results in better utilisation of the resources. lt helps the organisation to face and

tackle new problems and challenges effectively. lt also helps to achieve its

objectives on time as per plan. All these result in business growth and expansion.
However, wrong, slow or no decisions can result in losses and industrial sickness.

(h) Motivates Employees: Timely and rational decisions promote high degree of
motivation among the employees. Motivated employees show higher performance

and efficiency which increases the productivity and profitability of the organisation.
The benefits of higher returns can be shared by the organisation and other
stakeholders on rational basis which further contributes to hiqher level of motivation.

4.3 Process of Decision-mcking

The following is the process followed in taking decisions under a normal situation:

(a) ldentifying the Problem: The first step in the decision-making process is to

visualise the problem clearly. lt is said that a well-defined problem is half-solved.
The problem under consideration may be financial, technical or related to
marketing. These problems generally arise due to shortage, depression,
government regulations, competition, changing patterns of consumption, etc.

(b) Diagnosing the Problem: Once the problem is defined, the next step is to

diagnose the problem. Several managerial problems are entangled with one

another. Therefore, it is necessary to isolate the specific problem in relation to
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which the decision has to be made. This will certainly give a better understanding

of the problem to a decision-maker.

(c) Analysing the Problem: Analysis of the problem is as important as its diagnosis.

The problem should be well analysed with reference to:

. Nature of the decision - whether strategic or routine.

. lmpact of the decision on the functioning of the organisation.

o Periodicity and futurity of the decision.

(d) Collecting Information: Thereafter, necessary data should be collected from all

possible sources, r.e., both internally and externally. The data so collected should

be accurate, up-to-date, adequate and unbiased. These data should be processed

statistically in order to draw inferences and arrive at the specific conclusions

regarding the problem under consideration.

(e) ldentifying Alternate Courses of Action: Means have alternative uses. Similarly,

one end can be achieved by different means. This diversity on both sides leads to

number of permutations and combinations for deriving a variety of solutions to the
problem under consideration by changing the ratio of time, cost and labour. In
other words, developing multiple ways to solve same problem.

(0 Evaluating l\lternatives: Peter Drucker has recommended the following criteria

for the evaluation of possible alternatives for decision-making:
. Degree of risk associated with each alternative.
. Cost, time and efforts involved in each alternative.
e Urgency of decision.
r Limitations of physical, financial and human resources.

(g) Choice of the Best Alternative: Now, the decision-maker can select the best

alternative which can yield the maximum results with the minimum efforts.

Alternative which is economical, less time-consuming and causes no inconvenience

to anyone in the organisation should be chosen. At the same time, it should be

consistent with the objectives of the organisation.

(h) Conversion of Decision into Action: Selection of the best alternative completes

the theoretical aspect of the decision-making while implementation is the practical

aspect of it. For an effective implementation, the decision has to be communicated
to each concerned in the organisation and necessary training has to be imparted
for its successful implementation.

(i) Progressive Review: Feedback is necessary due to changes in the internal and

the external environment. Revisions, modifications adjustments, etc., are necessary

in order to ensure that the decisions are implemented as per the requirements of
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the ever-changing business environment. At the same time, review helps in
locating deviations and taking timely corrective action.

4.4 Technigues of Decision-

Due to increasing professionalisation of management, the role. of quantitative tools in the

decision-making process has increased to a greater extent. The various techniques of

making decisions can be studied under two broad heads:

Modern Techniques for Making Programmed Decisions:
Modern techniques of decision-making are collectively termed as 'operations research'.

Operations research is defined as applied decision theory, whereby managers seek to

achieve rationality while dealing with organisational problems through the use of scientific,

logical or mathematical means. For example, inventory models are used to control the

level of inventory and linear programming is used for allocation of work among individuals,

etc. Some of the important theories of operations research are:

(a) Linear Programming: The basic problem of any organisation is to achieve the

best allocation of limited resources, viz., money, materials, machines, space, time,

etc. Scarcity of various organisational resources is a constraint under which

decisions are to be made. Linear programming is based on the assumption that

there exists a linear relationship between variables. lt helps to ascertain the

optimum combination of limited resources in order to achieve the given objectives.

(b) Queuing Theory: Queuing theory is the mathematical study of queues or waiting

lines. A group of items waiting to receive a service constitute a queue. For

example, queues at service station and booking windows. At some point of time,

there may be a long queue while at some other time there may be no one waiting

to get service. This results in waiting time and idle time. Queuing theory helps to

achieve a balance between the costs associated with waiting time and idle time.

(c) Game Theory: Game theory was put forth by John Von Neumann and Morgenstern. lt

was developed basically for use in wars so that the actions of the army can be decided

in the light of teniative actions of the enemy. Fundamentaliy, the game theory attempts

tc provide an answer to the question - what may be consicjered as a rational course of

actior-l fcrr an individual confronted with a situation whose outcome depends upon the

actions of the opponents, who in turn are faced with the similar problems.

(d) Decision Tree: Some decisions involve a series of steps, in which each step is

dependent on the outcome of its preceding step. Often, uncertainty surrounds each

step. Decision trees are the models for solving such problems that involves a number

of steps. Decision tree is a graphical nrethod for identifying alternative actions,
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estlmating probabilities and the resulting payoff. lt is a schematic representation of the
problem that displays information in more easily understandable fashion.

(e) Probability Decision Theory: The basic assumption of probability decision theory
is that the behaviour of future events and conditions is probabilistic and not
deterministic. Various probabilities are assigned to the'state of nature'on the basis
of available information or subjective judgement and likely outcome of alternative
courses of action are evaluated. On the basis of such analysis, the best alternative,
which assures highest results with minimum costs, is selected.

(0 Simulation: Simulation technique is used when conditions of the environment are
very complex and many alternatives are available for decision-making. Simulation
technique tries to replicate a part of an organisation's operations in order to assess
the implications of a particular decision on a large scale. lt is one of the cosliest
methods of decision-making, as it requires creation of an artificial situation for
experimenting various alternatives.

(g) Network Techniques: There are two types of network techniques - Critical Path
Method (cPM) and Programme Evaluation and Review Technique (PERT).
These techniques are useful for project planning and control. Complex projects
involve considerable amount of cost and time for completion. Network techniques
aim at reducing both cost and time to minimum and segregate sequential activities
from the simultaneous ones.

Modern Techniques for Making Non-programmed Decisions:
(a) Creative Techniques: Creative thinking is needed for solving novel, non-routine

problems. Creativity refers to an ability to generate new ideas and new ways of
doing things. Some of the creative techniques are:

o Brainstorming: Brainstorming technrque was developed by Osborn in 1938.
It is a technique to stimulate idea generation for decision-making" Osborn has
simply defined brainstorming process as using the brain to storm the problem.
It is a group-based technique. Members of the group in a session are
encouraged to throw up all possible alternative solutions to a problem.

' Nominal Group Technique: Nominal Group Technique is a structured group
meeting which restricts verbal communication among its members. Each group
member independently writes down his views about the problem and provides the
best possible solution for it. Then each member gives his presentation and ideas
so collected are discussed, evaluated and ranked to arrive at optimal decision.

' Delphi Technique: Delphi indicates the shrine at which the ancient Greeks used
to pray for information about the future. Under this method, a panel of experts is
inierrogated through a questionnaire. The members of the panel do not meet

77.
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face-to-face. Their opinions are recorded and resubmitted to the same panel with

a new questionnaire. This process continues till they arrive at a consensus'

. Gonsensus Mapping: consensus mapping consists of a large number of task

forces headed by a facilitator. The facilitator encourages each task group to

search for a cluster of ideas. The ideas so generated are consolidated into

,strawman Map' and presented to the task forces, who revise and upgrade the

map until all groups arrive at a common consolidated map for decision-making'

Participative Techniques: Participative technique seeks the involvement of

employees in the decision-making process. This technique has several advantages

such as the involvement of individuals and groups in decision-making improves the

quality of decisions, fosters responsibility and commitment, enhances employee

motivation and morale, result in more acceptable and timely decisions and so on'

Heuristic Techniques: Heuristic is a trial and error technique for finding solutions to

the complex problems. lt assumes that the problem-solving approach cannot be

rational or systematic. lt is bound to be sporadic and fragmented due to information

gaps, perverse human behaviour and uncertain environment. lt, therefore' favours the

development of certain rules of thumb (heuristic) to arrive at rational decision'

Decisions may be of different types such as:

(a) Programmed and Non-programmed Decisions: Programmed decisions are

normally of repetitive nature and are taken within the broad policy structure' For

example, standing procedures and policies. Non-programmed decisions are non-

repetitive in nature. Their need arises because of some specific circumstances'

such aS, opening of a new branch, introducing a new product in the market, etc'

(b) Major and Minor Decisions: Major decisions are of strategic importance and are

usually taken by the higher authority. These decisions are generally of non-repetitive

nature. For example, decisions relating to purchase of a big machine or opening a

new branch. Minor decisions are of repetitive nature and are taken by the middle or

even lower level manage rs. For example, decisions relating to purchase of stationery'

(c) Routine and strategic Decisions: Routine decisions, also known as tactical

decisions, are taken in the context of day-to-day functioning of the organisation'

For example, sending samples of a product to the government investigation centre'

strategic or basic decisions relate to policy matters and usually involve large

investment or expenditure of funds such as major capital expenditure decisions'

(b)

(c)

4.5 Types of Motoggl,o!_D".iti*
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(d) Policy and Operative Decisions: Policy decisions are taken by the top management
and they are mostly related to the basic policies. Such decisions have long-term

impact on the functioning of the organisation. Big concerns publish policy manuals,
which form basis for the operative decisions. Operative decisions relate to the day-

to-day operations and are generally taken by the middle and lower level managers.

(e) Organisational and Personal Decisions: The executive makes organisational
decisions, when he acts formally as a company officer. Such decisions reflect the
basic policy of the company. They can be delegated to others. Personal
decisions are related to the executive as an individual and not as a member of an

organisation. Such decisions cannot be delegated.

(0 Individual and Group Decisions: As is apparent, individual decisions are taken
by a single individual in the context of routine work. On the other hand, group

decisions are taken by the group or a standing committee constituted for the
specific purpose. Such decisions are very important for the organisation because
they involve the participation of a large number of persons.

(g) Long-term and Short-term Decisions: Long-term decisions are taken for a

comparatively longer period of time. Such decisions involve huge amount of
investment and risk. While short-term decisions are of routine nature and involve a

limited risk. Long-term decisions are generally taken by the higher authority while
short-term decisions are taken by the lower level managers.

4.6 Essentiols of Sound Decision-

An effective decision must be goal-oriented, action-oriented and efficient in implementation.
The following are the guidelines for effective decision-making:

(a) Well-defined Problem: The first step towards sound decision-making is to
rationalise the problem, r.e., to identify the nature of problem and to establish that it
can be solved only through decision-making. This requires detailed study of the
problem under consideration.

(b) Fact-based: In order to be effective, decisions should be made on the basis of
relevant and the latest information. Before arriving at any decision, information
related to that decision should be collected from all possible sources. This will

enhance the quality of decision so taken.

(c) Objective-oriented: The objectives to be sought by decision-making should be

clearly defined, as far as possible in quantitative terms. The more concisely and
clearly objectives are stated, the greater the likelihood that the decision will be an
effective one.
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(d) Proper Timing: Decisions in the organisation should be timed properly, not too

early or not too late. A premature decision may be resisted and opposed. Similarly,

a delayed decision may not achieve desired objectives and will lead to waste of

resources and time.

(e) Flexibility: Flexibility is the pre-condition for the success of any management

endeavour. Decisions are made in highly volatile, dynamic and uncertain

environment. Environment changes and therefore, decisions should be flexible

enough to absorb these changes.

(0 Participation: While taking decisions, participation of the maximum number of

people associated with the decision should be sought. This improves the

acceptability of the decision and ensures its smooth implementation without any

resistance.

(g) Cornmunication: Generally, decisions in the organisation are taken at the higher

level of the management while they are implemented at the lower level in the

manage!nent hierarchy. Therefore, such decisions should be communicated and

explained properly to all concerned in the organisation.

(h) Seek Feedback: Monitoring of the progress of the implementation of decisions is

equally important to locate deviations, if any, and take corrective action. This ensures

timely and effective solution of the problem under consideration. Feedback also

provides a yardstick for evaluating the effectiveness of decision-making mechanism.

Questions Bonk

Q.1 Choose the correct alternative of the following: (1 mark each)

(1) ---*------- decisions are normally repetitive in nature'

(a) Programmed (b) Non-programmed (c) Policy.

(2) Brainstorming technique of making decisions was developed by

(3)

(4)

(5)

(a) Osborn

(a) Planning

decisions are taken by top level managers.

(a) Minor (b)Strategic (c)Operational

theory involves the mathematical study of queues or waiting lines.

(a) PERI (b) cPM
(6) 

--_ 
was developed by John Von Neumann.

(a) Queuing Theory (b) Game TheorY

(7) Brainstorrning is a 

-- 

technique of decision-making.

(a) Programmed (b) non-programmed (c) both

(b)John Humble

is the central job of all managers.
(b) Decision-making

(c) Christopher.

(c) Organising

(c) Queuing

(c) Decision Tree
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(S) .- is a trial and error technique for finding solutions to the complex problems.

(a) Heuristic (b) Queuing (c) Decision Tree

(9) _ technique tries to replicate a part of an organisation's operations.

(a) Simulation (b) Linear Programming (c) Networking

(c) Networking
(10)PERT and CPM are part of 

- 

technique'

(a) Simulation (b) Linear Programming

Ans.:

Q"2 Practical Application/Gase Study: (15 Marks)

Read the following case carefulty and answer the questions given:

"l expect every manager in my department to act completely rational in very decision he

makes", declared Mr. John, Marketing Director in Overseas Plastics Ltd. "Everyone of us,

irrespective of his position in the organisation has to be a professional rationalist and I expect

him not only to know what he is doing and why he is doing it, but also to be right in his

decisions. I know that someone has said that a good manager needs to be right only in more

than half of his decisions. But that is not good enough for me. However, one may be excused

for an occasional mistake especially on matters beyond one's control but no one can be

pardoned for acting irrationally".

"l endorse your views, Sir", said Mr. Kale, his advertising manager, "and I always try to be

rational and logical in my decisions but would you mind helping me to be sure of this by

explaining what rational decisions are?"

Questions;
(1) Do you agree with Mr. John? Substantiate your answer?

(2) Can a decision-making process be 100% rational? How can you try to make it rational?

(3) Describe an ideal decision-making process?

(4) How would you justify the claim of Mr. Kale?

Q.3 Descripted Questions/short Essay Type Questions: (7-8 marks each)

(1) Explain the concept of decision-making.

(2) What are the methods of making non-programmed decisions?

(3) What are the types of managerial decisions?

(4) Highlights the essentials of sound decision-making.

Q.4 Long Essay Type Questions: (15 marks each)

(1) What are the various types of managerial decisions? Explain with example.

(2) Define decision-making. Discuss its importance for an organisation'

75.

(1)Programmed (2) Osborn (3) Decision-making (4)Strategic

(5)Queuing (6) Game Theory (7) non-programmed (8) Heuristic

(9) Simulation (10) networking
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(3) Explain the concept of decision-making. Discuss the process of making decisions.

(4) Discuss the modern methods of decision-making.

Q.5 Short Notes: (5 marks each)

(1) Creative techniques of decision-making.

(2) Heuristic technique of decision-making. \

(3) Programmed decisions vs. non-programmed decisions.
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5.1 of sotion

Organisation is the foundation, upon which the whole structure of management is built. lt

refers to a mechanism, which determines a group and arranges various activities, which are

necessary for the attainment of the objectives. The term organisation is used in two senses:

(a) Organisation as a process: Organisation as a process means an ongoing activity

of identifying, classifying, grouping and assigning various activities required to

achieve the organisational objectives.

(b) Organisation as a structure: Organisation as a structure means a network of

relationships among individuals in an organisation. ln this sense, organisation refers

to a structure of relationships among superior and subordinates-

Different authors on management have defined the term organisation differently. Some of

the popularly referred definitions of the term organisation are:

"Organisation is any group of individuals, large or small, that is co-operating under

the direction of executive leadership in the accomplishment of certain common

objectives." - Keith Davis

"Organising ls the establishing of effective behavioural relationships among

persons so that they may work together efficiently and gain personal satisfaction in

doing selecfed fasks, under given environmental conditions for the purpose of
achieving some goal or object." - George Terry

5.2 Noture ond Chorocteristics of Orgonisotion

The main features of organisation are:

(a) Organisation as a structure: Some writers on management have defined

organisation in a very narow sense. According to them, it is merely a structure of

relationship between various positions in the organisation. This is the classical or a

static concept of an organisation. According to this concept, organisation means

merely a chart of relationships.

Organisation as a process: Organising is not one-step function. Managers are

continuously engaged in organising and reorganising. Organisation as a process

means dividing and subdividing the various functions of the enterprise into different

units and assigning every function to the right and the most suited person. This is a

dynamic concept of the term organising.

Organising is the basic function of management: Like planning, organising is

the basic function of management. Organising is done in relation to all managerial

functions, namely, planning, staffing, directing and controlling and in all functional
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areas of business activities, namely, purchasing, production, financing, selling'

marketing, Personnel, etc.

(d) Organisation is always related to objectives: Whether it is organising of the

entire enterprise or any part of it, the process is greatly influenced by the broad

objectives of the organisation. The operations are divided in separate groups and

authority and responsibility relationships are determined in order to achieve the

broad objectives of an enterprise.

(e) Organisation as an entity: Organisation as an entity refers to an enterprise as a

whole, like company, corporation, sole trading concern, partnership firm or any

other form of group activity including non-profit ventures. In this sense,

organisation is defined as a collectivity of people that have been established for the

pursuit of relatively specific objectives, more or less on a continuous basis'

(0 Organisation as a group of people: An organisation consists of formal and

informal groups in its set-up. Formal groups are set up by the top level authority

having specific authority-responsibility relationships while informal groups develop

within the structure of formal groups in order to satisfy personal and social needs of

the people working in an organisation.

Organisation can be classified on the basis of relationship and structure as under:

Glassification of Organisation on the basis of Relationships:
(a) Formal Organisation
(b) Informal Organisation

Glassification of Organisation on the basis of Structure:

(a) Line Organisation

(b) Functional Organisation

(c) Line and Staff Organisation

(d) Committee Organisation

(e) Matrix Organisation

(f) Divisional or Department Organisation

Formal organisation refers to the structure of well-defined jobs, each bearing a definite

measure of authority, responsibility and accountability. The structure is consciously

designed to enable the people of the organisation to work together in accomplishing the

5.3 Orgonisotion Structure

5.4 Formol Orgonisotion
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common objectives. Committees, project teams, task force, departments, etc., are the

examples of formal groups.

Features of Formal Organisation:
(a) lt is the result of deliberate managerial planning.

(b) lt is based on the principle of division of labour and specialisation.

(c) lt is based on the activities to be performed and not on the individuals who perform

such activities.

(d) lt is formally proclaimed by the top management and hence, shown on the

organisation charts.

(e) lt sets up the boundaries and specific part of actions, which must be strictly

followed.

Advantages of Formal Organisation:

(a) lt facilitates the determination of objectives and policies.

(b) Co-ordination becomes easy, as objectives are specific.

(c) lt develops managerial skills.

(d) lt avoids excessive concentration of power in a single hand.

(e) lt leads to consistency and uniformity in the organisation.

(f) Failures can be located effectively.

Disadvantages of Formal Organisation:
(a) Formal organisations restrict individualfreedom. Therefore, there is no creativity or

self-initiative on the part of the workers to work hard.

(b) lt is dominated by individuals at the higher level of the management hierarchy. This

generates dissatisfaction and frustration among the lower level managers.

(c) Such organisation emphasises rules and discipline and therefore, leads to delay in

decision-making and execution of organisational plans.

5.5 Informol Orgonisotion

Informal organisation refers to the relationships between people within an organisation based

on personal attitudes, emotions, prejudices, likes and dislikes, etc. This organisation is

governed by needs, emotions and attitudes and not by procedures, policies and regulations.

It is also called 'Grapevine'. The grapevine works with a surprising speed and is often faster

than official channel. Generally, large formal groups give rise to small informal groups.

Features of Informal Organisation:
(a) lnformal organisations do not appear on the formal chart of the enterprise.
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(b) Informal organisation exists at all levels of organisation from top to bottom.

(c) These organisations are based on personal attitudes, likes and dislikes,

understanding, customs, traditions, etc.

(d) Although, there is no specific channel of communication, informal channel is much

more powerful than formal channel.

Advantages of Informal Organisation:
(a) lnformal organisation provides support to the formal organisation.

(b) Informal channel is faster than the formal one. Therefore, it can be used for making

quick decisions.

(c) lf used effectively, informal channels can largely contribute to the organisational

goals.

(d) Such organisation satisfies the social needs of workers such as friendship, love,

care, concern, etc.

(e) Informal organisation operates in free environment. Thus, it promotes creativity and

better exchange of ideas.

Disadvantages of Informal Organisation:
(a) Informal organisation is used by workers as a protective device against management.

(b) lt is generally used to pressurise the management to fulfil their demands.

(c) The grapevine channel often dispenses false information, half-truth and rumours.

(d) ln most cases, informal organisations do not operate in the interest of enterprise.

5.6 Formol Orgonisotion us. Tnformol Orgonisotion

Formal and informal organisations co-exist within the internal framework of the organisation

structure.

Formal Orgarrisation Informal Organisation

(a) Formation:

Formal organisation is the result of conscious

and deliberate efforts of the top management.

It is formed out of the deliberate managerial

planning and organisational efforts.

Informal organisation develops unconsciously

among the people working together. These

people associate with each other on the basis of

common views, likes and dislikes.

(b) Formal Set-up:

A formal organisation is represented on the

organisation chart. lt follows certain pre-

determined rurles, channel of communication

and lines of authority-responsibility.

ln an informal organisation, there are no such

rules or channels of communication. Even a

lower level subordinate can associate with an

officer at the higher level.



(c) Delegation of Authority:

A formal organisation is based on delegation of

authority, which is necessary for the effective

functioning of the organisation system.

The concept of delegation of authority has no

relevance in an informal organisation as all

the members of informal groups are at par.

(d) Rationality:

A formal organisation is set up on rational

and scientific basis rather than emotions and

sentiments.

In an informal organisation, it is difficult to find

any rationality as it is the result of association

of like-minded people.

(e) ldentity of Members:

Its members do not have any separate

identity from what they have been accorded

in the organisation structure.

Its members have an opportunity to develop

their own identity according to their personal,

mental or physical abilities.

(f) Nature of Organisation:

Formal organisations are in.written form and

they are contained in the manual or the

handbook of the enterprise.

Informal organisations are not in written form.

They develop naturally within the framework

of formal organisation.

(g) Existence:

A formal organisation exists independently of

the informal organisation.

An informal organisation develops within the

framework of the formal organisation.

(h) Managerial Planning:

Managerial planning is necessary to bring a

formal organisation structure into existence.

No planning or efforts are necessary for an

informal organisation as it evolves on its own.

Orgonising - I

5.7 of Line ond Stoff Orgonisotion

Line organisation is characterised by direct lines of authority, flowing from top to the bottom

of the organisational hierarchy and the lines of responsibility flowing in the opposite

direction. Due to the absolute lack of specialisation, this organisation is not suitable for

modern business houses. On the other hand, functional organisation, with multiple

command systems, creates so many complexities in superior-subordinate relations that the

smooth functioning of the organisation becomes a remote reality. Hence, there was a need

for a system, which could avoid defects of both these systems and combine their positive

aspects. This need has been fulfilled by the line and staff organisation.

83.
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the primary objectives. Staff elements are those who have fhe responsibility and

authority for providing advice and seruices to the line officers in the attainment of

- Louis Allen

The staff personnel are provided with advisory staff positions. They do not possess any llne

authority. They have the power to recommend but not to enforce those recommendations.

The implementation of their suggestions is the responsibility of line authorities.

The features of line and staff form of internal organisation structure are:

(a) Combination of Line and Functional Organisation: Line and staff organisation

structure combines the features of both the line and the staff (functional)

organisation. The line organisation insists on unity of command and scalar chain

and thp functional organisation insists on decentralisation of control for

specialisation purposes. Line managers devise their actions on the advice and

counsel of staff managers.

(b) Role of Line Managers: Line comprises of managers who are responsible for the

day-to-day functioning of the organisation and work towards accomplishing the

organisation's mission and goals. The actions of line generate revenue for the

organisation. As a result, this group makes most decisions regarding the

company's operational policies and procedures. They are solely responsible and

accountable for their actions.

(c) Role of Staff Managers: Staff is composed of non-revenue generating professionals.

Although they do not directly contribute to the working of the organisation, they

greatly influence the actions of the line managers. For example, the HR manager

ensures that the line is staffed with top-tier talent, the finance group secures the

capital resources for the organisation and the accounting department balances the

books of accounts.

(d) Balance of Power: Though the line, as the revenue generator, has the primary

decision-making authority with regard to company operations, the actions of the line

managers are not without checks and balances. For example, hiring decisions by

line managers cannot be made without the approval of human resource manager'

who ensures that only qualified and able candidates are selected for the organisation.

Similarly, all financial decisions are subject to the approval of finance manager.

(e) Gonflict between Line and Staff Managers: The most serious limitation of line

and staff organisation is, perhaps, the problem of conflict between line and staff

5.8 Feotures of Line ond Stoff Orgonisotion
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executives. This conflict can be studied from the viewpoint of line executives as

well as staff executives.

Gomplaints of the Line against the Staff:
. Staff encroaches upon the authority of line personnel.

. Staff ideas and suggestions are theoretical and impractical.

e Staff personnel steal away the credit.

. Staff personnel suffer from superiority complex.

Complaints of the Staff against the Line:
. Staff lacks authority and have a feeling of utter frustration.

r Line resists innovative ideas.

. Line personnel consult staff only as a matter of last resort.

e Line personnel are jealous of the status of staff.

(0 Measures to Resolve Conflict: Some of the suggestions for improving the line

and staff relations are:

. The best method of resolving the line-staff conflict is to form a committee

consisting of line and staff personnel on controversial issues.

. There should be a clear definition of authority-responsibility areas and the manner
of functioning of line and staff personnel.

. A system of regular consultation should be developed between the line and staff
personnel.

. Higher authority should devise plans to overcome resistance on the part of line

managers through participation, motivation and incentives.

r In case of mutual bickering between the line and the staff personnel over certain

issues, both should have an equal right to make an appeal to the higher authority.

5.9 Conflict between Line ond Stoff Monogers

Due to different positions and types of authority within a line and staff organisation,
conflict between tine and staff personnel is almost inevitable. There are many
reasons for conflict. Poor human relations, overlapping authority and responsibility,
and misuse of staff personnel by top management are all primary reasons for
feelings of resentmcnt between line and staff personnel. This resentment can result
in various departments viewing the organisation from a narrow stance instead of
looking at the organisation as a whole.

The line and staff conflict can be studied from the viewpoint of line executives as well as

staff executives.
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Gomptaints of the Line against the Staff:

(a) staff encroaches upon the authority of line personnel: staff personnel get the

approval for their suggestions from the higher authority who in turn enforces such

suggestions in the form of command over the line personnel'

(b) staff ideas and suggestions are theoretical and impractical: Line personnel

deal with the practical situation who often find difficult to implement the idealistic

suggestions of the staff.

(c) staff personnel steal away the credit: staff personnel steal away the credit of

successful implementation of their ideas while the blame for failure is levelled

against the line managers for one or the other reason'

(d) staff personnel suffer from superiority complex: Due to their specialisation'

staff personnel suffer from superiority complex and prefer to have an upper hand

over the line personnel and dominate them'

(e) staff personnel are careless and irresponsible: staff personnel are careless and

irresponsible because they are not directly responsible for the attainment of

organisational objectives' They simply have an advisory role'

(f) staff personnel waste lots of time in planning: staff personnel are experts and

specialists and hence, undertake in-depth analysis of a problem before arriving at

some conclusion. This leads to delayed and costly decisions'

Complaints of the Staff against the Line:

(a) staff lacks authority: staff personnel are provided with advisory staff positions'

They do not possess any line authority. They have power to recommend but not to

enforce. This generates frustration in them'

(b) Line resists innovative ideas: Line personnel generally adopt a conservative

approach and try to maintain sfafus quo. They discourage innovative ideas of the staff'

which may unnecessarily increase their burden'

(c) staff has a feeling of utter frustration: when innovative and outstanding ideas of

the staff are rejected, it kills their initiative and they are demotivated' This is really

t rnfortunate for the organisation'

(d) l-ine personnel consult staff only as a matter of last resort: staff personnel are

approached only when some extraordinary situation arises' In such a situation' it

becomes difficult for them to suggest quick remedies'

(e) Line people want short-term and temporary ideas: Line personne| generally favour

short{erm and temporary ideas which are easy to tmplement and designed to yield

quick results. They lack foresightedness'
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(f) Line personnel are jealous of the status of staff: Staff enjoys a higher status in

the organisation due to its expertise. As a result, much of the behaviour of line

personnel towards them is shaped by jealous mentality.

5.10 Remedies for Line ond Stoff Conflict

Some suggestions for improving line and staff relations are:

(a) Committee Organisation: One of the best methods of resolving the line and staff

conflict is to appoint a committee consisting of line and staff personnel on

controversial issues. This will provide them with a platform for a fair exchange of

ideas between the two.

(b) Clear Definition of Authority and Responsibility: There should be a clear

definition of authority-responsibility areas and the manner of functioning of line and

staff personnel. This will reduce misunderstanding, conflicts and controversies

between them to minimum.

(c) Regular Consultation: A system of regular consultation should be developed

between the line and staff personnel. The line should not consult the staff as a

measure of last resort. Regular meetings will go a long way in developing

understanding between them and willreduce undue conflicts.

(d) Mutual Respect: Line must respect the suggestions of the staff in the overall

interest of the organisation. At the same time, the staff must understand the

practical difficulties of the line personnel while implementing the suggestions or

ideas put forth by them.

(e) Overcome Resistance to Change: The higher authority should devise plans to

overcome resistance to change on the part of the line personnel through

participation, motivation and incentives when some innovative and fruitful ideas are

recommended by the staff personnel.

(0 Mutual Co-operation: Line and staff personnel should not compete but co-operate

with each other in the best interest of the organisation. There should be a feeling of

mutual trust and co-operation between the two in order to work jointly towards the

achievement of organisational objectives.

(g) Free Flow of Communication: The higher authority should promote free

exchange of ideas, views and suggestions between the staff and the line

personnel. This will reduce friction between them and will result in better

understanding and higher degree of co-operation between them.

(h) Right to Appeal: In case of mutual bickering between the line and the staff

personnel over certain issues, then both should have an equal right to make an
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appeal to the higher authorities for guidance. The higher authority should hear both

sides before arriving at any conclusion.

Matrix organisations were first developed in the aerospace industry in the US during the

1950s and 1960s. In a matrix organisation, job holders are responsible to both the project

manager as well as the head qf the functional department'

,,Ihe essenc e of matrix management, as one normally finds it, is combining of

functionat and project form of deparlmentation in the same organisation structure'"

-Koontz and O'Donnell

Engineering R & D Production Accounts Personnel

TI II
Project A
Manager

Project B
Manager

Project C
Manager

i--Eroie-cl-c------Prsjgglc-----fqojsc-t-C-----Plsiggt-Q----fllojectc
- Entin"ering R & D production Accounts Personnel

Unit Unit Unit Unit Unit

Line Authority

Project AuthoritY

Fiq. 5.1: Structure of Matrix Form of Orqanisation

The peculiarities or characteristics of a matrix organisation are:

(a) Hybrid Structure: Matrix organisation is a hybrid structure' This is so, because it

is a combination of two or more forms of organisation structures. lt combines a

functionat organisation with a project organisation. Therefore, it has the merits and

demerits of both these organisation structures'

5.11 Concept of Motrix Olggnisotion

Chief Executive

Project A 
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5.12 Feotures of Motrix Orgonisotion
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(b) Role of Functional Managers: Functional manager has authority over the technical
(functional) aspects of the project. The responsibilities of functional manager are:
r A functional manager exercises line authority over his subordinates so as to

ensure uniformity of function in all projects.

. He is responsible for a particular functional area and ensures efficiency in

operation of that particular function.

. He deputes specific individuals or resources to various projects at the request
of the project managers.

. He evaluates and appraises the performance of the subordinates working on
different projects.

(c) Role of Project Manager: Project manager has authority over the administrative
aspects of the project. He has full authority over the financial and physical
resources which he can use for completing the project. He is expected to perform
the following roles:
. A project manager is the overall in-charge of the project. He lays down the basic

policies and strategies to achieve project objectives.

. He determines the quantity and quality of efforts and resources required to
execute the project.

. He draws personnel from different functional departments according to his
requirements.

r As a head of the project, he determines the cost and time schedules for the
project. He prepares and executes the project budget.

. He co-ordinates the activities of the functional groups operating under him and
provides them guidance.

(d) Dual Authority: In a matrix organisation, subordinates receive instructions from
both functional as well as project managers. Thus, it results in dual authority. This
may result in confusion, disorder, indiscipline and inefficiency in the organisation.
All this may adversely affect the productivity and profitability of the project.

(e) Specialisation: Matrix organisation promotes a high degree of specialisation
through division of administrative and functional aspects of a project. The project
manager concentrates on the administrative aspects of the project while the
functional manager concentrates on the technical aspects of the project.

(0 Violates the Principle of Unity of Command: Matrix organisation violates the
principle of unity of cornmand, r.e., an employee should receive orders only from one
superior. Functional manager and project manager exercise dual authority over
employees, resulting into confusion and conflicts.
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(g) Violates the Scalar Chain Principle: Matrix organisation also violates the scalar

principle, i.e., clear line of authority in the organisation. Though the project

manager and functional managers are distinct, the matrix organisation does not

define relationship between them.

(h) suitability: Matrix organisation is suitable for multi-project organisations' For

example,large construction companies having many construction projects going on

simultaneously at different locations. In such companies, a project manager is put

in-charge of each project who is assisted by functional managers of the company'

Matrix organisation provides the following benefits:

(a) Matrix Structure: Matrix structure helps to focus attention on individual project and

thus, facilitates better planning and control. Specialists from various functional

departrnents provide a pool of expertise, mainly technical skill' The project

manager keeps track of the progress of individual project'

(b) Flexible and Responsive: Matrix organisation is more flexible and better

responsive to the changes in the environment in comparison to the traditional

structures of organisation. lt can easily adapt to the changing market conditions,

government policies, technology, etc.

(c) conducive for the Development of Professional skills: Matrix organisation

provides a conducive environment to talented professionals to display their

competence and skills. This attracts young and enthusiastic new blood in the

organisation with innovative ideas.

(d) Motivation and Initiatives: Matrix organisation motivates the project staff as well

as the functional staff to work together with greater commitment and initiative as

their basic focus is to complete the project as early and systematically as they can'

This also facilitates a better understanding and co-ordination between them'

(e) Avoidance of Duplication: Each project is assigned the physical, financial and

human resources as per their requirements on requisition or demand' This avoids

unnecessary duplication and brings about efficient allocation and application of

organisational resources.

Matrix organisation suffers from the following limitations:

of Motrix Orgonisotion

5.14 Disodvontoges of Motrix Orgoilsqtign
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(a) Violation of the Principle of Unity of Gommand: Matrix organisation violates the

principle of unity of command, i.e., an employee should receive orders only from

one superior. Functional manager and project manager exercise dual authority

over employees, which create conflicts and confusion.

(b) Violation of Scalar Principle: Matrix organisation also violates the scalar

principle, i.e., clear line of authority in the organisation. Though the project

manager and functional managers are distinct, the matrix organisation does not

define relationship between them.

(c) Problem of Co-ordination: ln a matrix organisation, subordinates are drawn

temporarily from different functional departments who owe their loyalty to their

functional managers. As a result, a project manager may find it difficult to co-

ordinate their actions.

(d) Time-consuming Process: Switching over to matrix organisation is a time

consuming process. lt requires fundamental changes in the organisational set up

which may be resisted by the individuals as it may result in loss of security and

status for them.

(e) Power Struggle: Matrix organisation may result in power struggle between the

project manager and the functional managers as both of them may try to further

their own personal and departmental interest rather than the overall interest of the

organisation. Such struggle may lead to delay in project completion.

5. 15 Concept of Deportmentotion

Departmentation means dividing a large and complex organisation into smaller, flexible,

administrative units. lt is the organisation-wise division of work into various manageable

units or departments. lt refers to horizontal differentiation within an organisation for achieving

specialisation.

"Depaftmentation designates a distinct area, division or a branch of an enterprise

over which a manager has an authority for the pertormance of specified activities."

- Koontz and O'Donnell

5.16 Boses of

There are various forms of department which are based on number of organisational

parameters as discussed below:

(a) Departmentation by Function: lt is the most common and traditional method of

departmentation. Under this method, each major function of the enterprise is
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grouped into a separate department. For example, production department, finance

department, marketing department, human resource department, and so on. Most

of the large organisations are segmented on the basis of major function in the

organisational setuP.

Fiq. 5.2 Departmentation bv Function

(b) Departmentation by Products or Services: This method is suitable for an

organisation that manufactures a wide variety of products or provides numerous

services. The main purpose of such departmentation is to define responsibilities for

various products and services clearly. For exampte, a bank providing a number of

services, departments its organisation on the basis of services such as banking

services, merchant banking services, housing loans, personal loans, etc.

Financial
Manager

Banking
Division

Marketing
Manager

Merchant
Banking

Production
Manager

Personal
Loan

Personnel
Manager

Housing
Loan

Fiq. 5.3 Departmentation bv Servicep

(c) Departmentation by Geographical Coverage: This method is suitable for a
company which distributes its products on a large scale and cannot co-ordinate all

, areas from its headquarters. Again, each area has its own taste, preferences and

consumption pattern. This method is mainly used by service organisations like

rai|ways, insurance companies, COmmercial bankS and sO on, whOSe areas Of

operation are very large.

Manager Manager Manager Manager

Eastern Zone Western Zone Southern Zone Northern Zone

Fiq. 5.4 Departmentation bv Geoqraphical Goveraqe

Board of Directors
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(d) Departmentation by Process: This method is useful for organisations whose

manufacturing activity consists of many processes in which the output of one

process becomes input for the next one and so on. For example, textile mills. The

following departmentation charts represents the organising pattern of a textile

rnill, which has spinning, weaving, dyeing, bleaching and printing departments for

each separate process.

Manager
Ginning

Manager
Spinning

Manager Manager
Wholesalers Retailers

Manager
Day Shift

Manager
Evening Shift

Fiq. 5.7 Deoartmentation bv Time

Manager Manager
Weaving Dyeing and Printing

Manager
Night Shift

Fiq. 5.5 Deoartmentation bv Process

(e) Departmentation by Customers: This method is used when an organisation has

a large number of customers with a varying degree of purchasing power and

consumption habits. For example, a company may sell its products to wholesalers,

retailers, government organisations, foreign customers and so on. Such

departmentation is more common in banking, book publishing house, food

processing and manufacturing industry such as iron or steel.

Manager Manager
Government Foreigners

Fiq. 5,6 Deo:irtmentation bv Gustomer

(0 Departmentation by Time: In some organisations that function round the clock,

departments are based on time. In such organisations, people work in different

shifts. For example, doctors in hospitals, workers in textile mills change their shifts

on the basis of day, evening and night. This method is highly convenient and is

used extensively in public utilities like electricity boards, transport and

communication sector, post and telegraph, etc.

Board of Directors
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(g) Departmentation by Marketing channel: This method is used by companies that

market their products to a large number of customers through different marketing

channels. For example. there may be one department, which looks after direct

selling and the other may look after indirect channels, i'e., sale of goods through

intermediaries like wholesalers and retailers' This method is generally employed by

large manufacturing units that use multiple channels to market their products'

(h)DepartmentationbyNumbers:|tisoneoftheo|destmethodsof
departmentation. Under this method, each department is given a distinctive

number for identification and records. For example. department 1, department 2

and so on. This form of departmentation is not very popular in business organisations'

It is mainly used in defence force. For example,4th brigade, 7th unit, 9th section, Stn

battalion, etc.

(i) Hybrid Approach to Departmentation: Hybrid approach to departmentation calls

for the simultaneous use of two or more departmentation strategies' lt combines

both functional and divisional structures. Functional structure gives the benefits of

economies of scale, in-depth expertise, and resource utilisation efficiencies' while

divisional structures give the benefits of specialization of products, services' and

markets. lt is mainly used by large organisations'

Functional Structure

Financial
Manager

Product Structure

Manager

Refrigerator

Manager

CCTV

Production
Manager

Personnel
Manager

Manager

Washing ll'lachine

Fiq. 5.8 Hvbrid DePartmentation

W
Marketing
Manager

The main purpose of dividing an organisation into sections or departments is to secure

maximum possible efficiency in its operations at a minimum cost through the division of

labour and specialisation. The advantages of departmentation are:

(g) Specialisation: Departmentation enables an organisation to avail the benefits of

division of labour and specialisation. When every department looks after one major

function, the employees develop expertise which in turn enhances their

performance and efficiencY.

5.17 Signif iconce of Deportmentotion
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(h) Expansion: Individual managers can supervise only a few subordinates. Grouping

of activities and personnel into departments and putting an expert manager in

charge of each department makes supervision effective. Therefore, each manager

can supervise more employees effectively which helps organisation to grow'

(i) Autonomy: Departmentation results in the division of enterprise into semi-

autonomous units. In these units, every manager has freedom to take decisions

and operate. The feeling of autonomy provides job satisfaction and motivation

which in turn lead to higher efficiency of operations.

(j) Fixation of Responsibilities: Departmentation enables each person to know the

specific part he is to play in the total organisation. lt provides a basis for building up

loyalty and commitment. The responsibility for results can be defined more

precisely and an individual can be held accountable for performance.

(k) performance Appraisal: Appraisal of managerial performance becomes easier

when specific tasks are assigned to specific personnel in a particular department.

The performance of each department can be evaluated and compared with one

other to make organisation function in a co-ordinated manner.

(l) Managerial Devetopment: Departmentation facilitates communication, co-

ordination and control. lt simplifies the training and development of executives by

providing them opportunities to take independent decisions and exercise initiative'

This facilitates managerial development for future manpower requirements.

(m) Administrative Gontrot: Departmentation is a means of dividing the large and

complex organisation into small and flexible administrative units. Grouping of

activities and personnel into manageable units and setting of performance

standards for each unit facilitates administrative control.

Excessive departmentation may result in several organisational problems such as erosion

of the line of command, multiple accountability, dysfunctional conflicts and difficulty of

coordination and control.

Concept of Orgonisotion

Organisation is the foundation, upon which the whole structure of management is built.

"Organising is fhe esfab/is hing of effective behavioural relationships among persons so that

they may work together efficientty and gain personal satisfaction in doing se/ected tasks,

under given environmental conditions for the purpose of achieving some goal or object."

Noture ond Charocteristics of Orgonisotion

(a) Organisation as a structure

(b) Organisation as a process

95.
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(c) Organising is the basic function of management

(d) Organisation is always related to objectives

(e) Organisation as an entity

(0 Organisation as a group of people

Formol Orgonisotion
Formal organisation refers to the structure of well-defined jobs, each bearing a definite
measure of authority, responsibility and accountability.

Informol Organisotion
Informal organisation refers to the relationships between people within an organisation based
on personal attitudes, emotions, prejudices, likes and dislikes, etc.

Formof Orgonisotion us. Informol Orgonisotion
(a) Formation

(b) FormalSet-up

(c) Delegation of Authority

(d) Rationality

(e) ldentity of Members

(0 Nature of Organisation

(g) Existence

(h) Managerial Planning

Concept of Line ond Staff Orgonisotion
Due to absolute lack of specialisation, line organisation is not suitable to the modern business
houses. On the other hand, functional organisation with too many command systems is very
complex in nature. Hence, there was a need for a system, which could avoid defects of both
these systems. This need has been fulfilled by the line and staff organisation.

Feotures of Line ond Stoff Orgonisotion
(a) Combination of Line and Functional Organisation

(b) Role of Line Managers

(c) Role of Staff Managers

(d) Balance of Power

(e) Conflict between Line and Staff Managers

(0 Measures to Resolve Conflict

Conflict between Line ond Stoff rllonogers

Complaints of the Line against the Staff
(a) Staff encroaches upon the authority of line personnel

(b) Staff ideas and suggestions are theoretical and impractical
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(c) Staff personnel steal away the credit

(d) Staff personnel suffer from superiority complex

(e) Staff personnel are careless and irresponsible

(0 Staff personnel waste lots of time in planning

Complaints of the Staff against the Line

(a) Staff lacks authoritY

(b) Line resists innovative ideas

(c) Staff has a feeling of utter frustration

(d) Line personnel consult staff only as a matter of last resort

(e) Line people want short-term and temporary ideas

(f) Line personnel are jealous of the status of staff

Remedies for Line and Stoff Conflict

(a) Committee Organisation

(b) Clear Definition of Authority and Responsibility

(c) Regular Consultation

(d) Mutual Respect

(e) Overcome Resistance to Change

(0 MutualCo-oPeration

(g) Free Flow of Communication

(h) Right to ApPeal

Conccpt of tliotrix Orgonisotion

Matrix organisations were first developed in the aerospace industry in the US during the 1950s

and 1960s.

Feotures of filotrix Orgonisofion

(a) Hybrid Structure

(b) Role of Functional Managers

(c) Role of Project Manager

(d) DualAuthority

(e) Specialisation

(0 Violates the Principle of Unity of Command

(g) Violates the Scalar Chain Principle

(h) Suitability

"Ihe essenc e of matrix managemenf, as one normally finds it, is combining of

functiona! and project form of departmentation in the same organisation structure."
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Advontoges of iAotrix Orgonisotion

(a) Matrix Structure

(b) Flexible and ResPonsive

(c) Conducive for the Development of Professional Skills

(d) Motivation and Initiatives

(e) Avoidance of DuPlication

Disadvontoges of iAotrix Orgonisotion

(a) Violation of the Principle of Unity of Command

(b) Violation of Scalar PrinciPle

(c) Problem of Co-ordination

(d) Time Consuming Process

(e) Power Struggle

Concept of Deportmentotion

Departmentation means dividing a large and complex organisation into smaller, flexible'

administrative units.

Boses of Deportmentotion
(a) Departmentation bY Function

(b) Departmentation by Products or Services

(c) Departmentation by Geographical Coverage

(d) Departmentation bY Process

(e) Departmentation bY Customers

(0 Departmentation bY Time

(g) Departmentation by Marketing Channel

(h) Departmentation bY Numbers

(i) Hybrid Approach to Departmentation

Signif iconce of Deportnrentofion
(a) Specialisation

(b) Expansion

(c) Autonomy

(d) Fixation of ResPonsibilities

(e) PerformanceAPPraisal

(0 ManagerialDeveloPment
(g) Administrative Control

"Departmentation designafes a disfincf area, division or a branch of an enterprise over

which a manager has an authority for the performance of specified activities."
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Questions Bonk

Q.1 Choose the correct alternative of the following: (1 mark each)

(1) ___,-_*_____ leads to division of labour and specialisation.

(a) Planning (b) OrganisinS (c) Staffing

(2) _________*_ indicates the line of communication in an organisation.

(a) Span of control (b) Scalar chain (c) Grapevine

(3) ___________ flows from top to bottom in an organisation.

(a) Authority (b) Responsibitity (c) Grievance

(4) ___________ is the oldest and simplest form of organisation.

(a) Line (b) Staff (c) Functional

(5) Functionalorganisation was propounded by

(a) F.W. Taylor (b) Henry Ford (c) John McCarthy

(6) In line and staff organisation __ have authority to take decisions.

(a) line managers (b) staff managers (c) both

(7) Matrix organisation was first evolved in ___________ industry.

(a) shoe making (b) aerospace (c) Ford Motors

(8) In _____ form of organisation, there exists dual authority.

(a) line and staff (b) matrix (c) committee

(9) ____*______ is the most complicated form of departmentation.

(a) Product-based (b)customer-based (c) Hybrid-form

(10)---------- form of departmentation is suitable for public utilities like electricity board.

(a) Product-based (b) customer-based (c) shift-based

Ans.:

Q.2 Practical Application/Gase Study: (15 Marks)

Read the following case carefully and ansnrer the questions given:

Around 1960s and till today, the environment of organisations has changed a great deal. A
variety of driving forces provoke this change. Increasing telecommunications has shrunk the
world substantially. lncreasing diversity of workers has brought in a wide array of differrng
values, perspectives and expectations among the workers. Public consciousness has become
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much more sensitive and demanding that organisations be more socially responsible' Much of

the third-world countries have joined the global marketplace' organizations have bscome

responsible not only to the stockholders but to a wider community of the stakeholders'

As a result of the above driving forces, organisations were required to adopt a "new paradigm"'

or view on the world, to be more sensitive, flexible and adaptable to the demands and

expectations of stakeholders. Many organisations have abandoned or are abandoning the

traditional top-down, rigid and hierarchical structures to more organic and fluid forms'

Today's leaders and/or managers must deal with continual, rapid change' Managers faced with

a major decision can no longer refer back to an earlier developed plan for direction'

Management techniques must continually notice changes in the environment and organisation'

assess these changes and manage them. Managing change does not mean controlling it'

rather understanding it, adapting to it where necessary and guiding it when possible'

consequenily, new forms of organisations are becoming more common, for example' worker-

centered teams, self-organising and self-designing teams' etc'

Questions:
(1) What changes are taking place in the internal and external business environment?

(2)Howdothesechangesaffecttheorganisationa|setupofanenterprise?

(3) As an upcoming manager, what kind of organisational setup you perceive for the future

business hoses?

Q.3DescriptedQuestions/ShortEssayTypeQuestions:(7-Smarkseach)
(1)Drawacharttorepresentvariousformsoforganisationstructures.

(2) Discuss the importance of informal organisation'

(3) What are the features of line and staff organisation?

(4) Explain the concept of Matrix organisation'

(5)Exp|aintheconceptofhybriddepartmentationwiththehe|pofadiagram.

Q.4 Long Essay Type Questions: (15 marks each)

(1)Defineorganisation.Discussitsnatureandcharacteristics.

(2) Name the various forms of organisation? compare formal and informal organisation'

(3) Bring out the conflict between line and staff organisation' suggest remedies for it'

(4)Describethematrixorganisationanddiscussitsmeritsanddemerits.

(5) what do you mean by departmentation? Discuss the various bases of departmentation'

Q.5 Short Notes: (5 marks each)

(1) Organisation as a structure'

(2) Significance of departmentation'

(3) Complaints of line managers towards staff'
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The concept of span of management was first developed by V'A' Graicunas, a French

management consultant in 1953. Span of management refers to the number of

subordinates, an executive can supervise effectively'

According to most management experts, at the top level of management, the span of

control should not be more than 1:6 while at the lower level of management, the span of

control should not be more than 1:20. This means, the superior at the top level should not

have more than 6 subordinates under his control. Similarly, the superior at the lower level

should not have more than 20 subordinates under his control. However, these are only

theoretical figures. In practice, the span of control depends on many factors such as nature

of work, ability of superior, ability of subordinates, etc'

Span of Control is also referred by many other names. lt is often known as 'Span of

supervision, or 'Span of Management' or 'span of Attention'. However, the term 'span of

Management' suits as the most appropriate name, since control and supervision are the

elements of management.

There are two types of span of control:

(a) wide span of control: wide span of control means a single manager or

supervisor oversees a large number of subordinates. This gives rise to a flat

organisational structure. Work which are routine in nature and those which do not

require much supervision and control require wide span of control. The features of

wide sPan of control are:

. Less overhead cost of supervision'

. Prompt response from the employees.

. Bettercommunication.

. Better suPervision.

. Betterco-ordination.

. Suitable for repetitive jobs.

Oer of peopte that a manager can supervise'"

- Louis Allen

General Manager

Fiq. 6.1 Wide Soan of Control
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(b) Narrow Span of Gontrol: Narrow span of control means a single manager or

supervisor oversees few subordinates. This gives rise to a tall organisational

structure. Work which requires tight control and supervision such as creative work,

dangerous work, etc., require narrow span of control. The features of narrow span

of control are:

. Co-ordination is difficult to be achieved.

. Communication gaps can occur.

. Messages can be distorted.

. Specialisation can be achieved.

Fig. 6.2 Narrow Span of Control

6.? Foctors Affecting Spon of Control

Span of management varies from individual to individual and organisation to organisation

depending upon the following factors:

Factors Relating to Work:
(a) Nature of Work: lf the nature of work is simple, routine and standardised, then the

manager can supervise more subordinates. However, if the nature of work is complex
and requires a high degree of supervision, then the effective span needs to be narrow.

(b) Quality of Allocation of Work: A well-defined and clear-minded allocation of work
by the manager to his subordinates helps him to manage his work efficiently and

therefore, enhances his ability to manage a large number of subordinates.

(c) Organisational Planning: A well-designed system of organisational policies,

procedures, plans, rules, standards and methods leads to a smooth functioning of the

organisation. This enhances the ability of a manager to manage more subordinates.

(d) Gommunication System: A well-defined and barrier-free communication system

allows free and quick flow of communication. A two-way communication system
promotes better understanding and allows a manager to manage more employees.

(e) Availability of Staff Assistance: lf subordinates are assisted by the staff executives

on methods, schedules, work problems, quality standards, etc., then they need less

contact with their managers. Hence, the manager can handle more subordinates.



L04. P rinciples of M onogement

Factors Relating to a Manager:
(a) Ability of the Manager: Managers are expected to possess certain qualities such as

knowledge, experience, energy, zeal, initiative, interest and other personality traits. A
manager who possesses these qualities and skills can handle more subordinatgs.

(0 Time Available for Supervision: lf the managers at the higher level are preoccupied

with planning, organising, directing, controlling and other managerial functions, then
they may have little time for supervision, resulting into a nanow span of control.

(g) Degree of Decentralisation: lf most of the decision-making power in the organisation
is centralised, then the manager will be overburdened with the administrative work
and will have less time and limited ability to supervise.

Factors Relating to Subordinates:
(a) Abilitf of Subordinates: lf the subordinates in the organisation have enough talent to

perform their work, then the manager can supervise lnore subordinates. However, if
subordinates are new and need continuous guidance, then the span gets nanow.

(h) Degree of Motivation: lf the subordinates in the organisation are self-motivated,
dedicated and have a sense of commitment, then they need less supervision and
the manager can supervise more subordinates and yice yersa.

6.3 Groicunos Theory of Span of Control

V.A. Graicunas, a French Management Consultant in Paris in 1993, has made an
important contribution to the span of management theory. Graicunas suggested that as the
number of subordinates in an organisation increases arithmetically, the number of potential
relationship between the superiors and subordinates increases geometrically. He has
identified three types of potential relationships:

(a) Direct Single relationships.

(i) Direct Group relationships.

(j) Cross Relationships.

Example - 1: One Superior and Two Subordinates
In a simple example, where a superior A manages two subordinates B and C as shown in

the diagram below, the number of potential relationships is six:
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(a) Direct Single Relationship: Direct single relationships are created when a
manager is directly and individually related to his immediate subordinates. In the
above example, the total number of direct single relationships created is 2.
. AtoB.
. AtoC.

(k) Direct Group Relationships: Direct group relationships are the results of
relationships between a superior and each possible combination of subordinates under
him. In the above example, the total number of direct group relationships created is 2.
o A to B with C, i.e., A to B when C is present.
. A to C with B, i.e., A to C when B is present.

(l) Cross Relationships: Cross relationships are created when subordinates find it
necessary to consult with one another. In the above example, the total number of
cross relationships created is 2.

. BtoC.
r CtoB.

Example - 2: One Superior and Three Subordinates
similarly, when superior A manages three subordinates, viz., B, c and D, the number of
relationships between them increases to 18.

Subordinate D

(a) Direct Single Relationship: When a superior A manages three subordinates, yL.,
subordinate B, C and D, the number of direct single relationships created is 3.
. AtoB.
r AtoC.
r Ato D.

(m) Direct Group Relationships: When a superior A manages three subordinates, yrz,
subordinate B, c and D, the number of direct group relationships created is 9.

' . A to B with C, r.e., A to B when C is present.
o A to B with D, Le., A to B when D is present.
o A to C with B, i.e., A to C when B is present.

o A to C with D, i.e., A to C when D is present.
e A to D with B, r.e., A to D when B is present.
o A to D with C, i.e., A to D when C is present.
. Ato B with C and D,i.e.,Ato Bwhen C and D are present.
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o Ato Cwith B and D, i'e., Ato C when B and D are present'

. Ato D with B and C, i.e', Ato D when B and C are present'

(n) Cross Relationships: When a superior A manages three subordinates, vlz.,

subordinate B, C and D, the number of cross relationships created is 6'

. BtoC.

. BtoD.

. CtoB.

. CtoD..

. DtoB.

. DtoC.

Thus, when the number of subordinates under superior A increase from 2 to 3, the

number of potentialrelationships between them increases from 6 to 18.

V.A. Graicunas has illustrated that when the number of subordinates increases arithmetically,

there is an exponential increase in the number of possible relationships created between

them. He has given the following formula to determine the number of relationships:

(an \
R = nl !-+n-11

t2 |
\-l

Where. R stands for the number of relationships; and

n stands for the number of subordinates.

No. of Subordinates No. of RelationshiPs

1 1

2 o

3 18

4 44

5 100

6 222

7 490

8 1 080

q 2396

10 5210

11 11374

12 24708

The above table clearly indicates the exponential (multiple) increase the number of

potential relationships as the number of subordinates increase mathematically.

For example, if a suPerior has three

subordinates working under him, then

the number of potential relationships

created between them can be

determined with the above formula as:

(on \R = "[.?+n-1j

= 3(4*3-1.]
[2 )

=3(4+3-1)
=3(6)

=18
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Graicunas mathematical analysis of the potential relationship in a given span of

management is significant for two reasons:

(a) He emphasises the complex social processes that occur between a superior and

his subordinates and the subordinates thereon.

(b) His theory has stressed the alarming rate at which the complexity of these social

processes increases with each additional subordinate.

However, the formula gives only potential relationships, some of which may not occur on a

daily basis or may not occur at all. Also, he has not indicated what should be the optimum

level of span of management. Thus, this theory cannot be considered as complete analysis

of span of control.

6.4 Concept of Centrolisotion

Centralisation of authority refers to the concentration of decision-making authority with the

top management. lt means all important executive and operational decisions are made

morb at the higher levels of organisation. The decisions and actions at the lower levels are

subject to the prior approval of the higher authority in a centralised organisation.

Centralisation and decentralisation, thus, refers to the degree of delegation of authority,'

formally or informally, in the organisational setup. Centralisation points out to a higher

degree of retention of authority and responsibility by the top management. This type of

organisation is ideal for small organisations where there are few employees or

subordinates and the top management can effectively supervise and control them' Many

organisations at the initial stage prefer centralisation of authority.

"Centralisation is the systematic and consrsfe nt reseruation of authority at central

points in the organisation." - Louis Allen

"Centralisation is that organisation where the role of subordinates is reduced.'j

- Henry Fayol

Centralisation of authority implies:

(a) Reservation of administrative authority of planning, organising, co-ordination and

control at the top level of management.

(b) Reservation of operating authority at the middle level of management.

(c) Operations at the lower level are subject to command, consent and control by the

higher authorities in the line.

(d) Sometimes, work may be delegated to subordinates, but authority may be retained

to the largest possible extent.

Advantages of Gentralisation :

(o) lt facilitates quick decision-making since all the decisions are made by the top

management.
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(p) lt requires less number of managers or superiors and there is no duplication of

work.

(q) lt involves very few managers' This reduces the paperwork between the

management and lower levels'

(r) lt ensures better co-ordination of activities since there is unity of command and the

decisions are quickly communicated directly to the employees'

(s) lt is ideal for small organisations because of its low cost, greater co-ordination and

quick decision-making.

(t) lt brings uniformity among various departments, divisions and branches' This

imprwes the organisational efficiency and productivity'

(u) centralisation helps to eliminate overlapping and duplications of activities and this

results in considerable cost savings'

Disadvantages of Centralisation :

(a) centralisation restricts the scope of delegation and decentralisation which is

harmful to large organisations'

(b) Due to centralisation, the decision-making power rests with few top executives

which puts a heavy burden on the top executives'

(c) Centralisation does not provide lower level managers a scope for self-development

astheyhavetoactasperthedecisionstakenatthetop|eve|.
(d)|ncentra|isation,decisionsareimposedon|owerleve|sasaresultthereisno

motivation on the part of lower level workers to work hard'

(e)Centra|isationdoesnottrainsubordinatesforhigherpositions.

Centralisation is suitable for small organisations, organisations producing single or limited

number of products and those operate in a limited geographical area' However' when

organisations grow in size and diversify, the benefits of centralisation turn into limitations'

making decentralisation mandatory'

Decentralisation means dispersal of decision-making power io the lower levels of the

organisation. lt implies the distribution of managerial authority of planning' directing' co-

ordinating, controlling, etc. among executives at all the levels in the organisation' under

decentralisation, the major decision-making authority is given to the departmental heads'

6.5 ConcePt of D"gglttolitoth

"legate 
to the lowest levels' all

authority except that which can only be exercised at the central points'"

- Louis A. Allen

*Decentralisation of authori$ is a fundamental phase of detegation to the extent

that the authority is not delegated; it is decentralised." - Koontz and o'Donnell
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Decentralisation is not the same as delegation. Delegation means delegating authority and

responsibility from one individual to another while decentralisation is a broader concept,
which means scattering of authority throughout the organisation.

6.6 Advontoges of Decentrolisotion

Managers are benefited by decentralising in many ways:

(a) Decentralisation reduces burden of the top executives: Decentralisation relieves
the top executives from routine and time-consuming operations. Therefore, they
can concentrate on their primary job of policy formulation, long-range planning,

co-ordination and cor'trol and other important matters such as planning for
expansion and diversification.

(b) lt promotes growth, expansion and diversification: ln the case of groMh,
expansion and diversification, the responsibilities of the top management increase.
ln such cases, decentralisation comes to the rescue of the top management. lt is
the means by which they can extend their leadership over a giant enterprise and
yet keep themselves free for the major issues.

(c) lt simplifies the problem of management succession: Decentralisation provides

a better means of developing future managers and executives. Experience trains
them. Thus, decentralisation ensures the supply of managers from within the
organisation, when a large number of managers are required at the time of
expansion of the enterprise.

(d) lt helps in taking prompt and right action: Decentralisation places decision-
making authority, responsibility and accountability as near as possible to places

where the action takes place. lt is possible for those close to workplace to make
reasonably accurate decisions because they are well aware of the realities. This
facilitates quick decision and prompt action in the organisation.

(e) lt facilitates the diversification of product lines: In a multi-product and multi-
geographic organisation, decentralisatron helps in creating a separate division for

each product or market. This helps in effective handling of each product and its
sales territory. The managers of different divisions have sufficient authority to act
with regard to their departmental matters.

(f) lt motivates subordinates for higher goals: The most important human needs

are power, prestige, status and independence. Decentralisation fulfils these human

needs. The satisfaction of these needs leads to initiative, willingness to take
responsibility and high morale among the employees, which in turn helps the

organisation to set high targets for them.

(g) lt leads to effective control: Decentralisation of authority requires centralised
control. By making both the measurement and accountability more clear-cut,
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decentralisation promotes effective control. lf the performance of a particular

department'is poor, then corrective action can be taken. At the same time, those

who perform well can be suitably rewarded.

6.7 Foctors Determining Degree of Decentrolisotion

Whether to delegate or not depends upon the personal choice of individual managers as well

as the philosophy of higher level management. However, some of the other factors besides

the choice of manager and philosophy of management that affect decentralisation are:

(a) Size of Organisation: Decentralisation depends upon the size of the organisation.

The larger the size of an organisation, the more urgent is the need of
decentralisation. The complexities of the large organisation may require routine

and repetitive decisions to be decentralised at the lower level of management

hierarchy.

(b) History of the Organisation: Decentralisation also depends upon the way the

organisation has been built up over the period of time. Those organisations which
grow from within under the direction of the owner-founder tend to be centralised

while organisations that grow through mergers and amalgamations and

widespread expansion tend to be decentralised.

(c) Geographical Expanse: An organisation having branches at the dispersed
geographical locations has no option than to decentralise. For example, the

activities of banking, insurance and transport organisations have to be

decentralised. The State Bank of India has local Boards of Directors for smooth

operation of each branch.

(d) Management Philosophy: Decentralisation is a kind of management philosophy

to regulate organisational processes. In fact, decentralisation is a way of
organisational life. Some progressive managers view it as a tool of harnessing

capabilities of their workforce while some others may view it as a tool of satisfying

their own ego and dominate their workforce.

(e) Availability of Managers: Availability of managers directly affects the degree of
decentralisation. lf competent and experienced managers are readily available in

the organisation, then there are more chances of decentralisation. Decentralisation

in such organisations is also necessary to satisfy inner sense of such managers as

they like to lead ratherthan being led.

(0 Pattern of Planning: Planning is the primary function of management. All other
managerial functions are subsidiary to it. lf the organisation follows participative
planning, then naturally authority in the organisation will be more decentralised.
However, if the planning activities are centralised at the top level, then authority too
will be centralised.
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(g) Control Techniques: Controlling is necessary for ensuring performance as per

pre-determined plans. lf the control systems in the organisation are well developed

and effective, more functions can be decentralised at the lower level. This is
because control system puts check on the activities of lower level managers and

deviations, if any, can be located easily.

(h) Structure of Organisation: In the organisations that practise division of labour

and specialisation and have a number of departments and sub-units for major

activities, decentralisation becomes a natural phenomenon. Authority and

responsibility in such organisations automatically get dispersed to a number of

departmental heads.

(i) Environmental lnftuences: Besides the various factors discussed above, most of

which are internal to the organisation, there are a number of external factors which

either compel an organisation to centralise or decentralise. Some of the factors are

government policy, organisation pattern in the industry, availability of experts and

professionals, etc.

The above factors are interrelated and should be considered in totality rather than individually'

6.8 Centrolisotion vs. Decentrolisotion

Centralisation Decentralisation

(a) Meaning:

Centralisation of authority refers to the

concentration of authority in the hands of
the top management.

Decentralisation refers to the formal

delegation of authority to different levels of

the organisation.

(b) Nature of Decisions:

Generally, important and strategic
decisions are centralised.

Generally, routine and repetitive decisions

are decentralised.

(c) Suitability:

Centralisation is suitable for a small and

traditional form of organisation structure.
Decentralisation is suitable for a large-

sized and modern form of organisation.

(d) Number of Managers:

In the case of centralisation, very few

managers are required.
Decentralisation requires managers at each

levelwhere the decisions are decentralised.

(e) Cost Factor:

Centralisation is economical as it requires

very few managers.

Decentralisation is a costly affair as it

requires a number of managers.
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(f) Control:

In centralisation, there is very strict

supervision and control.

In decentralisation, managers at the lower

level have greater autonomY.

(g) Work Pressure:

ln the casq of centralisation, higher level

managers have a greater work pressure as

they look after a number of activities
includirrg the routine tasks.

Decentralisation relieves the higher

authority from the burden of making

routine and less significant decisions.

(h) Principle of Division of Labour and Specialisation:

ln the case of centralisation, the principle of
division of labour and specialisation is

violated.

Decentralisation is based upon the
principle of division of labour and

specialisation.

(i) Managerial Development:

In centralisation, there is no scope for the

development of new managers.
Decentralisation gives ample scope to the

new managers to develop their managerial

abilities.

6.9 Concept of Delegotion of Authroity

Delegation of authority is the transfer of authority and responsibility to another person

(normally from a manager to a subordinate) to carry out specific activities. The most

important of all the skills a manager must possess is delegation. Once a manager's

activities expand beyond his personal capacities, his success lies in his ability to multiply

irimself through other people, i.e., by delegating his routine and unimportant tasks to his
., r ,:rordinstos. How well one delegates, determines how well he can manage.

6.10 Borriers to Effective Delegotion

The following are the reasons for lack of willingness on the part of managers to delegate

and on the part of subordinates to accept it.

Why managers do not delegate?
(a) "None better than l": Some managers think that if they delegate work to their

subordinates, it will not be done as it ought to be done. lt means that superiors

have no faith in the competence of their subordinates.

"Delegation is the dynamics of management; it is the process a manager follows in

dividing the work assrgtned to him so fhaf he pertorms that part which only he,

bccause of his unique organisationa! placement, can perform effectively, and so

that he can get others to help him with what remains." -Louis A. Allen
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(b) "l will be exposed": Some managers are hesitant to delegate as they are

incompetent and the work methods and procedures designed by them are likely to

be faulty. Such managers centralise all authority for fear of exposure.

(c) "The company can't do without me": A manager may feel that he is an expert in

his field and he is, therefore, indispensable. He does not delegate, thinking that

when he is not on duty, people will feel his absence.

(d) "l am the master": Some managers adopt autocratic methods of leading. They

prefer to run their department single-handedly. They like to dominate the whole

show and do not like to part with their authority.

(e) "Why take the risk?": Some managers are too conservative and prefer to play

safe. They believe that to delegate means to run the risk of wrong decisions by

subordinatesi Very few managers are willing to run such risk'

(f) "What if he proves befter than me?": Sometimes, a manager may not delegate

because of the fear that his subordinates may prove better than him. This may

reduce his importance and may affect his status.

Why subordinates do not accept delegation?

Sometimes, subordinates also refuse to accept delegation. This may be due to the

following reasons:

(a) Love of spoon-feeding: Some subordinates are accustomed to rely on decisions

made by the superiors. Such subordinates do not accept authority even if superior

is willing to delegate it.

(b) Fear of criticism: lf a subordinate fears that even a minor mistake in making a

decision or poor performance on his part can invite unduly harsh reaction from his

superior, then he may not be inclined to accept delegation.

(c) Inadequate information and resources: lf a subordinate feels that he may not

have an access to the requisite information and resources necessary for

discharging his new responsibilities, he may refuse to accept delegation.

(d) Lack of self-confidence: Some subordinates underestimate themselves and lack

confidence in their ability. Lack of self-confidence in self may also be a cause for

unwillingness to accept delegation.

(e) Inadequate incentives: Subordinates expect positive rewards for seeking

additional responsibility. Subordinates may not come forward to accept any

authority or responsibility if there is no personal gain associated with it.

6.11 Principles of Effective De tion

While most managers are reluctant to delegate duties and authority, and most

subordinates are even more so to accept delegation, the fact remains that only delegation
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can enable efficient accomplishment of the organisational objectives. The following are the

guidelines to make delegation effective:

(a) Observance of Principles of Delegation: There are some fundamental principles

which must be observed by superiors for making delegation effective. Some of

these principles are principle of functional definition, principles of unity of

command, principles of scalar chain, principles of absolute responsibility, etc.

(b) Establishment of Definite Goals: The purpose of delegation is the

accomplishment of group objectives. But delegation will be meaningless if the

objectives are not properly defined. Even subordinates may hesitate to accept

delegation if they are not clear about their roles.

(c) Defining a Definite Responsibility: Authority and responsibility of each

subordinate should be specified in clear terms and must be communicated clearly.

This will avoid duplication of delegation and the resulting confusion. lt will also

promote healthy human relations in the organisation.

(d) Establishing Gonducive Environment: Successful delegation requires conducive

organisational environment free from fear and frustration. This will make delegators

as well as delegatees feel confident that delegation will be rewarded and

appreciated and not Penalised.

(e) proper Motivation: To make delegation effective, subordinates should be given

positive incentives and rewards for accepting responsibilities. lncentives may be

monetary (increased wages, bonus) or non-monetary (higher status, greater

decision-making authoritY).

(0 proper Training: lt is necessary to impart proper training to subordinates in

handling delegated jobs. Training does not mean only technical training. Equal

importance should also be given to developing their morale, initiative, self-

confidence and qualities of leadership to handle new task.

(g) Effective Control System: Even after delegating a work, the manager continues

to be ultimately responsible to his own superior for the achievement of the work. lt

is, therefore, necessary to establish a suitable control system to monitor the

progress of the delegated work.

rcrg"r;sat'r, ls the irocess of identifying and grouping the work to be performed,

defininq and deleqatino responsibilitv and authoritv and &h!!Sb!!g
iitationsnips for the purpose of enabting the people to work most effectively

together in accomplishing obiectives." - Louis A. AIIen

6.t2 ond Responsibility RelotionshPs
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The above definition of organising by Louis Allen clearly points out three significant
elements of organising:

(a) Defining responsibility;

(b) Delegating authority; and

(c) Establishing relationships between authority and responsibility.

Authority is seen as the legitimate right of a person to exercise influence or the legitimate
right to make decisions, to carry out actions, and to direct others. As part of their structure,
organisations have a formal authority system that depicts the authority relationships

between people and their work. Different types of authority are found in this structure: line,

staff, and functional authority.

(a) Line Authority: Line authority is represented by the chain of command; an

individual positioned above another in the hierarchy has the right to make
decisions, issue directives and orders and expect compliance from lower level

employees.

(b) Staff Authority: Staff authority is advisory authority; it takes the form of counsel,
advice, and recommendation. People with staff authority derive power from their
expert skills and knowledge and the legitimacy established in their relationships
with line managers.

(c) Functional Authority: Functional authority allows managers to direct specific
policies and programmes which affect other departments in the organisation. Such
authority cuts across the hierarchical structure. For example, the human resources
manager frames human resource policy for the entire organisation.

Authority can also be viewed as arising from interpersonal relationships rather than a
formal hierarchy. Authority is sometimes equated with legitimate power. Legitimate authority

occurs when people use power for good and have acquired power by proper and honest
means. When people perceive an attempt at influence as legitimate, they recognise it and

willingly comply. Power acquired through improper means, such as lying, withholding
information, gossip, or manipulation, is seen as illegitimate. When people perceive the
authority of others as illegitimate, they are less likely to willingly comply.

"Authority may be defined as fhe power to make declsions which guide the actions
of another. /f is a relationship between two individuals; one superior, another
subordinate. The superior frames and transmits decisions with the expectation that
they will be accepted by the subordinate. The subordinate executes such
decisions and his conduct is determined by them."

- Simon, a noted thinker on Organisational Processes

Gharacteristics of Authority:
(a) Authority is a legitimate right to command and control subordinates.

(b) Authority is granted to achieve the cherished goals of the enterprise.

115.
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(c) Authority is a right to direct others to get things done.

(d) Authority is commanding force binding individuals together.

(e) Authority is delegated downward.

Middle Level

Fiq. 6.3 Flow of Authoritv

Responsibility is the obligation to accomplish the goals related to the position and the

organisation. Managers, at no matter what level of the organisation, typically have the

same basic responsibilities when it comes to managing the workforce - direct employees
toward objectives, oversee the work effort of employees, deal with immediate problems

and report on the progress of work to their superiors. How effectively goals and

objectives are accomplished depends on how well the company goals are broken down
into jobs and assignments and how well these are identified and communicated
throughout the organisation.

"Responsibility may be defined as fhe obligation of a subordinate to whom a duty
has been assigned to perform." -Koontz O'Donnell

Middle Level

Fiq. 6.4 Flow of Responsibilitv

Workers+\4

Authority

I
V

Workers

il
!

Responsibility
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Gharacteristics of Responsibility:
(a) Responsibility is to assign duty to human beings only.

(b) Responsibility is the result of duty assigned to a human being.

(c) Responsibility is the obligation to complete the assigned task.

(d) Responsibility can never be delegated. 
"

(e) Responsibility always.flows upward from juniors to seniors.

Relationship between Authority and Responsibility:

(a) Parity in authority and responsibility: Authority and responsibility must flow in
the same direction. lf authority is greater than responsibility, then it may result in
autocratic behaviour. On the other hand, if responsibility is more than authority,
then it results in frustration.

(b) Authority and responsibility flow in opposite direction: "Authority and

responsibility always flow in the opposite direction. Authority flows from top

(superiors) to bottom (subordinates) while responsibility flows from bottom
(subordinates) to top (superiors).

6.5 Flow of Authoritv and Responsibilitv

(c) Responsibility cannot be delegated: Delegation is an indispensable function of
the managers in the modern large sized complex organisations. However, it must
be remembered that the manager continues to owe responsibility even after
successful delegation of his authority.

Chopter Summory

Concept of Spon of Confrol

The concept of span of management was first developed by V.A. Graicunas, a French
management consultant in 1953.

Authority

u

{}

fi
!

Responsibility
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There are two types of span of control

(a) Wide SPan of Control

(b) Narrow SPan of Control

Foctors Affecting SPon of Control

Factors Relating to Work

(a) Nature of Work

(b) QualitY of Allocation of Work

(c) Organisational Planning

(d) Communication SYstem

(e) Availability of Staff Assistance

Factors Relating to a Manager

(a) Ability of the Manager

(b) Time Available for Supervision

(c) Degree of Decentralisation

Factors Relating to Subordinates

(a) Ability of Subordinates

(b) Degree of Motivation

6roicunos Theory of Spon of Control

Graicunas suggested that as the number of subordinates 'in an organisation increases

arithmetically, the number of potential relationship between the superiors and subordinates

increases geometrically. He has identified three types of potential relationships

(a) Direct Single relationshiPs'

(b) Direct GrouP relationshiPs.

(c) Cross RelationshiPs.

He has given the following formula to determine the number of relationships

lan \
R = nl 1-+n-1 

|t2 )
Where. R stands for the number of relationships; and

n stands for the number of subordinates'

Concept of Centrolisotion

Centralisation of authority refers to the concentration of decision-making authority with the top

management.

ist"it 
'e""*ation 

of authority at central

points in the organisation."
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Concept of Decentrolisation

Decentralisation means dispersal of decision-making power to the lower levels of the organisation.

"Decentralisation refers fo a system atic effort to delegate to the lowest levels, all

authority except that which can only be exercised at the central points'"

Advantoges of Decentrolisotion
(a) Decentralisation reduces burden of the top executives

(b) lt promotes growth, expansion and diversification

(c) lt simplifies the problem of management succession

(d) lt helps in taking prompt and right action

(e) lt facilitates the diversification of product lines

(f) lt motivates subordinates for higher goals

(g) lt leads to effective control

Foctors Determining Degree of Decentrolisotion
(a) Size of Organisation

(b) History of the Organisation

(c) Geographical Expanse

(d) Management Philosophy

(e) Availability of Managers

(f) Pattern of Planning

(g) ControlTechniques

(h) Structure of Organisation

(i) Environmentallnfluences

Centrolisotion vs. Decentrolisotion
(a) Meaning

(b) Nature of Decisions

(c) Suitability

(d) Number of Managers

(e) Cost Factor

(0 Control

(g) Work Pressure

(h) Principle of Division of Labour and Specialisation

(i) ManagerialDevelopment

Concept of Delegation of Authroity

Delegation of authority is the transfer of authority and.responsibility to another person (normally

from a manager to a subordinate) to carry out specific activities.

119.
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"Delegation is the dynamics of management; it is the process a manager follows in

dividing the work assrgrned to him so that he peiorms that part which only he, because

of his unique organisational placement, can perform effectively, and so that he can get

others to help him with what remains."

Borriers to Effective Delegotion

Why managers do not delegate?

(a) "None better than l"

(b) "lwill be exposed"

(c) "The company can't do without me"

(d) "l am the master"

(e) 'Why take the risk?"

(f) "What if he proves better than me?"

Why subordinates do not accept delegation?

(a) Love of spoon-feeding

(b) Fear of criticism

(c) Inadequate information and resources

(d) Lack of self-confidence

(e) Inadequate incentives

Principles of Effective Delegotion

(a) Observance of Principles of Delegation

(b) Establishment of Definite Goals

(c) Defining a Definite Responsibility

(d) Establishing Conducive Environment

(e) Proper Motivation

(0 Proper Training

(g) Effective Control System

Authroity ond Responsibility Relationships

"Organisation is the process of identifying and grouping the work to be performed,

defininq and deleqatinq responsibilitv and authoritv and establishinq relationships for

the purpose of enabling the people to work most effectively together in accomplishing

objectives."

The above definition of organising by Louis Allen clearly points out three significant elements

organising

(a) Defining responsibility;

(b) Delegating authority; and

(c) Establishing relationships between authority and responsibility.

of
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Relationship between Authority and Responsibility

(a) Parity in authority and responsibility

(b) Authority and responsibility flow in opposite direction

(c) Responsibility cannot be delegated

121.

Questions Bonk

Q.1 Ghoose the correct alternative of the following: (1 mark each)

(1) _____-----_ flows from top to bottom in an organisation.

. (a) Authority (b) Responsibility (c) Grievance.

(2) _______---- increases the importance of lower level managers.

(a) Centralisation (b) Decentralisation (c) Delegation.

(3) The concept of Span of Management was developed by -----------.
(a) Henry Fayol (b)V.A. Graicunas (c) Mary Parker Follet

(4) _--______--refers to the number of people that a manager can supervise.

(a) Span of control (b) Delegation of authority (c) Departmentation

(5) ___________ means dividing a large organisation into smaller administrative units.

(a) Span of control (b) Delegation of authority (c) Departmentation

(6) Call centers work on rotational shifts. This is an example of Departmentation by

(a) function (b) time (c) customer

(7) ____,,--_**_ leads to division of labour and specialisation.

(a) Span of Control (b) Departmentation (c) Planning

(8) As per experts, span of control at the top level should not be more than

(a) 1;6 (b) 1:B (c) 1:10

(9) ___________ refers to officially assigning some work to subordinates.

(a) Span of control (b) Delegation of authority (c) Departmentation

(10)_-*________ departmentation refers to use of two or more departmentation forms.

(a) Hybrid (b) Mixed (c) Combined

Ans.:

(1)Authority (2) Decentralisation (3) V. A. Graicunas (4) Span of control

(5) Departmentation (6)time (7) Departmentation (B) 1:6

(9) Delegation of Authority (10) Hybrid
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Q.2 Practical Application/Case Study: (15 Marks)

Read the following case carefully and answer the questions given:

A firm having roaring business of cotton garments is planning to decentralize its operations at

various places. In this regard six manufacturing plants of more or less similar nature have been

installed in different places within the country. But the Board of Directors of the company is

indecisive on the matters that how much authority should be delegated to the plant managers

heading the plants. More specifically, the Board of Directors seeks your advice on the question

whether the power to appoint supervisory and middle level managerial staff should be at the

plant level op with the head office.

Questions:

(1) Suggest a suitable organisationalset up for the company.

(2) List any five functional areas to be reserved with the head office.

(3) What matters should be delegated to the plant managers?

(4) Give your suggestions for maintaining co-ordination between the head office and the

plants located at different places.

Q.3 Descripted Questions/Short Essay Type Questions: (7-8 marks each)

(1) Explain the concept of span of control.

(2) Explain the various types of relationships put forth by Graicunas.

(3) Discuss the interrelationship between authority and responsibility.

(a) Why do subordinates refrain from accepting delegation?

Q.4 Long Essay Type Questions: (15 marks each)

(1) Define Span of Control. What factors determine a span of control in organisation?

(2) Discuss the contribution of V.A. Graicunas to the theory of span of control.

(3) Distinguish between Centralisation and Decentralisation in an organisation.

(4) Define delegation of authority. What are the principles of effective delegation?

(5) What are the barriers to effective delegation? How to break these barriers?

Q.5 Short Notes: (5 marks each)

(1) Graicunas Formula

(2) Authority-Responsibility Relationship





7 .t Concept of Directing
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-Directing is influencing people's behaviour through motivation, communication' group

dynamics, leadership and discipline. The purpose of directing is to channel the behaviour

of personnel to accomplish the organisation's mission and objectives while simultaneously

helping them to accomplish their own career objectives and prospects.

The function of directing has been given different names by different management

thinkers. For example. Higgins calls it leading and some others label it as influencing,

coaching, motivating, interpersonal relations and human relations'

Directing function gives a manager an active rather than a passive role in the employees'

performance, conduct and accomplishments. Helping employees in the organisation with

career planning and professional development is an integral part of the directing function'

Direction is the process of instructing, guiding' counselling, motivating and leading the

human resources to achieve organisational objectives'

"Directing is the interpersonal aspect of managing by which the subordinates are

led to understand and contribute effectively and efficiently to the attainment of the

organisationalobiectives." 'Koontz and O'Donnell

"Direction consists of the process and technique of lssulng instructions and making

certain that the operations are carried ouf as planned'" -Theo Haimann

Direction is one of the most complex functions of the management as it deals with people

whose nature itself is quite complex and unpredictable' However, there are certain

fundarnental principles of direction which help in making the process of direction effective'

These principles can broadly be categorised under two broad heads:

Principles Relating to the Purpose of Direction:

The basic purpose of direction is to get the organisational objectives fulfilled through the

integrated efforts of subordinates in such a manner that their individual objectives are

fulfilled automaticallY.

(a) principle of Maximum Individual Contribution: Organisational objectives are

achieved at the maximum level within the minimum time if every individual in the

organisation endeavours to make the maximum contribution towards them' Thus, a

management should adopt'such direction techniques which can ensure maximum

contribution from all concerned in the oiganisation'

(b) principle of Harmony of Objectives: Individuals join organisation to satisfy their

physiological and psychological needs while working in the organisation' At the same

7 .2 Principles of Direction



Directing ond Leodership r25.

time, an organisation has its own objectives, ,:e., to maximise sales and profit. An

organisation should try, through appropriate direction technique, to reconcile

organisational and individual objectives.

Principles Relating to Direction Process:

Direction process is related to those factors which make a particular direction technique

effective and efficient. "

(a) Principle of Unity of Command: According to this principle, a person in the

organisation should receive orders and instructions only from one superior and

he should be responsible to that superior only. lf a subordinate gets orders from

more than one superior, it creates conflict, confusion, disorder and instability in

the organisation.

(b) Principle of Appropriateness of Direction Technique: There are three techniques

of direction, viz., authoritarian, democratic and laissez-faire. Each technique has its

own strengths and weaknesses. Thus, a technique of direction, suitable for one

situation, may not be appropriate for the other. Therefore, a manager must select an

appropriate technique of direction considering the situation under consideration.

(c) Principle of Managerial Gommunication: The success of direction function pre-

supposes a two-way communication system in the organisation. A superior,

through downward communication, passes on instruction and orders to the

subordinates and receives their problems, suggestions and feedback through

upward communication.

(d) Principle of Gomprehension: The basic objective of direction function is to

convey to the subordinates what they have to do, how to do it and when to do it.
Thus, it is necessary for subordinates to understand what is conveyed to them in

the right perspective so as to reduce queries, doubts and mistakes at the later

stage of implementation.

(e) Principle of Use of Informal Organisation: Formal organisation structure lays

down the official authority-responsibility chain in the organisation. The flow of

information through this channel is very slow and time-consuming. Thus, a manager

must make use of informal organisation for a quick dissemination of the important

information, especially among workers.

(0 Principle of Leadership: Leadership is the process of influencing individuals for

the achievement of organisational goals. The subordinates can be influenced

through the exercise of authority and leadership. However, the former causes

serious dissatisfaction among workers. Thus, a manager must use leadership traits

to influence them.
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(g) Principle of Follow-through: Direction is a continuous managerial process' Mere

giving an order is not sufficient. A manager must find out whether the subordinates are

working as per the orders and instructions issued to them, what difficulties do they face

while implementing the orders and in the light of these, if need be, the order can be

modified or rePlaced.

Directing function of management is concerned with the total rnanner in which a manager

influences the action of his subordinates. The process of directing function involves the

following four elements:

(a) Supervision: Supervision is an important part of direction function of management'

It refers to the guidance and control of subordinates in the performance of their

tasks. lt is the function that is performed by the supervisors. Effective supervision

assures that the work is being done in accordance with the plans and instructions'

It helps subordinates in solving their work-related problems'

(b) Motivation: Motivation is an act of stimulating individuals to get a desired course

of action. lt energises them to work hard for the achievement of organisational

goals. Higher motivation leads to job satisfaction among employees and makes

them committed to the organisation. A successful manager can motivate

employees properly to work harmoniously for the attainment of organisational goal'

,,Motivation is a general term applied to various c/asses of drives, deslres,

needs, wishes and similar forces that induce an individual or a group to

work." -Koontz and O'Donnell

(c) Leadership: Leadership is the process of influencing the behaviour of subordinates

to work willingly for the achievement of organisational goals' Managers, at all

levels. act as leaders. The success of an organisation depends to a great extent on

the quality of leadership. A successful leader can influence people to act willingly

with confidence and zeal for mutual benefits.

(d) Gommunication: Communication is an act of conveying information from one

person to another. A manager tells his subordinates what to do, how to do and when

to do. He issues orders and instructions to his subordinates regarding the work being

7.3 Process of Directing

,,superuision denofes guiding and directing efforts of employees and other

resources to accomptish stated work outputs."

"Leadership is an abitity of the manager to induce subordinates to work
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performed by them. Communication improves superior-subordinates relationship by

providing opportunities to employees to express their opinions and views.

,,communication is an exchange of facts, ideas, opinions or emotions by

two or more persons." -Newman and Summer

Management is a process of directing the efforts of individuals in order to get specific

results. In order that the manager can direct, co-ordinate and motivate employees, it is

necessary for him to display organisational and administrative skills, administrative

tactics, planning and executive talent, personal initiatives and dynamism. These qualities

are referred to as functions of leadership.

"Leadership is an abitity of the manager to induce subordinates to work with

confidence and zeal-" -Koontz and O'Donnell

"Leadership is not making friends and influencing people. It is the lifting of man's

vision to higher srghts, the raising of man's pefformance to higher standards, the

buitding of man's personality beyond his normal limitations." - Peter Drucker

In a way, every manager is a leader while performing the managerial function of directing.

However, in order to be an influential and charismatic personality, the manager must

possess certain desirable traits and qualities. Leadership qualities are likely to produce

tremendous impact on followers' performance through the multiplier effect.

General Qualities:
(a) Physical Fitness: A leader must be physically fit so that he can proceed to his job

with vigour and vitality. Physical fitness is an ordinary and natural requirement of

any person, engaged in any activity whatsoever'

(b) Character: A leader must be a man of character, possessing traits like honesty,

loyalty and devotion to the organisation. The followers could be expected to be

honest, loyal and devoted, only when the leader is enriched with these qualities.

(c) A Sense of Fair Play and Justice: A leader must adopt an objective approach

towards his followers, acting with a sense of impartiality and justice. He must not

indulge in nepotism and favouritism; so as to tarnish his image among the followers.

7.4 Concept of LeodershiP

7.5 Quolities of o Successful Leoder
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Self-confidence: A leader must not be diffident, r.e., lacking in self-confidence. He

is expected to guide and lead his followers along the most enthusiastic lines of
actions. Only a confident leader can develop confidence in his subordinates.

Optimistic Outlook: A leader must be an optimist with the quality of taking

decisions amidst adverse environmental changes. With an optimistic outlook, he

can mould the course of events to the maximum benefit of the organisation.

Technical Qualities:
(a) Expedise in Work Matters: A leader must be an expert in the area of operations in

which his followers are expected to perform. lt is an expert leader, who can guide his

subordinates towards the most efficient and economic lines of performance.

(b) Ability to Gonvince, Educate and Guide: A leader should not only be a theoretical

expert in his work field but he must also be a practical man. He must have an ability to

convince his followers and impart suitable education and guidance to them.

Managerial Qualities:
(a) A Balanced State of Mind: A leader is a decision-maker. Therefore, he must have a

balanced state of mind to arrive at rational decisions, free from bias and emotions. He

must be able to distinguish between good and bad and take sound decisions.

Organising Ability: A leader must have a good organising ability. He should

not only arrange proper physical facilities and required technology but also

allocate work among his followers as per their skills and abilities.

Sense of Responsibility: The leader should seek responsibility. He should shoulder

responsibility for his wrong decisions. He must not only be formally responsible to the

management but must also feel morally responsible for his own actions.

Motivating Skills: A leader must possess motivating skills to induce his followers

towards the attainment of common goals. He must have a thorough knowledge of the

needs of his followers and must also use appropriate motivators, as per need.

Effective Gommunicator: A leader must be an effective communicator. He must

ensure two-way communication system in the organisation so that the leader and the

led, both are free to exchange their views and ideas, freely without interruptions.

Receptiveness: A successful leader should be receptive to the ideas and

suggestions of his followers. A leader should abandon the feeling of superiority

complex in order to take full advantage of the hidden talents of his followers.

Human Relations Expert: A successful leader should be expert in human relations.

He must develop good human relations. Good human relations not only invite co-

operation from the followers but also become a permanent asset to the organisation.

(d)

(e)

(b)

(c)

(d)

(e)

(0

(g)



D ire ctin g o n d Leo d e rsh iP

(h) A Man of Foresight: A leader must have a foresight. He must be able to contemplate

the future conditions so as to design and plan strategies in advance for explolting the

available opportunities and avoiding or overcoming the challenges or threais.

Psychological Qualities:
(a) Empathy: Empathy implies an ability to place oneself in the position of others.

While taking important decisions, a leader must put himself in the position 
'-"

workers and take decisions. Such decisions invite less resistance from them'

(b) Sociability: A leader must have a sociable nature and outlook. He must mix wi''-r

the group and should consider himself as a part of it- He must also have a

sympathetic attitude towards the problems and grievances of his followers' 
,

(c) Knowledge of the Self and Fotlowers: A leader must have knowledge of his own self

so as to capitalise on his strong traits and overcome his weaknesses. He should also

develop a deep understanding of the needs, attitude and behaviour of his followers.

Depending upon the attitude of the leader towards his followers and their work, the

following major styles of leadership can be identified:

(a) Autocratic Leadership: An autocratic leader dominates and dictates his employees

through coercion and commands. He centralises decision-making power to himself

and assumes full responsibility for his decisions. He also makes use of threats and

punishments in order to get work done. Autocratic style of leadership is suitable for

taking quick decisions without any delay. lt is generally practised in small organisations

where subordinates are unorganised, less creative and need continuous guidance.

(b) Democratic Leadership: Democratic style of leadership is also known as

participative and consultative style. A democratic leader decentralises the decision-

making process. He emphasises on consultation and invites ideas and suggestions

from his subordinates. He determines the organisational plans and policies in

consultation with his employees. He makes use of positive motivation and

persuasion in order to get work done from his subordinates-

(c) Larssez-fafte Style: Laissez-far're style of leadership is also known as free style

leadership. In reality, it is a non-leadership style rather than a leadership style. A

laissez-faire leader determines the policies and programmes while the entire process

of execution is left to the subordinates. He gives full autonomy to his employees to

take their own decisions. Such leadership style is suitable only for the organisations

which employ highly qualified personnel and where workforce is restricted.

L29.

7.6 Styles
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(d) Paternalistic Style: Under paternalistic style of leadership, the leader acts as a
'father-like' figure for his followers and takes care of his subordinates, the way a

father does for his family. This type of leadership style is the fundamental

characteristics of the Japanese rnanagement system. lt is mainly found in family

concerns. The paternalistic leader guides his followers with love and care. He uses

fringe benefits and perquisites to keep them working as a happy family.

(e) Bureaucratic Style: Bureaucratic style of leadership is generally found in

government organisations. This system is impersonal and highly rule-bound. The

leaders operate in terms of policy manuals and established procedures. Such style

of leadership leads to red{apism, delay in decision-making and increased

paperwork. This style of leadership can be advantageous in highly regulated lines

of business that do not require much creativity or innovation.

(f) Situational Leadership: Situational leadership style has been developed and

studied by Kenneth Blanchard and Paul Hersey. In the case of situational approach

to leadership, leader changes his leadership style as per the demand of the

circumstances. Such leaders may be autocratic, consultative or participative,

depending upon the circumstances. Situational leadership style is the most widely

practised leadership style in the modern world.

Chopter Summory

Concept of Directing

Directing is influencing people's behaviour through motivation, communication, group dynamics,

leadership and discipline.

"Direction conslsfs of the process and technique of issuing instructions and making

certain that the operations are carried out as planned."

Principles of Direction
Principles Relating to the Purpose of Direction

(a) Principle of Maximum Individual Contribution

(b) Principle of Harmony of Objectives

Principles Relating to Direction Process

(a) Principle of Unity of Command

(b) Principle of Appropriateness of Direction Technique

(c) Principle of Managerial Communication

(d) Principle of Comprehension

(e) Principle of Use of Informal Organisation
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(0 Principle of Leadership

(g) Principle of Follow{hrough

Process of Directing

(a) Supervision

(b) Motivation

(c) Leadership

(d) Communication

Concept of Leodership

"Leadership is an ability of the manager to induce subordinates to work with
confidence and zeal."

Quolities of a Successful Leoder
General Qualities

(a) PhysicalFitness

(b) Character

(c) A Sense of Fair Play and Justice

(d) Self-confidence

(e) Optimistic Outlook

Technical Qualities

(a) Expertise in Work Mafters

(b) Ability to Convince, Educate and Guide

Managerial Qualities

(a) A Balanced State of Mind

(b) Organising Ability

(c) Sense of Responsibility

(d) Motivating Skills

(e) Effective Communicator

(f) Receptiveness

(g) Human Relations Expert

(h) A Man of Foresight

Psychological Qualities

(a) Empathy

(b) Sociability

(c) Knowledge of the Self and Followers
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LeodershiP StYles

(a) Autocratic LeadershiP

(b) DemocraticLeadershiP

(c) Laissez-fare StYle

(d) Paternalistic StYle

(e) Bureaucratic StYle

(0 SituationalLeadershiP

Q.l Choose the correct alternative of the following: (1 mark each)

(1) ----------- is the interpersonal aspeet of management'

(a) Staffing (b)Organising (c) Directing

(c) leading
(2) Directing function does not include

(a) co-ordinating (b) motivating

(3) ----------- is the process of influencing individuals to achieve organisational goals'

(a) Directing (b) Leading (c) Motivating

(4) ----------- wrote "the Human Side of Enterprise"'

(a)Abraham Maslow (b) Douglas McGregor (c) PaulAlderfer

(5) ----------- propounded "Two Factor theory of Motivation"'

(a) Fredrick Herzberg (b) Douglas McGregor (c) PaulAlderfer.

(6) ----------- style of leadership is common in government organisations'

(a) Autocratic (b) Bureaucratic (c) Paternalistic

(7) The world communication has originated from the word

(a) common (b) communis (c)communist

(8) Interpretation of message means

(a) coding (b) encoding (c) decoding

(9) Communication by gestures is ----------- communication'

(a) silent (b)verbal (c) sign

(c) Informal

(10) communication uses grapevine

(a) Formal (b)Verbal

A l-

Questions tsonK

(7)communis(5) Fredrick Herzberg

(10) lnformal
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Q.2 Practical Application/Gase Study: (15 Marks)

(1) Read the following case carefully and answer the questions givenl

ln the era of downsizing and massive corporate lay-offs, human resource management has

become increasingly complex. Managers must make lay-off decisions carefully and fairly,

communicate accurate information about upcoming lay-offs to the employees, and treat

employees being laid off with dignity and respect. Manager must also maintain the trust and

motivation of those remaining employees who may feel guilty, resentful, angry or fearful that

they will be next to lose their jobs. Negative reactions among employees are much more likely.

When managers fail to communicate accurate and complete information about the lay-off, they

fail to manage the lay-off in a fair manner. According to many managers, outplacement services

appear to be an important tool for effectively managing the process. Outplacement services not

only help former employees find new employment but also help them maintain loyalty and trust
of remaining employees. Outplacement services can range from career counselling, help with

resume writing, providing list of job opening in other companies, social support and clinical

counselling to providing former employees with additional training to update or expand their

knowledge and skills.

Questions:

(1) ls downsizing justifiable ethically? lf yes, why and if no, why?

(2) How can the outplacement services help the laid off employees in making a fresh start?

(3) How might failure to find new jobs affect employees' motivation?

(4) As a manager, how would you deal with a problem of lay-off?

(2) Read the following case carefully and answer the questions given:

Super Engineering Company is a multi-locational light engineering company. it has

manufacturing facilities at Hyderabad, Pondicherry and Indore. The company adopted

budgetary system with main emphasis on production and expense budgets. While two units

located at Hyderabad and Pondicherry were working properly and were able to meet their
budget targets, lndore unit was not able to do so.

The company decided to transfer Mr. Devne to Indore plant. He joined the company eight years

back as engineer trainee and became assistant plant manager at Hyderabad unit, the biggest

of the three units. Devne was very ambitious and strongly believed in exercising authority and

control to carry out his instructions.

lmmedialely after joining at Indore unit, he made preliminary study of the plant and issued

immediat$nstructions to all departments to cut down their expenses by 5%. A fortnight later,

he instructed all departments to increase production by 10%. He also instructed all supervisors

to adhere to budgets. He introduced several control techniques to monitor the production

133.
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operations. He suspended two supervisors for not meeting the budget targets' Subsequently'

two suPervisors left the Plant'

With all these efforts, he could manage to bring the plant on track within six months' On setting

the plant right, he was called back to Hyderabad unit' However, shortly after he left for

Hyderabad, the productivity at Indore unit fell much below the earlier level and budget was

once again in trouble.

Questions:
(1) ldentify and discuss the leadership style adopted by Mr. Devne at the Indore plant'

(2)Ana|ysethetypeoforganisationa|c|imatecreatedbyMr.DevneattheIndoreunit.

(3)WhywasthereadropinproductivityafterMr'Devneleftthep|ant?

(4) What measures would you suggest for improving the functioning of Indore plant?

(3) Read the following case carefully and answer the questions given:

Mr. Fedgaonkar had recently joined as the Managing Director of a toy manufacturing company

which at present is incurring heavy losses. Mr. Pedgaonkar has been entrusted with the

formidable task of rejuvenating the company. He faces many challenges to achieve this task'

such as controlling costs and expenses, increasing the productivity and boosting the morale of

the employees so that they unhesitatingly co-operate to achieve the set standards of output'

Mr. Pedgaonkar, in his previous company - also a toy manufacturing company, as the Deputy

Managing Director had proved to be a proficient manager and a talented leader' He was

commended for his maximum concern for both people and production and also for bringing

about an integration and harmony between the needs of employees and of production'

In the new company also, Mr. Pedgaonkar continued his policies of participative management

and his high concern for production and people. With a view to reviving the company back to

health, he effected some major changes. First of all, he had decentralised the organisation so

that the subordinates could exercise their discretion and initiative in decision-making and their

imagination and creativity in performing their other managerial functions' Furthermore' he

empowered the junior managers to sanction expenditure upto an approved limit without seeking

prior approval of the higher management. communication system was also improved to

facilitate free flow of upward and downward communication'

Mr. Pedgaonkar also adopted several measures to cut costs and wasteful expenditure' He

banned donations to charitable institutions but increased the amount being spent on the welfare

activities of the emPloYees'

Questions:

(1)ldentifythebasicprincip|esofmanagementapp|iedbyMr,Pedgaonkarinthe
company. Discuss them'

(2)WhichtheoryofMcGregor,Mr'Pedgaonkarhasfollowed?Discuss'



D irectin g a n d Lea de rsh iP r.35.

(3) Will participative style of leadership and human relations approach to management

sustain long?

(4) What measures would you suggest to control the activities of employees?

Q.3 Descripted Questions/short Essay Type Questions: (7-8 marks each)

(1) Explain the democratic style of leadership.

(2) Discuss the technical and psychological qualities of a leader.

(3) Discuss the principles of direction related to its purpose.

Q.4 Long Essay Type Questions: (15 marks each)

(1) Define directing. What are the principles of directing?

(2) Define leadership. What are the qualities of an ideal leader?

(3) Discuss the various leadership styles with their pros and cons. Suggest an ideal

leadership style with appropriate justification.

Q.5 Short Notes: (5 marks each)

(1) Process of directing.

(2) lmportance of motivation.
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8.1 Concept of Co-ordinotion

At one time, co-ordination was just considered to be one of the functions of management.

But on a close exarnination, it was found that co-ordination is the essence of the process of

management. James Mooney has described co-ordination as the first principle of

organisation, which manifests all other principles of organisation into it.

"Co-ordination rs a process whereby an executive develops an orderly pattern of
group efforts among his subordinates and secures unity of action in the pursuit of a

common purpose." - McFarland

The definition suggests that:

(a) Co-ordination does not occur automatically, a manager has to achieve it.

(b) Co-ordination as a concept applies to a group and not to an individual.

(c) Unity of efforts means individual efforts must be blended into a harmonious stream

of actions.

(d) Finally, the objective of co-ordination is a common purpose.

8.2 Importonce of Co-ordinotion

Co-ordination is the essence of management. The following points highlight the importance

of co-ordination in the management process:

(a) Co-ordination encourages team spirit: A group of people may be allowed to

work with reasonable autonomy but their efforts need to be co-ordinated so that

they can perform as a team. For example, in a football team, every player is
allowed to show his/her skill but the captain co-ordinates the game.

It brings about motivation: Co-ordination does not mean controlling the activities

of the subordinates. Every subordinate is given adequate autonomy to show his

skill and take decisions within the limits set up by the higher authority. This

motivates employees to work with initiative.

It ensures proper utilisation of resources: Co-ordination leads to optimum

utilisation of available resources by allocating resources only for those purposes for
which they are meant. Further, resources are put to the right use at the right time

and in the right quantity.

It helps quick realisation of goals: Co-ordination enables the management to keep

a watch on the performance of its employees and various departments. By

introducing vigilance on all fronts of business, co-ordination helps to realise the

organisational goals much earlier than the scheduled time.

(b)

(c)

(d)
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(e) lt is a creative force: Through proper co-ordination, management combines

individual efforts which create synergetic result which is greater than the sum total

of the individual efforts. Thus, co-ordination is a creative process of blending

individual efforts into group effort.

(0 lt leads to unity of direction: Co-ordination enables managers to view an

organisation as a whole from different segments. In spite of existence of disruptive

forces, co-ordination welds different individuals and departments into a single

entity. This leads to unity of direction.

(g) lt promotes high morale among employees: orderly nature of operations,

established through a team spirit and executive leadership, lead to higher level of

morale among the workers. The direct outcome of this is higher productivity,

revenue and ProfitabilitY.

The basic objective of all managerial functions is to get things done by co-ordinated efforts'

Thus, every management function should lead to co-ordination'

Fiq' 8.1 Co'ordination - Essence of Manaqement

(a) Go-ordination and Planning: lt is possible to bring about co-ordination at the

planning stage by integrating plans through mutual discussions and exchange of

ideas. For example, while planning sales promotion campaign, the marketing

manager should discuss his plan with the finance manager and production manager'

8"3 Co-ordinotion - Essence of Monogement
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(b) Co-ordination and Organising: Co-ordination is the first and foremost factor which

a manager has to consider while grouping and assigning activities to subordinates

and creating departments. Organising decisions like grouping of activities, span of

control, degree of centralisation, etc. are concerned with co-ordination'

(c) Co-ordination and Communication: An efficient communication network helps in

achieving greater degree of qo-ordination. Smooth flow of two-way communication

helps in developing cordial relations between the labour and the management and

thus, co-ordinates their activities towards the attainment of the organisation goals.

(d) Co-ordination and Leading: The main function of a leader is to co-ordinate the

activities of workers in the organisation towards the achievement of organisational

goals. The capabilities of a leader can be best judged on the basis of his capability

to co-ordinate the activities of his followers along the right course.

(e) Co-ordination and Directing: While practising direction function, the manager is

simultaneously co-ordinating the actions of his/her subordinates. The very action of

giving orders and instructions to the subordinates and leading them, results in

co-ordination of their activities.

(f) Co-ordination and Staffing: When a number of employees are working on a task,

the only method of integrating and synchronising their efforts is through co-ordination.

Placement, transfer, training, promotion, etc. are some of the areas where co-

ordination plays an important role.

(g) Co-ordination and Controlling: Overall control techniques such as budgetary

control, financial control or management audit are the evaluative controls that take

an overall view of the organisation. lf plans are well co-ordinated, then controls are

bound to be well co-ordinated.

8.4 Concept of Controlling

Controlling means examining the past and present activities so as to locate weaknesses,

which can be eliminated in the future and also to make the achievement of objectives certain.

To control means to monitor, regulate and check to make people conform to the expected

norms, to measure progress and to ensure that what has been planned is achieved.

"The management function of controtling is the measurement and correlation of the

pertormance of activities of the subordinates in order to make sure that the

enterprise objectives and ptans devised to attain them are being accomplished."

-Koontz and O'Donnell
"Controlling can be defined as fhe process of determining what is fo be

accomplished, i.e., the standard; what is being accomplished,'i'e-, the peiormance;

evaluating the performance; and if necessary, applying conective measures so that

the performance takes place according to the plans, i.e., in conformity with the

standards." -George Terry



8.5 Noture of Controlling

Principles of Manogement 

-
The features of control process are as follows:

(h) controlling is a central tendency point: The unique feature of controlling is that

it is a central tendency point, where all other managerial functions come together.

This is because the corrective action, based on an analysis of causes of

deviations,maynecessitatechangeinanymanagerialarea'

(i) Planning is the base: Planning is the base of controlling, as it provides the

foundation for controlling activity. Planning lays down the standards to be achieved

while controlling ensures their achievement. Therefore, planning and controlling

have been referred to as the siamese twin'

(j) Action is the essence: controlling deals with not only locating the causes of

deviations but also taking corrective action. Action is the essence of a good control

system. control process is not completed unless timely and appropriate corrective

action is taken to rectify the deviation'

(k) Delegation is the key: Delegation is the key of a sound controlling system' This is

because corrective action can be taken only by managers who are responsible for

the performance and have adequate authority to take an action' Therefore,

delegation is the essence of controlling'

(l) Information is the guide: The concept of management information and

management control are closely related with one another. Every manager in the

organisation should have adequate knowledge of standards, level of performance

expected from him and the nature of control system'

(m) lt is a pervasive function: Controlling is a pervasive function' lt is closely

associated with the planning activity. Planning sets standards and controlling

. ensures their achievement. Planning activity is undertaken at all levels of

management and so also is controlling'

(n) lt is the post-mortem of past events: Controlling leads to the evaluation of past

performance. lt undertakes the post-mbrtem of past events in order to locate

deviations and suggest corrective measures. Thus, it is a feedback mechanism'

which helps in analysing the cause of poor performance'

(o) lt is fonarard looking: Controlling is a forward looking activity. lt is related to the

future, as past cannot be controlled. Controlling activity undertaken in the present

provides inputs for the planning activities in the future. Causes of deviations

|ocatedinthepresentcanbeavoidedinthefuturep|anning.

(p) lt is a continuous activity: controlling is a continuous and never-ending process'

It involves not only constant analysis of the validity of established standards,
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policies, procedures, etc., but also taking corrective action. lt provides a regular
feedback on the performance level.

(q) lt is a dynamic process: Controlling is a dynamic process. There is no best way
of controlling. There are various methods of controlling which are employed by the
managers depending upon the nature of organisation and the activity to be
evaluated. Thus, controlling is a dynamic process.

8.6 Process of Control

A standard control process involves the following steps:
(a) Establishing Standards: The process of controlling commences with the

determination of standards of performance. Standards are the criteria against
which results of the organisation can be evaluated. Standards are broadly
classified as iangible standards and intangible standards.
. Tangible Standards: Tangible standards are quantitative standards which can

be expressed in numerical terms. For example,

- Physical standards, tziz., units of production and sales.

- Monetary standards, viz., cosl of production, sales revenue, and profit.

- Time standards, viz., man-hours or machine hours.

- Capital standards, viz., rate of return or current ratio.

. lntangible Standards: Intangible standards are qualitative in nature and
cannot be expressed in quantitative terms. For example,

- Morale of the employees.

- Competence of the managers.

- Reputation of the enterprise.

- Good public relations.

It is easy to define and measure quantitative standards. Therefore, standards must
be set in quantitative terms only.

(b) Measuring Actual Performance: The activity of measuring actual performance
includes:

. Locating control points, r.e., how frequently and at what stage performance
should be measured.

. Collecting data, r.e., collecting data from all possible sources, internal as well
as external to measure performance.

r Processing and representing performance by a suitablo method in the form of
tables, charts, graphs, etc.
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The unit of measuring actual performance should be consistent with the pre-

determined standards.

(c) comparing Actual Performance with standards and ldentifying Deviation:

While comparing actual performance with the standards for locating deviations, the

management must determine the permissible range of deviation, l.e', the standard

deviation. The deviations falling within the permissible range should be ignored'

Again, some deviations may be positive in nature and needs to be encouraged and

rewarded. For example, a reduction in cost below the standard or an increase in

sales over the targeted standard. Apart from the standard deviation and positive

deviation, all other deviations should be carefully and systematically recorded'

(d) Analysing the cause of Deviation: The causes of deviation of actual

performance from the standards, may be one or more of the fo||owing:

o External environmental forces such as changes in the price level,

governmental policies, competition, etc'

. lnternal factors such as inadequacy of production facilities, finance' outdated

technology, poor human relations, etc'

o lmperfection in planning such as vague objectives, poor forecasting,

inaPProPriate action, etc.

. Organisational defects such as imbalance in authority and responsibility, lack of

accountability, complex organisational set-up, etc'

r Staffing defects such as faulty recruitment and selection policies, inappropriate

placement, inadequate training programme, etc'

. Faulty directing techniques, viz., lack of free flow of communication, lack of

proper motivation, ineffective leadership, inadequate supervision, etc'

The right cause of deviations should be located and an appropriate corrective

action should be taken.

(e) Undertaking suitable Remedial Action: controlling process would not be

complete unless an appropriate corrective action is taken to bring the performance

back to the planned track. Management cannot change the external environment

and therefoie, it has to make its internal environment more adaptable to the

changes in the external environment. The remedial measures taken by the

management may invo|ve one or more of the fo|lowing actions:

. Making internal environment more adaptable to the external environment-

. Redefiningobjectives'

. Modification or improvement in the planning'

r Restructuring the organisational set-up.

. Overcoming staff defects.

o Adopting better directing techniques'
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A good control system should possess certain ideal characteristics. These characteristics

have been divided into three categories:

Requirements as to the Designing of Control System:

(a) Suitability: A good control system should be so designed that it should fit into the

goals and objectives of the organisation and must be designed to suit the specific

activities of an organisation.

(b) Objectivity: A control process must be designed objectively, i.e,, it should be

based on the scientific methods and analysis and should be free from bias,

opinions and values of the planners.

(c) Measurable: As far as possible, the standards should be expressed in quantitative

(numerical) terms. This imparts them objectivity and facilitates easy communication

and implementation.

(d) Economical: A control system should be based upon cost-benefit analysis, i'e',

the implementation of control system should facilitate more benefits than the cost

incurred on its execution.

(e) Connectivity: A good control system should be directly related to the fundamental

objectives, policies and strategies of the enterprise so as to make a substantial

contribution to the organisational goals.

(0 Simplicity: A control system should be easy to design, communicate, implement

and achieve. A complex control system will increase confusion and defeat the very

purpose of controlling.

(g) Comprehensive: A control system should be comprehensive enough to cover all

important functional areas in the organisation. lt should avoid over-concentration of

some aspects while absolute exclusion of some others.

Requirements as to the lmplementation of Control System:

(a) Understandable: A good control system should be capable of being understood

and should be actually communicated to the personnel who are responsible for

its imolementation.

(b) prompt: A good control system should be prompt and quick, i.e., it should report

deviations quickly so that timely remedial measures can be taken to rectify such

deviations.

(c) Responsibility Specific: lt should not only locate deviations but also pinpoint the

person/department, who is responsible for it. This would make the people and

departments in the organisation to act in a responsible way.



L44. Principles of Monogement #

(d) suggestive: lt should not only locate deviations but also suggest remedial

measures. This would help in taking corrective action in the form of providing

training, effective supervision, redefining standards, etc'
o

(e) Strategic Control Points: lt should focus its attention on the strategic control

points where the chances of occurrence of deviation are more. Controlling each

and every activity is impossible as well as uneconomical'

Desirable Requirements:

(a) Flexibility: A good control system should be flexible enough to retain its validity

desPite changed circumstances.

(b) Forward-tooking: lt should anticipate deviations and take corrective action in

advance.

(c) Participative: lt should seek employees' participation and develop a supportive

attitude among workers'

The following points will spotlight the importance of controlling:

(a) Controlling infuses confidence in the enterprise: Controlling helps to locate

deviations and suggests remedial measures in order to bring performance on the

track. This infuses confidence among the people in the organisation by acting as

an insurance device for the achievement of the organisational objectives.

(b) tt helps to improve managerial decision-making: Controlling helps managers to

take better decisions by providing them with necessary information through

controlling feedback mechanism. Controlling activity undertaken in the present

provides inputs for planning activities in the future'

(c) lt increases overatt efficiency: A good control system locates deviations as

soon as they occur. This raises the overall organisational efficiency in terms of

production, productivity and profitability. This helps the organisation in quick

achievement of its goals.

(d) lt keeps a moral check on employees: Control system puts a moral check on the

activities of the subordinates by defining the standards. Standards laid down by the

controlling system make everyone in the organisation well aware of the expected

level of performance.

(e) lt facilitates evatuation of performance: Control system provides yardstick for

evaluating the performance of individuals in the organisation. This helps individuals

to analyse their strengths and weaknesses and provides management with the

bases for their promotion and transfer.

8.8 Purpose or of Controll
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It improves the future performance: Controlling is a forward-looking activity. lt is
related to future, as past cannot be controlled. Controlling activity undertaken in the

present provides inputs for the planning activities in future. Similarly, mistakes

committed in the present can be avoided in the future.

It serves as a guide to effective supervision: Controlling lays down the critical

points where deviations may occur. These critical points may help supervisors to

focus their attention on the critical points rather than wasting their time and efforts

on insignificant activities.

It facilitates co-ordination: Various departments in the organisation are interrelated.

A common control system for all departments in the organisation may bring about

co-ordination in their activities. Thus, any deviation in the functioning or operation

is collectively resolved by allthe departments.

8.9 Control Technigues

There are a number of control techniques employed by the organisations in order to control

deviations. These techniques can be broadly classified into two major categories:

Operational Gontrol Techniques:
Operation controls are used for the operating system. ln operating system, there are three

types of controls:
(a) Financial Gontrol: Financial controls are exercised over business operations

whose outcome can be measured in quantitative terms. The major financial control

techniques are:

. Budgetary Control: Budgetary control is the most common method of

controlling. lt involves setting of targets for production, sales and other

activities of business, comparing actual performance with the budgeted targets

or standards and taking corrective actions, in case of deviations.

. Control through Gosting: Control through costing involves the control over

costs in relation to the pre-determined costs known as standard costs.

Standard costs are set in respect of total costs, which include cost of material,

labour and other production overheads.

. Break-even Analysis: Break-even analysis is basically concerned with the

cost-volume-profit relationships. lt indicates the various levels of sales with

varying degree of cost and output. lts main objective is to determine the break-

even point, no-profilno-loss point.

. Responsibility Accounting: Under this technique, each unit or department is

considered as a responsibility centre. The head of the unit is responsible for

1_45.
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the achievement of standards set for the centre and overall controlling of its
activities and performance.

. Internal Audit: Internal audit is an effective tool of managerial control. lt is
either carried out by the managers themselves or by an expert known as

auditor. The auditor appraises the policies, procedures, methods, programmes,

quality of management, etc.

(b) Operating Controt: Operating controls are closely linked with the operating
process in order to ensure quality production at the minimum cost. The major

techniques of operating control are Total Quality Management (TOM), Statistical

Quality Control (SOC), Quality Circles (QC), etc.

(c) Inventory Control: Inventory control is the technique of controlling inventory, v2.,

raw materials, work-in-progress and finished goods. There are basically two

methods of inventory control, viz., ABC analysis and Economic Order Quantity
(EOO) method.

Overall Control Techniques:
Operational controls apply only to a part of the organisation while overall control

techniques measure the total organisational performance. There are a variety of control

techniques for the evaluation of overall performance of the organisation:

(a) Financial Ratio Analysis: Financial ratio analysis identifies relationship between

two financial variables in order to obtain a better understanding of a firm's position

and performance. There are four categories of ratios, v2., liquidity ratios, activity

ratios, leverage ratios and profitability ratios.

(b) Management Audit: Management audit is relatively a new concept. lt is the

evaluation of the performance of the management as a whole. lt is an independent

and critical examination of the entire management process, viz., planning,

organising, staffing, directing, and controlling.

(c) Social Audit: Social audit is the evaluation of social performance of an

organisation as distinguished from its economic performance. The concept of

social audit was developed by Bowen in the USA. Business, being a part of

society, must make contribution to the welfare of human society.

(d) Human Resource Accounting: ln the present context, many organisations have

taken measures not only for the development of human resource but also for its
valuation. Some of the methods of valuation of human resource are historical cost,

replacement cost and standard cost method

(e) Management Information System (MlS): Information is the lifeblood of an

organisation. MIS is the system of continuously collecting and analysing

information for effective decision-making. Though MIS is not a controltechnique, it

is of great help in planning, controlling and other organisational processes.
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Chopter Summory

Definition of Co-ordinotion

Co-ordination is the essence of the process of management. James Mooney has described
co-ordination as the first principle of organisation, which manifests all other principles of
organisation into it.

"Co-ordination is a process whereby an executive develops an orderly pattern of group
efforts among his subordinates and secures unity of action in the pursuit of a common
purpose."

Importonce of Co-ordinotion
(a) Co-ordination encourages team spirit
(b) lt brings about motivation

(c) lt ensures proper utilisation of resources

(d) lt helps quick realisation of goats

(e) lt is a creative force

(f) lt leads to unity of direction

(g) lt promotes high morale among employees

Co-ordinotion - Essence of Monogement
The basic objective of all managerial functions is to get things done by co-ordinated efforts.
Thus, every management function should lead to co-ordination.

(a) Co-ordination and Planning

(b) Co-ordination and Organising

(c) Co-ordination and Communication

(d) Co-ordination and Leading

(e) Co-ordination and Directing

(0 Co-ordination and Staffing

(g) Co-ordination and Controlling

Definition of Controlling

Noture of Controlling
(a) Controlling is a central tendency point

(b) Planning is the base
(c) Action is the essence

"Controlling can be defined as fhe process of determining what is to be accomplished,
i.e., the standard; what is being accomplished, i.e., the pertormance; evatuating the
pefformance; and if necessary, applying corrective measures so that the performance
takes place according to the plans, i.e., in conformity with the standards.,,
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(d) Delegation is the key

(e) Information is the guide

(f) lt is a pervasive function

(g) lt is the post-mortem of past events

(h) lt is fonivard looking

(i) lt is a continuous activity

0) lt is a dynamic process

Contnol Process

(a) Establishing Standards

. Tangible Standards

. lntangible Standards

(b) Measuring Actual Performance

(c) Comparing Actual Performance with Standards and ldentifying Deviation

(d) Analysing the Cause of Deviation

(e) Undertaking Suitable Remedial Action

Requirements of o 6ood Control Process

Requirements as to the Designing of Control System
(a) Suitability

(b) Objectivity
(c) Measurable

(d) Economical

(e) Connectivity

(f) Simplicity

(g) Comprehensive

Requirements as to the lmplementation of Control System
(a) Understandable

(b) Prompt

(c) Responsibility Specific

(d) Suggestive

(e) Strategic Control Points

Des irable Requirements

(a) Flexibility

(b) Forward-looking

(c) Participative

Purpose or Importonce of Controlling
(a) Controlling infuses confidence in the enterprise
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(b) lt helps to improve managerial decision-making
(c) lt increases overall efficiency
(d) lt keeps a moral check on employees
(e) lt facilitates evaluation of performance

(0 lt improves the future performance

(g) lt serves as a guide to effective supervision
(h) lt facilitates co-ordination

Control Technigues

Operational Control Techniques
(a) Financial Control

. Budgetary Control
r ControlthroughCosting
. Break-even Analysis
. ResponsibilityAccounting
o InternalAudit

!) Operating Control

ic) Inventory Control

Overall Control Techniques
(a) Financiai Ratio Analysis
(b) Management Audit

(c) SocialAudit
(d) Human Resource Accounting

(e) Management Information System (MlS)

r49.

Questions Bonk

Q.1 Ghoose the correct alternative of the following: (1 mark each)
(1) ___________ means examining the past.

(a) Planning (b) ControllinS (c) Co-ordination
(2) 

-___-______ is an operating control.

(a)ABC Analysis (b) EOO (c) TeM
(3) Social Audit was propounded by ___________.

(a) Allen (b) McFartand (c) Bowen
(4) ___________ is the essence of management.

(a) Planning (b) ControilinS (c) Co-ordination
(5) ___________ ratio indicates solvencv of the firm.
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(a) Liquid (b) Activity

(6) ---- is a no profit no loss point'

(a)Audit Point (b) Control Point

(7) EOO is a method of -----------'
(a) pest control (b) quality control

(8) Under responsibility accounting,

(a) manager (b) subordinate

/q\ is not a control technique.

(a) Budget (b) Ratios

(10)----------- and 
"on1;slling 

are Siamese twin'

(a) Planning (b) Organising

Ans.:

(1) Controlling (2) roM (3)Bowen (4) Co-ordination

(5) Liquid (6) Break-even Point (7) inventorY control (8)department

(e) Mls (10) Planning

Q.2 Practical Application/Case Study: (15 Marks)

Read the following case carefully and answer the questions given:

Asian Limited, a multinational company, has branches in the 12 commercial cities of the world'

Under these 12 branches, there are a number of sub-branches located in the major cities of these

countries. The company is more than 100 years old and has diversified itself into a number of

product lines. The major decisions relating to production and marketing are centralised with the

head office located at China. The head office prepares a master plan and sends them to main

branches. The officials at the main branches derive secondary plans on the basis of master plan

and supply them to sub-branches. There is only a one-way flow of communication'

ln the recent past, the company is facing a serious problem of falling sales in many of its

product lines. A majority of its branches experienced the problem of labour-management

conflicts. A management consultant was consulted to probe into the problem' At the end of the

inquiry, the consultant remarked that the company lacks co-ordination and control both

between head office and branches as well as between different branches of the company' He

strongly recommended the synergetic collaboration between the different branches to reduce

cost and improve efficiency. At the same time, the head office needs to decentralise and

exercise effective control over the functioning of the branches'

Questions:

(1) ldentify the various management functions that have been ignored by the head office?

Principles of M onogement

(c) ProfitabilitY

(c) Break-even Point

(c) inventorY control

acts as a resPonsibilitY centre.

(c) dePartment

(c) MIS

(c) Budgeting
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(2) Suggest a system of co-ordination that the company needs to exercise over its

employees.

(3) How can the company reap the benefit through synergetic collaboration between

branches?

(4) Devise a system of control that the company needs to devise in order to achieve

co-ordination.

Q.3 Descripted Questions/Short Essay Type Questions: (7-8 marks each)

(1) "Planning and Controlling are siamese twin" Explain.

(2) What are standards? What are their types?

(3) How can controlling be made effective?

(4) Define budgetary control technique.

(5) Explain the concept of co-ordination.

Q.4 Long Essay Type Questions: (15 marks each)

(1) Define controlling. What are the characteristics of controlling function?

(2) Explain the strategic control process giving the requirements of an effective control system.

(3) Discuss the importance of controlling and also highlight the various control techniques.

(4) What is co-ordination? What is its significance?

(5) "Co-ordination is the essence of management." Discuss.

Q.5 Short Notes: (5 marks each)

(1) Tangible standards

(2) lntangible standards
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9.1 Concept of Green Monogement

Green management adopts principles, policies, and practices that improve the quality of
life for its customers, employees and other stakeholders. lt develops and practices
business strategies that go beyond regulation and demonstrate commitment to a healthy
and sustainable future.

A management that undertakes its activities without any negative impact on the
local or global environment, the community, or the economy is termed as
environment-friendly managemenf. such managernenfs are popularly termed as
green management.

9.2 Features of 6reen Monogement

Various features of Green Management are:

(a) Sustainability: ln the changed global scenario, many companies have strengthened
their commitments to sustainability. Championing sustainability allows businesses
to align deeply with their missions and satisfy customers in a more meaningful
manner. Most companies now consider green practices to be vital to remaining
competitive and they also affirm that these practices contribute to higher profits.

(b) Dynamic: Management is a dynamic concept. At the same time, threats to
environment are also evolving very fast. For example, a decade back no one had
ever thought of nuisance caused by e-waste, but today it has become one of the
major problems for all economies of the world. This dynamism on both sides
makes the concept of green management more relevant and evolving.

(c) Ongoing Process: Being environment-friendly is not one-time process, but it is an
ongoing management process. There are a number of ways in which the management
can show its commitments to environment, such as Go-green Campaigns, using
recycled products or introducing environment-friendly manufacturing processes. The
management can also donate money for the causes that benefit the environment.

(d) Paperless Offices: An important feature of green management is a move towards
paperless offices, which can save our valuable forest resources. Due to the fast
developing technology and its integration at the global level, paperless offices have
become a reality. Most of the managerial functions which hitherto involved use of
paper can be performed more efficiently through the use of technology.

(e) Eco-friendly Offices: A management needs to design its office building and office
layout in such a way that it permits maximum cross-ventilation and natural light.
This will not only reduce energy consumption but also promote efficiency. Placing
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green plants in the office premises will enhance beauty and also provide healthy

environment to work.

(f) Cost Saving: According to the Green Business Bureau, companies that promote a

healthier workplace report a 20 per cent decrease in the number of sick days used

by employees. This benefits companies through increased productivity and less

money paid out in medical benefits. Companies that focus on reducing energy

consumption also save money due to reduced energy consumption bills.

(g) Tax Credits: A number of countries have started providing incentives for

companies to go green in the form of tax credits, which can enhance their bottom

lines. Tax credits are available to companies that utilise environmentally-friendly

business practices, such as switching to renewable energy sources like solar

power, and using electric or hybrid automobiles and trucks as fleet vehicles.

Due to fast changing socio-economic environment, the concept of social responsibilities of

business has gained immense importance. Business cannot ignore the social needs as it

itself is an important constituent of the society. In developing country like lndia, the concept

of social responsibilities of business plays a very important role in the economic upliftment

and industrialisation of the nation.

st and the busrnessma n is a trustee and therefore

there should be equitabte distribution of income among employees, employers and

the society. tt is not onty the Government that is entrusted with the task of being

just and humane as well as efficient and dynamic but also buslness enterprises'"

- M.K. Gandhi

Social responsibility is an ethical or ideological theory that an entity, whether it is a government,

corporation, organisation or individual, has a responsibility towards society. This responsibility

can be positive as well as negative. Thus, it is a responsibility to refrain from acting (resistiance

stance) or it can be a responsibility to act (proactive stance). For instance' contributing towards

preservation and protection of natural environment is a positive aspect of social responsibility

and refraining from contributing to environmental pollution is a negative aspect of it'

n of business fo pursue those policies' to make

those decrs ions, or to follow those tines of action which are desirable in terms of

the objectives and values of our society." - Robert Bowen

,'sociat responsibitity refers to the busrnessman's decisions and actions taken for

reasons at teast partiatly beyond the firm's direct economic and technical interest."

- Keith Davis

9 " 3 Conc ePt of CorPorote Sociol (csR)
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According to Keith Davis, social responsibility refers to two types of business obligations:

(a) Socio-economic Obligations: Socio-economic obligations include obligation to

create employment opportunities, to maintain competition, to curb inflation, to avoid

black marketing and profiteering, etc.

(b) Socio-human Obligations: Socio-human obligations include obligations to nurture

and develop human values such as morale, motivation, co-operation and self-

realisation.

In simple words, the term social responsibility means the obligations of management

towards the society and others concerned. Social responsibility is defined as the obligation

and commitment of managers to take steps for protecting and improving society's welfare,

while pursuing organisational and their own interest. The scope of social responsibility of

management includes four important groups that influence and are influenced by the

activities of business organisation. These groups are:

(a) The Shareholders.

(b) The Employees.

(c) The Customers.

(d) The Society at large.

9"4 Feotures of Social ity

"Public sentiment is everything.
nothing can succeed."

With public sentiment, nothing can fail, without it,

- Abraham Lincoln

The concept of social responsibilities of business has changed considerably along with the

changes in social, political and economic environment of business. According to classical

view, the only responsibility of business was to produce goods and services for society.

However, at present, the scope of social responsibilities of business has become too

comprehensive. Some of the common characteristics of social responsibilities of business are:

(a) Two-way Commitments: The rationale of social responsibilities of business is that

business is a social entity - it is a part of the society. Like citizens, business too

has certain right and corresponding duties. Thus, it's a two-way commitment -
when a business gains from society, it has to perform certain duties and seek

responsibilities in return

(b) Universal Concept: The concept of social responsibilities of business is not

restricted to only profit-making organisations or large corporate houses. lt is

applicable equally to all types of business - small, medium or large, profit-making

enterprises or non-profit making enterprises, public enterprises or private

enterprises. Thus, it is a universalconcept.

r)5.
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(c) continuous Process: As stated earlier, business is a social entity and therefore'

shouldering of social responsibilities is a continuous process' ln fact, every activity

of business should be weighed in social perspective, I'e., how and in what way the

actions of business organisation will benefit the various constituents of society'

(d) Ambiguous in Nature: There is a general agreement as to what constitute economic

objective. Economic objectives are clear and definite. However, there is no general

agreement on the nature and scope of social obligations of business' A number of

proponents of social role of business have defined the term in different ways'

(e) Voluntary Practice: Performance of social responsibilities is not legally binding but

certainly useful to all business organisations in the long run for stability' growth and

social recognition. There is no formal mechanism for enforcing social obligations of

business but business houses are expected to be society-oriented in their every action'

(0 Mutti-faceted: social responsibilities of business are multi-faceted' They are not

confined to society in general but are the specific commitments towards various

stakeholders, vz', shareholders, consumers, workers' suppliers' government and

society at large. Thus, social responsibilities of business have a comprehensive scope'

(g) society specific: The nature and scope of social responsibilities of business

changes from society to society depending upon the social, economic, political and

reguliory environment in which a business operates. For example, it may be unethical

to deal in beef-based products in country like India where cow is considered to be holy'

(h)Legalsanction:Duetogrowingawarenessandpressurefromvarious
constituents from society, many of the social responsibilities of business have been

|egally sanctioned by the governments. For example, there are a number of Acts

protecting the interest of workers, consumers, shareholders and environment'

The scope of corporate social responsibilities includes four important groups that influence

and are influenced by the activities of business. Business is expected to accept its

responsibilities towards these groups' These four groups are:

(a) The Shareholders.

(b) The EmPloYees.

(c) The Customers.

(d) The SocietY at large.

The interests of these,stakeholders are not identical, rather they are often conflicting' Each

group wants a lion's share of the pie. consumers crave for value-added products but at

economical price, employees demand better working conditions and higher remuneration'

9.5 Areos of Sociol ResPonsibility
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society expects philanthropy and healthy environment and finally, owners expect higher

returns and appreciation in their wealth. Business organisations have to balance these

diverse demands of various stakeholders.

The following points elucidate the social responsibilities of business as well as

management towards various stakeholders:

(a) Obligation of Business towards ltself: lt is rightly said that the first business of
every business is to do business and stay in business. A good businessman must

work towards growth, expansion and stability of business and make it a going

concern. The obligations of business towards itself are:

. Achieving fundamental objectives of survival, growth and recognition.

. Ensuring long-term success through expansion and diversification.

. Making optimum use of production capacity and factors of production.

. Achieving higher rate of return and capital appreciation.

r Achieving economies of scale through mass production and distribution.

r Building competitive strength so as to build entry barriers in the industry.

(b) Obligation of Business towards Shareholders: Shareholders are the real owners

of the business. They are the risk bearers in the business and profit is the reward

for such risk bearing. The obligations of business towards its shareholders are:

. Providing fair rate of return to shareholders on their investment.

r Enhancing the market value of shares, r.e., capital appreciation.

. lssuing bonus shares out of accumulated earnings.

o Disclosing issues affecting financial interests of the investors.

. Providing security to investors through groMh and expansion.

o Facilitating quick disposal of the shareholders' complaints.

(c) Obligation of Business 'towards Workers: Human resource is the most

important of all resources. Unlike other resources, human beings have feelings,

aspirations and expectations. Thus, they need a very high degree of motivation.

The obligations of business towards its workers are:

. Providing fair wages, incentives and allowances to employees.

. Creating healthy work environment, proper lighting, ventilation, etc.

. Ensuring workers' participation in management.

. Developing human resource through proper education and training.

. Providing job security and social security.

. Providing opportunities for self-development and career development.
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(d) Obligation of Business towards Gonsumers: ln the modern marketing system'

the consumer is the king. All business activities centre around the needs and

requirements of consumers. The obligations of business towards consumers are:

.Providingqua|itygoodSandservicesatreasonab|eprice.
o Rendering quick after-sales services, as and when demanded.

. undertaking R&D, product innovations and improvements, etc.

. Ensuring the protection of consumer rights and welfare'

r Avoid unfair trade practices, viz., black marketing, hoarding, etc'

. Attending to the consumer complaints quickly'

(e) obligation of Business towards the society: Peter F. Drucker says that the

business enterprise should be so managed as to make public good which becomes

automatically the private good to the enterprise. The gains of the increased productivity

and growth should be shared equally by the management, shareholders, workers,

consumers and society at large. The obligations of business towards society are:

r Decentralisation of industries in the backward areas'

r preventing environmental pollution and maintaining ecological balance.

. providing aid to community welfare projects like schools, hospitals, etc.

. Avoiding unfair trade practices.

. Promoting small-scale and cottage industries'

. Paying duties and taxes on time and allowing fair competition.

Economic activities cannot be carried on in isolation of society as business is a part of

society, in the sense that it is carried on by the people (entrepreneurs and businessmen)'

through the people (employees and executives) and for the people (consumers and society

at large). Human society is the product of various cultural and ethical values' The actions

of the people in the society are governed by specific set of rules and code of conduct and

so is the business.

There is increasing awareness of the interdependence between business and its

environment in the society. Business organisations are no longer viewed as private bodies

free to pursue their own goals. They are also expected to contribute to the welfare of the

society. Managers are no longer considered to have responsibility only to the owners'

Managers, today, are increasingly held accountable for the social effects of their actions'

The shareholders, the suppliers of resources, the consumers, the local community and the

society at large are affected by the way an enterprise functions' Hence, a business

-.e fmportonce of CorPorote @
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enterprise has to be socially responsive so that a social balance may be struck between

the opposing interests of these groups.

"By social responsibility, we mean the intelligent and obiective concern for the

welfare of society that restrains individual and corporate behaviour from ultimately

destructive activities, no matter how immediately profitable, and leads in direction

of positive contributions to human betterment." - Kenneth and Andrews

The need and importance of social role of business need no emphasis in Indian context

where various constituents of economy such as consumers, shareholders, workers, etc.

are exploited in one or the other way. The following points would make it clear:

(a) To avoid deceptive and unfair trade practices: Deceptive and unfair trade

practices include attractive packaging, misleading advertising, faulty claims about

product, price tie-up arrangements, black marketing, artificial scarcity, adulteration,

supply of inferior goods and short weights and measures. Social role of business

need emphasis in order to avoid such practices.

(b) To control pollution and protect environment: lt is the duty of every citizen to

conserve and protect our planet Earth from pollution. Business units, guided by the

incentives of private profit, try to ignore environmental factors. This has resulted in

overexploitation of natural resources. Social role of business, thus, needs

emphasis for the protection of environment.

(c) To promote rights of consumers: Consumers enjoy certain rights such as right

to safety, right to seek information, right to choose, right to be heard, etc.

Generally, these rights are ignored by the business community as consumers in

developing countries are ignorant and unorganised. Thus, business needs to be

made aware of its duties towards consumers.

(d) To avoid exploitation of workers: The best way to increase profits is by cutting

down the cost of .production. The major component of cost of production is the

labour cost. Industrialists try to cut down costs and increase profit. As a result,

workers are exploited in one or the other way. This requires the enforcement of

social role of business towards workers.

(e) To make business conscious of its responsibilities: Business is not only a
profit-making institution but it is an important organ of the society. Being a part of

society, it enjoys certain rights as well as has to shoulder certain responsibilities.

Such responsibilities can be conveyed to business houses through the

enforcement of social responsibilities.

(f) To promote small-scale and cottage industries: lt is the moral duty of every

business to protect small-scale and cottage industries, which play an important role

in the developing economies. Big business houses should not compete but co-operate

159.
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with them. This feeling of co-operation can be well promoted through the promotion

of the ideas of social role of business'

(g) To avoid government control and interference: Besides developmental

functions, the main role of government is to regulate industrial and business in the

public interest. Therefore, it is advisable on the part of business houses to

voluntarily discharge their social obligations rather than being legally enforced by

the government.

(h) To balance responsibility with power: social responsibilities should be equated

with the power that the institution possesses. Big business houses possess a vast

amount of social powers to affect the social values and the society' Business owns

large economic resources, thus they are expected to share more social obligations'

Business, being an important component of the social system, next to the government' a

number of arguments have been put forth in support of socially responsive actions of

business organisations:

(a) changed Public Expectations of Business: one of the most potent arguments for

social responsibility is that public expectations from business have changed' Society

not only expects business to provide it with quality goods and services at reasonable

prices but also expects it to contribute to the social upliftment and development'

(b)BetterEnvironmentforBusiness:Thefu|fi|mentofsocia|ob|igationsgivesbusiness
abetterenvironmenttooperatein.Thefirm,whichismostresponsivetothe
community needs, will have a better society to operate in. This would provide business

withmoreopportunitiesforgrowth,deve|opment,expansionanddiversification.

(c) Enhanced Public lmage: The firm which contributes to the social overheads gets

social recognition. This enhances its market image and goodwill, which may indirectly

result in more customers, better labour-management relations, high productivity and

profitability, more responsive money market and many such benefits'

(d) Business has the Resources: Business has a vast pool of resources in terms

of men, talents, functional expertise and financial pool. Probably, business is

without peers in respect of the resources it possesses' with these resources at

its command, business is in a better position to work for the social goals'

(e)LetBusinessTry:Oneinterestingargumentforsocialresponsibilitiesofbusiness
is that every business should undertake social responsibilities on a trial basis'

9.7 Arguments for Sociol ResPonsibility

"lt is " 
f"tta"y tiat bustness can prosper - or indeed' even exist without regard to

- S. Prakash Sethi
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There are a large number of advantages associated with the fulfilment of social

obligations. These advantages would help business to turn the trial into a habit.

prevention is Better than Cure: lf business delays dealings with social problems

now, it may find itself engulfed by social fires. As a result, it will have little time to

accomplish its organisational goals. Hence, it would be more economical to deal

with them before they develop into serious social breakdowns.

Moral Responsibility: The modern industrial society faces many social problems

such as pollution, urbanisation, unemployment, concentration of economic po\ffer,

etc., most of which are the result of large-scale industrialisation. Thus, it is the

moral duty of the corporate world to help solve or ameliorate these problems.

(h) Trusteeship Principle: 'Trusteeship' is the foundation of the socialistic pattern of

society as enshrined in the Indian Constitution. The trusteeship principle emphasises

that businessmen are the caretakers of business property, holding it in trust for the

society as a whole. In this sense, business is a trust and businessmen are the trustdes.

(i) Professionalisation: The separation of ownership from management in large

enterprises has replaced the'owner manager'with the 'paid manager'. The manag{,'r$

having no stake in ownership tend to take a long-term and more responsible view oi

their role. This has resulted in growing awareness of social role of business.

(j) Gitizenship Argument: Business organisations are the institutional members of

society. lf individual members of society have an obligation to contribute towards the

welfare of society, then the same obligation is binding on businessmen too. After ali,

corporations are citizens, and citizens have civic duties and responsibilities'

Do social obligations conflict with profit objectives? Not necessarily. According to Peter

Drucker:

Arguments ggainst socially responsive actions of business are equally strong. Some cf

these arguments are:

(a) Profit Maximisation: The most powerful argument disfavouring social responsibiiiii'

is that business is an economic institution and its main objective is to maximise

profits and wealth of business. Again, in the modern system of joint stock

(f)

(g)

"A company can make sociat contribution only if it is highly profitable. A bankrupt

company is /east capabte of attracting and retaining talented personnel and is

untikety to fetch assefs to the community and therefore is bound to be destroyed

by the society itsetf. Thus, a sick or a loss making unit is a burden on society."

9.8 Arquments ogoinst Corporote Sociol Responsibilities
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companies, directors and managers are the agents of the stockholders and their

main duty is to maximise shareholders'wealth'

(b) society has to Pay the Gost: Another argument against social responsibilities of

business is that the business is essentially an economic institution guided by desire

to earn profit. U|timately, the costs of undertaking socia| ob|igations are passed on

to the soclety in terms of higher prices. Thus, it is the society who pays for the

social role of the business.

(c) Lack of Sociat Skitls: Business managers are best at managing business matters'

Their outlook is primarily economic and their skills are the same' The important

questions to answer here are - Does society really want economic and technical

people meddling in social affairs? and - ls it better equipped than government and

other institutions?

(d) Business has Enough Power: Business already has enough social power which

it utilises to enhance its own economic interests. Business influence is felt in every

walk of life, in education, in government, in the home and in marketplaces' The

process of combining social activities with the economic activities of business

would give business an excessive concentration of power'

(e) Social Overhead Cost: Cost on social responsibility is considered to be social

cost which will not benefit the business immediately. Again, the assumption of

social responsibilities involves huge investment. This is one of the reasons that

most of the business organisations are reluctant to assume social responsibilities

despite willingness to do so.

(0 Lack of Accountability: Another point of view is that the businessmen have no

direct accountability to the people. Therefore, it is unwise to give businessmen a

responsibility for which they are not directly responsible' Accountability should

always go with responsibility. Business houses are responsible to its shareholders

and not to the societY.

(g) Lack of Broad support: The concept of social responsibility has not been

supportedbya||thesectionsofthesociety.A|though,manypersonsdesire
business to become more socially involved, there is lack of agreement among the

genera|pub|ic,amonginte||ectua|s'ingovernmentandevenamongbusinessmen
themselves on the social role of business'

(h) Friedman's Argument: The most cogent criticism has been voiced by the

economist Milton Friedman.

. He asserted that if managers spend corporate funds on projects not intended

to maximise profits, then the efficiency of the market mechanism will be

undermined and resources will be misallocated within the economy'
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. lle also asserted that managers are the legal agents of the stockholders and their

sole duty is to maximise their returns. lf the stockholders want to contribute

socially, they can do so from their dividend income.

(i) Theodore Levitt Argument: Theodore Levitt argued against corporate social

responsibility fearing that if business values might come to dominate society, then

business institutions would become the twentieth century equivalent of the

medieval church, the all-embracing institution in the society. He suggested that this
would not be healthy for society.

Chopter Summory

Concept of Green ilanogement

Green management adopts principles, policies, and practices that improve the quality of life for

its customers, employees and other stakeholders.

A management that undertakes lfs acfivifies without any negative impact on the local or
global environment, the community, or the economy is termed as environment-friendly
management. Such managements are popularly termed as green management.

Feotures of 6reen llanogement
(a) Sustainability

(b) Dynamic

(c) Ongoing Process

(d) Paperless Offices

(e) Eco-friendly Offices

(f) Cost Saving

(g) Tax Credits

Concept of Corporote Sociol Responsibility (CSR)

Due to fast changing socio-economic environment, the concept of social responsibilities

business has gained immense importance.

"Social responsibility refers to fhe businessman's decisions and actions taken for
reasons af /easf partially beyond the firm's direct economic and technical interest."

Feotures of Corporote Sociol Responsibility

(a) Two-way Commirinents

(b) Universal Concept

(c) Continuous Process

(d) Ambiguous in Nature

(e) Voluntary Practice

of
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-

(0 Multi-faceted

(g) SocietY SPecific

(h) Legal Sanction

Areos of Corporote Sociol Responsibility

(a) Obligation of Business towards ltself

(b) Obligation of Business towards Shareholders

(c) Obligation of Business towards Workers

(d) Obligation of Business towards Consumers

(e) Obligation of Business towards the Society

Importonce of Corporote Sociol Responsibility

(a) To avoid deceptive and unfair trade practices

(b) To control pollution and protect environment

(c) To promote rights of consumers

(d) To avoid exploitation of workers

(e) To make business conscious of its responsibilities

(0 To promote small-scale and cottage industries

(S) To avoid government control and interference

(h) To balance responsibility with power

Arguments for Corporote Sociol Responsibility

(a) Changed Public Expectations of Business

(b) Better Environment for Business

(c) Enhanced Public lmage

(d) Business has the Resources

(e) Let Business TrY

(f) Prevention is Better than Cure

(g) Moral ResPonsibilitY

(h) TrusteeshiPPrinciPle

(i) Professionalisation

0) CitizenshiPArgument

Arguments agoinst Corporote Sociol Responsibilifies

(a) Profit Maximisation

(b) SocietY has to PaY the Cost

- or indeed, even exist without regard to broader
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(c) Lack of Social Skills

(d) Business has Enough Power

(e) Social Overhead Cost

(0 Lack of Accountability

(g) Lack of Broad Support

(h) Friedman's Argument

(i) Theodore Levitt Argument

165.

Questions Bonk

Q.1 Ghoose the correct alternative of the following: (1 mark each)
(1) Social responsibilities of business are known as ________ in the US.

(a)CSR (b)sR (c) SRB
(2) Social Responsibilities of Business is a ____ concept.

(a) rigid (b) dynamic (c) static
(3) According to Gandhiji, businessmen are ______ of the society.

(a) members (b)trustees (c) servants
(4) ________ is not one of the modes of green management.

(a) Paperless offices (b) Use of solar energy (c) Glass buildings
(5) The first responsibility of every business is towards

(a) itself (b) consumers (c)workers
(6) Business is a/an ____ institution.

(a) social (b) economic (c) socio-economic
(7) As per the Green Business Bureau, healthier workplace lead to

decrease in number of sick days.

(a) 10% (b) 20o/o (c) 25%
Ans.:

Q.2 Practical Application/Case Study: (15 Marks)
Read the following case carefully and answer the questions given:
Coca-Cola India being one of the largest beverage companies in India, realised that CSR had
to be an integral part of its corporate agenda. According to the company, it was aware of the
environmental, social, and economic impact caused by a business of its scale and therefore, it
had decided to implement a wide range of initiatives to improve the quality of life of its
customers, the workforce, and society at large.

(1) CSR (2) dynamic (3) trustees (4) Glass buildings

(5) itself (6) socio-economic (7)20%
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However, the company came in for severe criticism from activists and environmental experts

who charged it with depleting groundwater resources in the areas in which its bottling plants

were located, thereby affecting the livelihood of poor farmers, dumping toxic and hazardous

waste materials near its bottling facilities, and discharging waste water into the agricultural

lands of farmers. Moreover, its allegedly unethical business practices in developing countries

led to its becoming one of the most boycotted companies in the world.

Notwithstanding the criticisms, the company continued to champion various initiatives such as

rainwater harvesting, restoring groundwater resources, going in for sustainable packaging and

recycling, and serving the communities where it operated. Coca-Cola planned to become water

neutral in India by 2009 as part of its global strategy of achieving water neutrality. However'

criticism against the company refused to die down. Critics felt that Coca-Cola was spending

millions of dollars to project a 'green' and 'environment-friendly' image of itself, while failing to

make any change in its operations. They said this was an atempt at greenwashing as Coca-

Cola,s business practices in India had tarnished its brand image not only in India but also globally.

Questions:

(1) Understand the issues and challenges faced by Coca-Cola with regard to its

sustainability initiatives in India.

(2) Analyse the underlying reasons for the growing criticism against Coca-Cola in lndia

and explore ways in which the company can address this issue'

(3) Understand the concept of greenwashing and discuss and debate whether Coca-Cola

is serious about its water sustainability initiatives'

Q.3 Descripted Questions/Short Essay Type Questions: (7-8 marks each)

(1) What are the criticisms against the social responsibility of management?

(2) What are the features of green management?

Q.4 Long Essay Type Questions: (15 marks each)

(1) Define the concept of social responsibility of management and discuss its scope.

(2) Define CSR? What are the features of CSR?

(3) What are the arguments in favour of CSR? On what grounds CSR has been criticised?

Q.5 Short Notes: (5 marks each)

(1) Obligations of management towards itself.

(2) Green management techniques'
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